




L fPF- -'~;g 
R&)' !M Dt3. ~. '. . 5 

r; 

TREASURY QE~Ac&TMEN7 

)BRA 
ROf)i9 5&) 





Internal 

Revenue 

Bulletin 

Cumulative Bulletin 1960 — 2 

July — December 1960 

)BRA 
ROAN( 5g 



UNITED STATES 

GOVERNMENT PRINTING OFFICE 
WASHINGTON: 1961 

For sale by the Superintendent of Documents, U. S. Government Printing Oflice 
Washington 25, D. C. - Price $3. 50 (buckram) 



in this issue 

Finding List 
Abbreviations 

Foreword 
Introduction 
Tax Court of the United States, The 
Part I. — Rulings and Decisions Under the Internal 

Revenue Code of 1954 
Part Tl. — Rulings and Decisions Under the Internal 

Revenue Code of 1939, and other Public Laws: 
Subpart A. — Rulings and Decisions Under the 

Internal Revenue Code of 1939 
Subpart B. — Rulings and Decisions Under Other 

Public Laws 
Part III. — Alcohol Tax Rulings and Decisions: 

Subpart A. — Rulings and Decisions Under the 
Internal Revenue Code of 1954 

Subpart B. — Rulings and Decisions Under the 
Federal Alcohol Administration Act 

Part IV. — Legislation and Treaties: 
Table of Contents 
Subpart A. — Tax Conventions 
Subpart B. — Legislation 
Subpart C. — Committee Reports 

Part V. — Administrative and Miscellaneous Matters 
Table of Contents 

Index 

Page 

v 

XI 

XIII 

11 — 426 

427-480 

481 — 507 

509-618 

619-621 

623-624 
625-655 
656-730 
731 — 914 

917-1017 
915 

1019-1074 





FINDING LIST 

Page Page 

1137 (P. L. 86-594) 
1393 (P. L. 86 — 780) 
1416 (P. L. 86-496) 
1518 (P. L. 86-667) 
1602 (P. L. 86 — 564) 
1647 (P. L 86 — 707) 

86 — 624) 
86 — 631) 

1681 (P. L. 
1709 (P. L. 
1767 (P. L. 
1856 (P. L. 
1915 (P. L. 

86 — 779) 
86 — 788) 
86 — 779) 

Executive Report No. 1 

Conference: 

2005 (P. L. 
2073 (P. L. 
2165 (P. L. 
2199 (P. L. 
2213 (P. L. 
2214 (P, L. 

Comt Decisions: 

1847 
1848 
1849 
1850 
1851 
1852 
1853 
1854 
1855 
1856 
1857 

86-564) 
86 — 667) 
86 — 778) 
86 — 780) 
86 — 781) 
86 — 779) 

Committee Reports: 

House: 

902 (P. L. 86-707) 
1131 (P. L. 86-779) 
1358 (P. L. 86-780) 
1662 (P. L. 86-779) 
1699 (P. L. 86-564) 
1799 (P. L. 86-778) 
2020 (P. I. 86-779) 
2101 (P. L. 86-779) 
2103 (P. I . 86-781) 

760 
811 
865 
816 
733 
763 
819 
827 
898 

748 
874 
731 
753 
736 
762 
751 
752 
829 
792 
858 
906 

741 
759 
807 
889 
902 
859 

445 
70 

452 
428 
33 

474 
466 
435 
391 
477 
442 

(v) 

Delegation Orders: 

5 (Rev. 2) 
6 (Revised) Revocati 
11 (Revised) 
23 (Rev. 2) 
36 (Bev. 1) 
57 (Rev. 1) 
75, Amendment 

Proclamations: 

3358 
3362 
3377 

Public I avvs: 

Digest 
86-496 
86-564 
86-592 
86-594 
86-624 
86 — 631 
86 — 667 
86-707 
86 — 723 
86 — 733 
86-761 
86-778 
86-779 
86 — 780 
86 — 781 
86-791 

Revenue Procedures: 

60 — 14 
60-15 
60-16 
60-17 
60-18 
60-19 
60-20 
60-21 
60-22 
60-23 
60-24 
60-25 
60-26 

on 
917 
918 
919 
919 
920 
920 
921 

921 
922 
922 

656 
680 
681 
685 
685 
686 
687 
687 
690 
691 
691 
692 
693 
709 
720 
726 
730 

937 
939 
940 
942 
988 
990 
990 
991 
992 
997 
998 

1000 
1001 



VI 

FINDING LIST — Continued 

Page Page 

Revenue Procedures — Continued 

60-27 
60-28 
60-29 
60-30 
60-31 
60-32 
60-33 
60-34 
60-35 

Revenue Rulings: 

58 — 453, Supplement VII 
Supplement VIII 

60 — 232 
60 — 233 
60 — 234 
60-285 
60 — 236 
60-237 
60-238 
60-289 
60-240 
60-241 
60-242 
60-243 
60-244 
60-245 
60-246 
60-247 
60-248 
60-249 
60-250 
60-251 
60-252 
60-253 
60-254 
60-255 
60 — 256 
60-257 
60-258 
6D259 
60-260 
60-261 
60-262 
60-263 
60-264 
60-265 
60-266 
60-267 
60-268 
60-269 
60-270 
60-271 
60-272 
60-273 
60-274 
60-275 
60-276 

1003 
1006 
1008 
1008 
1010 
1011 
1012 
1013 
1014 

50 
58 

115 
321 
345 

25 
109 
164 

17 
61 

192 
329 
158 
160 
167 
267 
462 
272 

35 
264 
435 
322 
325 
327 
42 

105 
193 
197 
296 
318 
347 

42 
114 
320 
557 
590 
616 
618 
206 
296 
298 
332 
281 
344 
39 
48 

150 

Revenue Rulings — Continued 

60 — 277 
60 — 278 
60-279 
60-280 
60-281 
60-282 
60 — 283 
60-284 
60-285 
60-286 
60-287 
60-288 
60-289 
60-290 
60-291 
60-292 
60 — 293 
60-294 
6D295 
60-296 
60-297 
60-298 
60-299 
60-300 
60-301 
60-302 
60 — 803 
60-304 
60-305 
60-306 
60-307 
60-308 
60-309 
60-310 
60-311 
60-312 
60-313 
60-314 
60-315 
60-316 
60-317 
60-318 
60-319 
6 320 0 — 3 0 
6 321 0 — 3 
60-322 
60 — 323 
60-324 
60-325 
60-326 
60-327 
60-328 
60-329 
60-330 
60-331 
60-382 
60 — 333 
60-334 
60-335 

275 
214 

11 
12 

146 
56 

201 
464 
473 
612 
188 
265 
268 
331 
407 
158 
168 
301 
510 
516 
516 
617 
619 
620 

15 
223 
335 
343 
199 
211 
214 
311 
311 
334 
341 
398 
627 
48 

337 
310 
452 
339 
501 
198 
166 
118 
148 
173 
23 
32 
65 

427 
67 
46 

189 
463 
511 
617 
617 



VII 

FINDING LIST — Continued 

Page Page 

Revenue Rulings — Continued 

60-886 
60-337 
60-838 
60 — 839 
60-340 
60-341 
60 — 342 
60 — 848 
60-844 
60 — 845 
60 — 846 
60-847 
60-848 
60 — 849 
60 — 350 
60-851 
60 — 8M 
60-853 
60-854 
60-355 
60-356 
60 — 857 
60-358 
60-359 
60-360 
60-361 
60-862 
60-868 
60 — 864 
60-865 
60-866 
60-867 
60-868 
60 — 369 
60 — 370 
60 — 371 
60 — 372 
60 — 373 
60 — 374 
60 — 875 
60 — 876 
60-877 
60-878 
60-879 
60-380 
60-381 
60-882 
60 — 383 
60-384 
60-885 
60-886 
60-387 
60 — 888 
60 — 889 
60-890 

915 
151 
149 
346 
559 
592 
592 
611 
186 
211 
217 
319 

41 
166 
394 
169 
203 
591 
558 
278 
828 
897 

68 
104 
395 
558 
621 
610 
382 

49 
68 
78 

588 
620 
208 
215 
215 
589 
609 
407 
88 
18 
38 

156 
277 
509 
516 
559 
172 
77 

107 
216 
216 
217 
468 

Revenue Rulings-Continued 

60-391 
60-892 

Tax Conventioner 

Belgium Supplementary 
Pakistan 
United Kingdom Extended 

Treasury Decisions: 

6471 
6472 
6473 
6474 
6475 
6476 
6477 
6478 
6479 
6480 
6481 
6482 
6488 
6484 
6485 
6486 
6487 
6488 
6489 
6490 
6491 
6492 
6498 
6494 
6495 
6496 
6497 
6498 1 

6499 
6500 ' 
6501 
6502 
6508 
6504 
6505 
6506 
6507 
6508 
6509 
6510 
6511 
6512 

Treasury Department Order: 

150-52 

299 
800 

625 
646 
658 

618 
851 
517 
593 
M6 
111 
575 
560 
923 
120 
159 
408 
982 
512 

28 
78 

469 
400 
630 
481 
936 
497 
176 
219 
226 
244 

19 

802 

271 
849 
409 
813 
238 
884 
91 

242 
471 
458 
502 
505 

917 

t T, D. 6408 aud T. D. 6600 were issued as cousolidatious of existing regulations under Parts 301 aud 1, 
CPR, respectively. They were uot published in the internal Revenue Bulletin. 





FINDING LIST OF PREVIOUSLY PUBLISHKB RULINGS 
CURRENTLY MENTIONED 

Previous ruling Action Current ruling Page 

A. R. R. 6048, C. B. III-1, 298 (1924) 
DeL Order No. 6 (Revised), C. B. 

1957-2, 1088. 
DeL Order No. 23 (Revised), C. B. 

1960-1, 861. 
DeL Order No. 86, C. B. 1956 — 2, 

1376. 
Del. Order No. 57, C. B. 1958 — 1, 680 

Cited 
Revoked 

Superseded 

Superseded 

Superseded 

G, C. M. 16651, C. B. X V-2, 130 
(1926) . 

I. T. 1882, C. B. I-2, 146 (1922) I. T. 1836, C. B. II — 2, 158 (1928) 
I. T. 8541, C. B. 1942-1, 41 
I. T. 8902& C. B. 1948-1& 64 
I. T. 3989& C. B. 1950-1, 84 

Rev. Proc. 56 — 84, C. B. 1956 — 2, 1396 
Rev. Proc. 57 — 85, C. B. 1957 — 2, 

1108 suspended by Rev. Proc. 
58 — 21, C. B. 1958 — 2, 1189; fur- 
ther suspended by Rev. Proc. 
59-29, C. B. 1959-2, 985. 

Rev. Proc. 59 — 87, C. B. 1959 — 2, 964 
Rev. Proc. 60-16, page 940 
Rev. Rul. 117, C. B. 1958 — 1, 498; 

Rev. Rul. 251, C. B. 1953 — 2, 469; 
Rev. RuL 252, C. B. 1958 — 2, 469; 
Rev. Proc. 56 — 26, C. B. 1952 — 2, 
1888; and Rev. Proc. 57 — 80, C. B. 
1957-2& 1103. 

Rev. Rul. 54 — 461, C. B. 1954 — 2, 894 
Rev. Rul. 55 — 18, C. B. 1955 — 1, 285 
Rev. Rul. 55 — 299, C. B. 1955 — 1, 402 
Rev. Rul. 55 — 819, C. B. 1955 — 1, 119 
Rev. Rul. 55 — 878, C. B. 1955 — 1, 868 
Rev. Rul. 55 — 433, C. B. 1955 — 2, 515 
Rev. Rul. 55 — 468, C. B. 1955 — 2, 501 
Rev. Rul. 55 — 620, C. B. 1955 — 2, 56 
Rev. Rul. 55 — 637, C. B. 1955 — 2, 26 
Rev. Rul. 56 — 102, C. B. 1956 — 1, 90 
Rev. RuL 56 — 249, C. B. 1956 — 1, 488 
Rev. Rul. 56 — 401, C. B. 1956 — 2, 169 
Rev. Rul. 56 — 495, C. B. 1956 — 2, 

1060. 
Rev. Rul. 56 — 698, C. B. 1956 — 2, 282 

and Part 2(c) (2) of Rev. Rul. 57- 
168, C. B. 1957-1, 128. 

Rev. Rul. 57 — 288, C. B. 1957 — 1, 880 
Rev. Rul. 57 — 335, C. B. 1957 — 2, 822 
Rev. Rul. 57-345, C. B. 1957 — 2, 132 
Rev. Rul. 57 — 391, C. B. 1957 — 2, 606 
Rev. Rul. 57 — 480, C. B. 1957 — 2, 47 
Rev. Rul. 58 — 63, C, B. 1958 — 1, 624 

«Denotes Revenue Procedure. 

Revoked 

Modified 
Cited 
Superseded 
Clarified 
Distin- 

guished. 
Superseded 
Suspended 

Superseded 
Superseded 
Superseded 

Amplified 
Superseded 
Clarified 
Amplified 
Modified 
Revoked 
Modified 
Revoked 
Superseded 
Amplified 
Amplified 
Modified 
Amplified 

Modified 

Amplified 
Modified 
Revoked 
Superseded 
Classified 
Amplified 

(rx) 

Del. Order No. 75, C. B. 1960 — 1, 359 Amended 

60-254 
Notice 

DeL Order No. 
(Rev. 2). 

DeL Order No. 
(Rev. 1). 

DeL Order No. 
(Rev. 1). 

DeL Order No. 
Amendment. 

60-828 

60-261 
60-254 
60-282 
60-278 
60-859 

*60-16 
"60-19 

*60-27 
*60-24 
*60-22 

60 — 880 
60-257 
60-240 
60 — 884 
60-282 
60-284 
*60-85 
60-385 
60-282 
60-330 
60-330 
60-255 
60 — 362 

60-251 
60-256 
60-866 
60-288 
60-301 
60-249 

75 

42 
918 

919 

920 

920 

42 
42 
56 

214 
104 

940 
990 

1OO8 
998 
992 

46 
197 
192 
172 
115 
464 

1014 
77 
56 
46 
46 

105 
621 

148 

822 
193 
63 

265 
15 

264 



FINDING LIST OF PREVIOUSLY PUBLISHED RULINGS 
CURRENTLY MENTIONED — Continued 

Previous ruling Action Current ruling Page 

T. D. 3886, 
T. D. 5956, 
T. D. 6124& 
T. D. 6332, 
T. D. 6483, 

C. B. V-l, 142 (1926) 
C. B. 1953-1& 228 
C, B. 1955-1, 799 
C. B. 1958-2, 1108 
page 932 

Rcv. Rul. 58 — 64, C. B. 1958 — 1, 12 
Rev. Rul. 58 — 284, C. B. 1958 — 1, 400 
Rev. Rul. 58 — 453I C. B. 1958 — 2, 67 
Rev. Rul. 58 — 46l, C. B. 1958 — 2, 999 

as amplified hy Rev. Rul. 58— 
595, C. B. 1958 — 2, 1003; Rev. 
Rul. 58 — 596, C. B. 1958 — 2, 1003; 
Rev. Rul. 59 — 105, C. B. 1959 — 1, 
729; Rev. Rul. 59 — 150, C. B. 
1959 — 1, 728; Rev. Rul. 59 — 189, 
C. B. 1959 — l, 728; Rev. Rul. 
59 — 207, C. B. 1959 — 1, 729; Rev. 
Rul. 59 — 217, C. B. 1959 — 1, 729; 
Rev. Rnl. 59 — 338, C. B. 1959 — 2, 
607; H, ev. Rul. 59 — 370, C. B. 
1959 — 2, 607; and Rev. Rul. 60— 
46, C. B. 19Ci0 — 1, 419. 

Rev. Rul. 58 — 489, C. B. 1958 — 2, 47 

Rev. Rul. 59 — 45, C. B. 1959 — 1, 
666. 

Rev. Rul. 59 — 243, C. B. 1959 — 2, 123 

Rev. Rul. 59 — 309, C. B. 1959 — 2, 117 
Rev. Rul. 59 — 344, C, B. 1959 — 2, 74 
Rev. Rul. 59 — 366, C. B. 1959 — 2, 418 
Rev. Rul. 59 — 309, C. B. 1959 — 2, 48 
Rev. Rul. 59 — 414, C. B. 1959 — 2, 156 
Rev. Rul. 60 — 82, C. B. 1960 — 1, 711 
Rev. Rul. 60 — 210, C. B. 1960 — 1, 38 

Rev. Rul. (i0 — 320, page 198 

Modified 
Modified 
Amplified 
Amplified 

Distin- 
guished. 

Amplified 

Nonretro- 
activity. 

Superseded 
Superseded 
Amplified 
Withdrawn 
Superseded 
Modified 
Nonretro- 

activity. 
Supple- 

mented. 
Cited 
Superseded 
Superseded 
Superseded 
Superseded 

60-377 
60-392 
60-282 
60-266 

60-2?4 

60-250 

60-242 

60-276 
60-329 
60-312 
60-348 
60-256 
60 — 296 
60-376 

60-375 

*60-17 
T. D. 6489 
T. D. 6496 
T. D. 6496 
T. D. 6490 

13 
300 

56 
616 

435 

158 

150 
67 

398 
41 

193 
516 
38 

407 

942 
630 
244 
244 
481 

Denotes Revenue Procedure. 



ABBREVIATIONS 

The following abbreviations in current use and formerly used will 
appear in material published in the Bulletin: 

A, B, C, etc. — The names of individuals. 
A. R. R. — Committee on Appeals and Review recommendation. 
A. T. — Alcohol and tobacco tax ruling. 
B. T. A. — Board of Tax Appeals. 
C. B. — Cumulative Bulletin. 
C. F. R. — Code of Federal Regulations. 
Ct. D. — Court Decision. 
Del, Order — Delegation Order. 
D. C. — Treasury Department circular. 
E. O. — Executive Order. 
E. T. — Estate and gift tax ruling. 
Em. T. — Employment tax ruling. 
F. A. A. A. — Federal Alcohol Administration Act. 
F. R. — Federal Register. 
G. C. M. — Chief Counsel's memorandum (formerly General Coun- 

sel's memorandum) . 
I. R. B. — Internal Revenue Bulletin. 
IR-Mim. — Published IR-Mimeograph. 
I. T. — Income tax ruling. 
M, K, X, F, Z, etc. — The names of corporations, places or busi- 

nesses, according to context, 
M. T. — Miscellaneous tax-ruling. 
Mim. — Published mimeograph. 
O. D. — Once Decision. 
P. L. — Public Law. 
P. S. — Pension, profit-sharing, stock bonus or annuity plan ruling. 
Rev. Proc. — Revenue Procedure. 
Rev. Rul. — Revenue Ruling. 
R. S. — Revised Statute. 
S. M. — Solicitor's Memorandum. 
Sol. Op. — Solicitor's Opinion. 
S. P. R. — Statement of Procedural Rules. 
S. R. — Solicitor's Recommendation. 
S. S. T. — Social Security tax. 
S. T. — Sales tax ruling. 
Stat. — Statutes at Large. 
T. C. — The Tax Court of the United States. 
T. D. — Treasury Decision. 
TIR — Technical Information Release. 
U. S. C. — United States Code. 
x and y used to represent certain numbers and when used with the 

word "dollars" represent sums of money. . 
(XI) 





The Cumulative Bulletin is prepared in five parts, as follows: 
I. Part I includes rulings and decisions which are based on the 

application of provisions of the Internal Revenue Code of 1954 
and, unless otherwise stated in the ruling or decision, are published 
without consideration as to any application of the provisions of 
the Internal Revenue Code of 1939 or other related public laws. 

II. Part II includes rulings and decisions which are based on the 
application of the Internal Revenue Code of 1939 and other 
public laws except those pertaining to the various alcohol taxes; 
and, unless otherwise noted therein, they are published without, 
consideration as to any application of the provisions of the 
Internal Revenue Code of 1954. Part II is subdivided into two 
subparts according to matters issued under the Internal Revenue 
Code of 1989 (Subpart A) and other public laws (Subpart B. ) 

III. Part III contains rulings and decisions pertaining to the various 
alcohol taxes. This part is subdivided into two subparts accord- 
ing to matters issued under the Internal Revenue Code of 1954 
(Subpart A), and the Federal Alcohol Administration Act 
(Subpart B). 

IV. Part IV contains treaties and tax legislation, including related 
Committee and Conference Reports. This part is subdivided into 
three subparts according to Tax Conventions, Treasury Decisions 
and Revenue Ruhngs issued with respect thereto (Subpart A), 
legislation (Subpart B), and Committee Reports (Subpart C). 
House, Senate and Conference Committee Reports printed in the 
Bulletin do not include the portion entitled "Changes in Existing 
Law. " 

V. Part V is devoted to administrative, procedural, and miscel- 
laneous matters. The weekly Internal Revenue Bulletins con- 
tained Part VI consisting of items of general interest; those 
items are not reproduced herein. 

(XIII) 





The Internal Revenue Bulletin is the authoritative instrument of 
the Commissioner of Internal Revenue for the announcement of ofB- 
cial rulings and procedures of the Internal Revenue Service, and for 
the publication of Treasury Decisions, Executive Orders, tax conven- 
tions, legislation, and court decisions pertaining to internal revenue 
matters. Other items considered to be of general interest are also 
published in the Bulletin, such as announcemcnts relating to proposed 
regulations published with notice of proposed rulemaking, announce- 
ments relating to decisions of the Tax Court of the United States, 
announcements of the disbarment and suspension of attorneys and 
agents from practice before the Treasury Department, supplements 
to the Cumulative List of Organizations contributions to which are 
deductible under section 170 of the Internal Revenue Code of 1954, 
Delegation Orders, etc. 

It is the policy of the Service to publish in the Bulletin all sub- 
stantive and procedural rulings of importance or of general interest, 
the publication of which is considered necessary to promote a uniform 
application of the laws administered by the Service. It is also the 
policy to publish all rulings and statements of procedures which 
supersede, revoke, modify, or amend any published ruling or pro- 
cedure. Except where otherwise indicated, published rulings and 
procedures apply retroactively. Rulings and statements of proce- 
dures relating solely to matters of internal management are not pub- 
lished. However, statements of internal practices and procedures 
affecting rights or duties of taxpayers, or industry regulation, which 
appear in internal management documents, are published. Revenue 
Rulings and Revenue Procedures are based upon rulings and internal 
management documents prepared in the various divisions of the Na- 
tional OfKice, including the OfFice of the Chief Counsel for the Internal 
Revenue Service. In the preparation of these, caution is exercised 
to conceal the identity of the taxpayer, as well as any confidential 
personal and business information. 

Revenue Rulings and Revenue Procedures reported in the Bulletin 
do not have the force and effect of Treasury Department Regulations 
(including Treasury Decisions), but are published to provide prece- 
dents to be used in the disposition of other cases, and may be cited 
and relied upon for that purpose. No unpublished ruling or decision 
will be cited or relied upon by any officer or employee of the Internal 
Revenue Service as a precedent in the disposition of other cases. 

Since each published ruling represents the conclusion of the Service 
as to the application of the law to the entire state of facts involved, 
Service personnel and others concerned are cautioned against reaching 
the same conclusions in other cases unless the facts and circumstances 
are substantially the same. In applying rulings and procedures pub- 
lished in the Bulletin, personnel of the Service and others concerned 

(1) 



must consider the effect of subsequent legislation, regulations, court 
decisions, rulings and procedures. 

Each published ruling is designated as a "Revenue Ruling, " and 

each published procedure is designated as a "Revenue Procedure. " 
These should be cited by reference to the year of issuance and the 
Bulletin and page where reported. Thus, Revenue Ruling No. 232 
for 1960 should be cited as "Rev. Rul. 60 — 232, C. B. 1960 — 2, 115. " 
Similarly, Revenue Procedure No. 14 for 1960 should be cited as 
"Rev. Proc. 60 — 14, C. B. 1960 — 2, 937. " Revenue Rulings are keyed to 
the applicable sections of the Internal Revenue Code and regulations. 

Internal Revenue Cumulative Bulletin 1960 — 2 contains all rulings, 
decisions, and procedures pertaining to Internal Revenue matters pub- 
lished in the weekly Internal Revenue Bulletins 27 — 52, inclusive, for 
the period July 1 to December 31, 1960. It includes an index to all 
matters published during the year in the weekly Bulletins and con- 
solidated in the Cumulative Bulletins. It also contains a cumulative 
list of announcements relating to decisions of The Tax Court, of the 
United States published in the Internal Revenue Bulletins. 

The contents of this publication are not copyrighted and 
may be reprinted freely. A citation of the Cumulative Bulle- 
tin as the source would be appropriate. 



THK TAX COURT OF THK UNITED STATES 

CUMULATIVE LIST OF ANNOUNCKMKNTS RELATING TO 
DECISIONS OF THE TAX COURT OF THK UNITED STATES 
PUBLISHED IN THE INTERNAL REVENUE BULLETIN FROM 
JANUARY 1, 1960, TO DECEMBER 31, 1960, INCLUSIVE 

It is the policy of the Internal Revenue Service to announce in the 
INTERNAL REVENUE BULLETIN at the earliest practicable date the 
determination of the Commissioner to acquiesce or not acquiesce in 
a decision of The Tax Court of the United States which disallows a 
deficiency in tax determined by the Conimissioner to be due. Notice 
that the Commissioner has acquiesced or nonacquicsccd in a, decision 
of The Tax Court relates only to the issue or issues decided adversely 
to the Government. Actions of acquiescences in adverse decisions 
should be relied on by Revenue ofFicers ar d others concerned as con- 
clusions of the Service only to the application of the law to the facts 
in the particular case. Caution should be exercised in extending the 
application of the decision to a siniilar case unless the facts and cir- 
cumstances are substantially the same, and consideration should be 
given to the effect of new legislation, regulations, and rulings as well 
as subsequent court decisions and actions thereon. Acquiescence in a 
decision means acceptance by the Service of the conclusion reached, 
and do's not necessarily mean acceptance and approval of any or all 
of the reasons assigned by the Court for ils conclusions. No an- 
nouncements are inade in the Bulletin with respect to memorandum 
opinions of The Tax Court. 

The announcemeiits published in the weekly Internal Revenue Bul- 
letins are consolidated. Semiannual consolidations appear in the 
first Bulletins for July and January and in the Cumulative Bulletin 
for the first half of the year. An annual consolidation appears in 
the Cumulative Bulletin for the last half of the year. 

The Commissioner ACQUEESCKS in the following decisions: 

Taxpayer noel-. et No. 
Report 

Volume P ege 

Abbott, Lester M. , et nx 

Adams Tooling, Inc 
Arc Realty Co. , et al 

Arcadia Realty Co 

65286 

4 
73089 

64689 
70296 

c 
64690 
70297 

) n 

484 

5S5726' — 61 2 



AcgvIEscENcEs — Continued 

Taxpayer Docket No. 
Report 

Barclay, Charles B. , et al. , co-executors of estate of 
William K. Barclay, Jr. ' 

Barclay, Charles B. , et ux. ' 
Barclay, William K. , Jr. , estate of, and Maxine W, 

Darby, surviving spouse (formerly, Maxine W. 
Barclay) ' 

Barclay, William K, , III, a minor ' 
Batten, Barton, Durstine 4te Osborn, Inc. e 

Behring, Rita 
Bentley, Virginia B. t 
Bilder, Robert M. , et ux e 

Bowser, Inc. , and its subsidiaries, et ah'4 
Bowser International, Inc. 4' 
Bowyer, Wren, et ux 
Boyer, Edith E ' 
Brandtjen 4lt Kluge, Inc 
Budd Co 

Carpenter, Margaret L 
Chicago and North Western Railway Co. " 
Cochran, Daniel W 
Cochran, Rita S 
Commodity Syndicate Account of Longstreet-Abbott 

4' Co 
Commodity Trading Fund Account of Longsi, reet- 

Abbott k Co 
Cramer, Emma ' 
Cramer, Everett L. , Trust I 
Cramer, Jea, nne L. , Trust I 
Cramer, Jessie N. ' 
Cramer, Russell EJ 
Cramer, Russell E. , Jr. r 
Cramer, Stanley S J 

71386 
71324 

71386 
71378 

8970 
72421 
71393 
71548 
60796 
60795 
69487 
59154 
66583 
79626 

63129 
87425 
55427 
55426 
65289 
73031 
65287 
73032 
39447 
39448 
39449 
39450 
39451 
39455 
39454 

Volume 

9 
32 
82 
83 
82 

33 
30 
84 
33 

20 

Page 

515 

448 
1256 
515 
155 

1222 
660 
909 
416 
813 

408 
989 
433 

465 

679 

Damon, H. Gilroy, guardian of William K. Barclay, 
III a minor ' 

Davey Co. (a New Jersey corp. ) and subsidiary com- 
panies, The Davey Co. (a Pennsylvania corp. ) snd 
Aurora Paperboard Co. ' 

Dawson-Spats Packing Co, (formerly Dawson Pack- 
in Co. ) g 

Draper, Carrie 
Dra er Fred 
Draper, Fred, et ux 
Dwinnell 4k Co 

66755 
63803 
69583 
63826 
63818 
63819 
72989 

32 
34 

32 

38 

71378 32 515 

743 
507 

545 

827 

F. H. E. Oil Co. " 
Fallis, James P. , et ux 
Finley, Charles O. , et ux 
Fiorito, Angels, executrix of 
Fiorito, Nicolo, estate of e 

Fleming-Kimbell Corp. " 
estate of Nicolo Fiorito' 

Gann, Eleanor 
Gann, Ernest K 

See footnotes at end of tables. 

Englert, Patricia B. (as alleged transferee of estate of 
William P. Baker deceased)' 

Essex Corp. " 65073 
50205 

111575 
65905 
58664 
68409 

548 

6?129 
67113 

3 
32 
33 
33 

1008 
55 

13 
1314 
753 
440 

13 

211 



AcQUIEscENcES — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Gillman, Bernard D. , et ux 
Globe Tool & Die Manufacturing Co. , Ince» 
Goldstein, Abraham, estate of 
Goldstein, Anna, et al. , executors of estate of Abraham 

Goldstein, and Anna Goldstein 
Goldstein, Ben, et ux 
Gratuity Fund of Philadelphia-Baltimore Stock Ex- 

change and Trustees of Gratuity Fund " 
Growers Credit Corp 
Gsell & Co. , R. , Inc 

69234 
64917 

64232 

71620 

69041 
60502 
69106 

33 
32 

1 
1189 

32 
33 
34 

515 
981 

41 

83 1032 

241 

Hack, Fredrick F, , et ux 
Harteveld, Dolph, et al. , trustees of Henry A. Marks 

Trust No. 1 
Harteveld, Dolph, et ux 
Harteveld, Lillian, et al. , trustees of Dolph Harteveld 

Trust No. 1 
Harteveld Trust No. 1, Dolph, for the benefit of Bette 

Harteveld Gillman, et al 
Heaberlin, John W 
Hearne, Mary Milton 
Heuer, William L. , Jr. , et ux 

Hilby, Francis M. , et ux 

Hobart, John H. , executor of estate of Ralph H. 
Hobart " 

Hobart, Ralph H. , estate of " 
Howard, Harrison M. , et ux 
Howard, Robert S. , et ux 
Howes, Ernest G. , estate of ' 
Howes Leather Co. , Inc. ' 

69231 

84559 
54688 
65538 
65284 
73036 

27397 

65907 
62090 
55517 
55556 

34 
29 
32 

58 
433 
947 
465 

18 570 

82 
82 

30 

1314 
1284 
909 

65885 88 1089 

69237 
69282 

Ima Mines Corp 
Isenberg, Max, et ux 

Johnson, Earl, et al. , executors of estate of Ernest G. 
Howes e 

Johnson Fare Box Co. , alleged transferee '' 
Johnson, Oscar Doyle, et ux ' 

Kasey, J. Bryant, et ux 
Kennedy Mining & Milling Co. " 
Kilroe, E. G. , et ux 
Klamath Medical Service Bureau 

Ladyman, William J. , Jr. , et ux 
Lewis, Laura 
LoBue, Philip J. » 

Longstreet, Roy W. , et ux 

Lustig, Halina 

Lydiade Investment Trust 
Markle, George B. , Jr. , et ux 
Marks, Henry A. , et ux 
Marks, Stanley A 
Marks Trust No. 1, Henry A. , for the benefit of Stan- 

ley A. Marks 
See footnotes at end of tables. 

05045 
68525 

55517 
00974 
71879 

62599 
" 99507 

73257 
60345 

65906 
54390 
41595 
65285 
73038 
65477 
64091 
70298 
22060 
09233 
09230 

69287 

32 
31 

30 
32 
82 

83 
48 
82 
29 

82 
88 
28 
33 
80 
83 
17 

1360 
1046 

909 
1222 
515 

650 
617 

1804 
839 

1314 
215 

1817 
465 
926 
484 

1593 



AcunrzscENcEs — Continued 

Taxpayer Docket No. 
'Report 

Volume Page 

Massaglia, Laura 
Msysteel Products, Inc 
McCanant, T. O. , et ux 

Medical-Surgical Group, Inc. , a corp 
Merrimac Hat Corp. " 
Mieg, Charles E. , et ux 

Missouri Group Account of Longstreet-Abbott & Co 

Missouri Trading Fund Account of Longstreet-Abbott 
& Co 

Model Laundry Co 
Model Laundry Co. , transferee 
Monteleone, Michele, et ux 
Morgan, Walter L. , et ux. " 
Moyer, C. Leigh, Jr. , executor of estate of Clarence L. 

Moyer ' 
Moyer, Clarence L. , estate of, and Lena W. Mover, 

wtdow 

Newhall, C. Stevenson, et al. , surviving and succeed- 
trustees of Trustees Common Stock John Wana- 
maker Philadelphia, under will of Rodman Wana- 
maker " 

Newlin, J. J" 
Newlin Ruth Owen " 
Nichols, Beulah H. , surviving spouse and as executrix 

of estate of Harold E. Nichols 
Nichols, Harold E. , estate of 
North American Service Co. , Inc 
North American Service Co. , Inc. , et al 

( 

( 
( 

66461 
67105 
67472 
74287 
68790 
50382 
65904 
65290 
73035 
65291 
73033 
69230 
69229 
72859 
63331 

59017 

15065 
64098 
67766 
64107 
67767 

74982 

61968 
61969 

33 
33 
32 

33 
32 
32 

32 

379 
1021 
824 

888 
1082 
1314 

465 

1 

688 
30 

1322 

677 

Oates, James F. " 
O'Donohue, Joseph J 
Ogsbury, Florence N. , executrix of estate of 

Ogsbury and as surviving wife" 
Ogsburv James S. estate of" 
Olkjer, William I. , et ux 

James S, 

27396 
68263 

52837 

68410 

18 
33 

28 

570 
698 

464 

Parks, Earle C. , et ux 
Pauli, Mary Virginia 
Perfumers Manufacturing Corp. , transferee 
Personal Trading Fund Account of Longstreet-Abbott. 

& Co 
Pervere, Everett W ' 
Porter & Co. , Inc. , H. W. & Subsidiary» 
Producers Gin Association A. A. L 

Ragner, George O. , et ux 
Rand, Norfleet H. , et ux 
Recce, Franklin A. » 
Rickaby, Hamilton C. estate of" 
Rickaby, Marcy W. , executrix of estate of Hamilton 

C. Rickaby and Marcy W. Rickaby, individually " 
Rollins Burdick Hunter Co. " 
Rowand, Louise H 
Rubinstein Alex " 

r 

See footnotes at epd of tables. 

67563 
54687 
66863 
65288 
73034 
59155 
17773 
72041 

71595 
66462 
50107 
55403 
56023 
11691 
54722 
44816 

33 
29 
33 
33 
30 
14 
33 

34 
33 
24 

27 

9 
29 
29 

298 
433 
532 
465 
909 
307 
608 

111 
548 
187 

886 

169 
433 
861 



AcQVIEscENcES — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Security Trust Co. , trustee, Emma I' 
Security Trust Co. , trustee, Thomas 

Trust 
Security Trust Co. , trustee, Thomas 

Trust (for Lucy M. Hearne) 
Shainberg, Herbert, et ux 
Shainberg, Nathan, et ux 
Shelby Corp. ie 

Shiffman, A. , et ux 
Shiffman Foundation 
Shivers, Myra E. r 
Sibole, J. Wesley, et ux 
Smith, Calvin L. , et ux 

Smith, Craig M. , et al 

Smith, Jack, et ux 
Smith, Raymond I. , Inc 
Souza, Frank, et ux 
Spencer, Lottie E J 
Spindler Metal Processing Co 
Spitaleri, Anthony E. , et ux 
Standard Linen Service, Inc 
Steinert, Lena L 
Stern, Melvin B. , et ux 
StoQiet & Tillotson 
Stone, George I. , et ux 

Hoffman Trust 
McKay Hearne 

McKay Hearne 

54569 

54572 

54723 
71618 
71619 
50204 
65686 
71524 
39453 
55279 
58665 
65283 
73037 
63284 
72999 
66156 
39452 
58829 
57845 
67447 
75067 
69235 
64297 
66682 

25 

32 
20 
28 
33 
33 
32 
33 
33 
20 
30 
32 
33 
33 
33 
32 
32 

241 
55 

1073 
679 
40 

753 
465 

1261 
141 
817 
679 

10 
988 

1 
447 

1 
1031 
1021 

29 433 

Tesche, Richard P. , et ux. » 
Tighe, Mary 
Timken Detroit Axle Co. , an Ohio Corp. » 
Triboro Coach Corp 
Truck Terminals, Inc 
Trunk, Anton L. , et ux 
Truschel, W. H. , et ux. (Louise) 
Truschel, W. H. , et ux. (Rosa) 
Trustees Common Stock John Wanamaker Philadel- 

phia under will of Rodman Wanamaker 'e 

United States Potash Co. " 

72275 
63867 
38160 
61905 
66330 
63380 
54568 
54570 

15065 

61532 

33 
33 
21 
29 
33 
32 
29 

122 
557 
769 

1274 
876 

1127 
433 

11 365 

29 1071 

Webster Corp. « 
Weidenhoff, Inc. , Joseph ' e 

Wesley Heat Treating Co 
Wesley Steel Treating Co 
Winderman, Stanley D 

Zietz, Hedwig, estate of e 

Zietz, Willy, administrator of estate of Hedwig Zietz 
Zietz, Willy, et ux. " 
Zivnuska, Rudolf A. , et ux 

50203 
60793 
58828 
58830 
65081 

58654 
49427 
61536 

25 
32 
30 

55 
1222 

10 
1197 

351 
369 
226 

See footnotes at end of tables. 



The Commissioner. does NOT ACQUIESCE in the following 
decisions: 

Taxpayer Docket No. 
Report 

Volume Page 

A. B. dt Container Corp. 'o 

Bilder, Robert M. , et ux. s' 

Coady, Edmund P. , et ux 

Forest Lawn Memorial Park Assn. , Inc. ss 

Fry, William N. , Jr. , et ux 

Garber, Bernice, estate of 
Garber, J. Ferry, estate of 
Garber, J. Ferry, executor of estate of Bernice 
Garber, John F. , executor of estate of J. Ferry 
Goldberg, Bertha K 
Greenspon, Abraham» 
Greenspon, Louis 's 

Heckel, Frank P. , et ux 
Hess, H. Loyd, et ux 

Johnson, Abbott L. , et ux 

McCall, Sam G. , et ux 
McCall, Walter Bernard, et ux 
Morgan, Walter L. , et ux. '4 

Morris Plan Co. , of California, a corp 
Northway Securities Co. » 

Garber 
Garber 

21075 

71548 

70734 

102989 
61844 

65118 
8684 
9206 

63525 
61221 

68382 

53584 
53583 
63331 
63676 

o33996 

31 

) s 

} n 

842 

771 

1091 
522 

165 

258 
431 

165 

257 

133 
30 

720 
532 

Ridgway, Craig Sawyer, executors of estate of Ellis 
Branson Ridgway ' 

Ridgway, Ellis Branson, estate of ' 

Turnbow, Grover D. , et ux 69429 

1000 

ti'alley Morris Plan, formerly The 
Plan Co 

Virginia Metal Products, Inc 

WAGE, Inc. " 
Walters, William Stokes, et ux 
Wilkinson, Earl R. , et ux~ 

Zietz, Willy, et ux. " 

Stockton Morris 
61293 
74959 

31630 
61845 
61977 

49427 

19 
31 
29 

572 
788 

249 
522 
421 

~ United States Board of Tax Appeals. 
' Acquiescence relates only to the issue whether amounts received in 1950 and 1954 by the beneficiaries of deceased members of a gratuity fund are excludable from the recipient's income under section 22(b) (1) of the 1939 Code as amounts paid by reason of the death of the insured. r Nouscquiesceuce published in C. B. 1948-1, 4, is withdrawn and acquiescence is substituted therefor. See Rev. Rul. 60-328, page 427. ' Acquiescence relates to the issue whether petitioners were entitled to deduct the cost of transportation between New Jersey ar d Florida as a medical expense. 
4 Acquiescence iu result only relates to the issue whether sections 24. 31(b)(24) (i) aud (ii) of Regulations 129 limiting the consolidated excess profits credit for the taxable year of an affiliated group formed sub- sequent to March 14, 1941, are applicable, Acquiescence "in result only" mesne acceptance of the decision of the court but disagreement with some or all of the reasons assigned for the decision. ' Acquiescence relates to the issue whether Bowser, Inc. , and its affihated grouP sre entitled to carry forward in their consolidated income tsx returns for lg50 sud lg51 the 1948 and 1949 net operating losses of The Fostoria Screw Company. 
t Nonacquiescence published in C. B, 195g — 2, 8, is tvithdrswn and acquiescence is substittlted therefor. ' Nonscquiescence published in C, B. 1954 — 1, 8, is withdrawn and acquiescence is substituted therefor. 



s Acquiescence in result only. Acquiescence "in result only" means acceptance of the decision of the 

court but disagreement with some or all of the reasons for the decision, 
s Estate tax decision. 
» Nonacquiescence published in C. B. 1956-2, 10, is withdrawn and acquiescence is substituted therefor. 

"Nonacquicscence published in C. B. 1944, 37, is withdrawn and acquiescence is substituted therefor. 

See Rev. Rul. 60-?4, C. B. 1960-1, 253. 
» Nonacquiescence published in C. B. 1944, 38, is withdrawn and acquiescence is substituted therefor. 

See Rev. Rul. 60-?4, C. B. 1960-1, 253. 
» Acquiescence relates to the implication that petitioner was entitled to a deduction for Federal income tax 

purposes in 1952 of the additional 1951 state excise tax which was redetermined and paid in 1952. See Rev, 

Rul. 57-105, C. B. 1957-1, 193. 
«Acquiescence in result only in thc issue whether the petitioner is a mutual insurance company (other 

than life) exempt from tax under sections 101(11) of the 1939 Code and 501(15) of the 1954 Code. Acquiescence 

"in result only" means acceptance of the decision of the court but disagreement with some or all of the 

reasons assigned for the decision. 
» Nonacquiescence published in C. B. 1952-2, 5, is withdrawn and acquiescence is substituted therefor. 

See Rev. Rul. 60-31, C. B. 1960-1, 174. 
» Nonacquiesceucc published in C. B. 1941-1, 16, and C. B. 1944, 42, is withdrawn and acquiescence is 

substituted therefor. Sce Rev. Rul. 60-176, C. B. 1960-1, 686. 
» Nonacquiescence published in C. B. 1958-2, 9, is withdrawn and acquiescence is substituted therefor. 

» Acquiescence in result only. Acquiescence "in result only" means acceptance of the decision of the 

court but disagreement with some or all of the reasons assigned for the decision. 
" Acquiescence relates to the issue whether the gain realized on distribution by Fund Shares, Inc. , was 

ordinary income under section 115(g) (1) or capital gains under section 115(c) of the 1939 Code. 
» Nonacquiescence published in C. B. 1949-1, 7, relating to the issue whether sales by peiitioner-stock- 

holders of their stock in John Wanamaker Philadelphia, to John Wanamaker New York, its wholly owned 

subsidiary, constituted a cancellation or redemption of the parent corporation's stock which resulted in a 

distribution essentially equivalent to a dividend under section 115(g) of the 1939 Code prior to the amend- 

ment of that section in 1950, is withdrawm and acquiescence is substituted therefor. Acquiescence published 

in C. B. 1949-1, 4, relating to the issue whether the fiduciary is entitled to deduct amounts of current income 

retained by it to reimburse itself for inheritance tax advances on behalf ef the benefciary, remaius 

unchanged. 
» Gift tsx decision. " Nonacquiescence in the issue relating to the taxability of gain realized from the sale of petitioner's own 

stock to its stockholders and employees, which stock had been acquired and held in its treasury, published 

in C. B. 1950-1, 7, is withdrawn and acquiescence is substituted therefor. See Rev. Rul. 60-328, page 4'27. 

Acquiescence in the issue involving the deductibility of an addition to s reserve for bad debts, published in 

C. B, 1950-1, 4, remains unchanged. " Vonacquiescence published in C. B. 1956-1, 6, and C. B. 1956-2, 10, is withdrawn and acquiescence is 

substituted therefor. 
» See Rev. Rul. 60-248, page 35. 
» Nonacquiescence published in C. B. 1948-1, 4, is withdrawn and acquiescence is substituted therefor. 

See Rev. Rul. 60-328, page 427. 
» Nonacquiescence published in C. B, 1958-2, 9, is withdrawn and acquiescence is substituted therefor. 

» Nonacquiescence published in C. B. 1954-2, 6, is withdraxvn and acquiescence is substituted therefor. 

See Rev. Rul. 60-328, page 427. 
» See Rov. Rul. 60-74, C. B. 1960-1, 253. 
» Acquiescence relates to the issues whether the legal fees were incurred on behalf of the petitioner or on 

behalf of his mother's estate, and whether certain legal fees incurred in the defense of suits brought by an 

alleged widow of petitioner's brother, or by a party appointed by her, were incurred to conserve income 

producing property or to perfect title to that property. 
» Acquiescence published in C. B. 1950 — 2, 1, in the issue as to the application of unused 1941 and 1942 

net operating loss and excess profits tax credit carryovers attributable to the book business to offset the 

1943 income from the corrugated container business, is withdrawn and nonacquiescence is substituted there- 

for. Acquiescence in the issue as to the deduction of the current year's expenses and losses of the book busi- 

ness department in the fiscal year 1943 so as to reduce taxable income computed without those deductions, 

published in C. B. 1950-2, 1, remains unchanged. " Nonacquiescence relates to the issue whether rent paid for a Florida apartment is a deductible medical 

expense. Acquiescence in the issue whether petitioners were entitled to deduct the cost of transportation 

between New Jersey and Florida as a medical expense was published in C. B. 1960-1, 4. 
» Acquiescence published in C. B. 1946-2, 2, is withdrawn and nonacquiescence is substituted therefor. 

» Acquiescence published in C. B. 1947-1, 2, is withdrawn and nonscquiescence is substituted therefor. 

See Rev. Rul. 60-48, C. B. 1960-1, 112. 
» Nonacquiescence relates to the issue whether gain realized on distributions by Wellington Corporation 

was ordinary income under section 112(c) (2) or capital gain under section 115(c) of the 1939 Code. Acquies- 

cence in the issue whether gain realized on distributions by Fund Shares, Inc. was ordinary income or 

capital gain published in C. B, 1960-1, 5, remains unchanged. 
"Acquiescence published in C. B. X-2, 52 (1931), is withdrawn snd nonacquiescence is substituted 

therefor. 
» Acquiescence published in C. B. 1954-2, 6, relating to the issue whether the petitioner wss entitled to 

carryover unused excess profits credits from years in which it was engaged as an automobile dealer and 

distributor to years in which it was engaged in the radio broadcasting business, is withdrawn and non- 

acquiescence is substituted therefor. The acquiescence in the issue relating to computation of invested 

capital credit for postmerger years and in the issue involving the computation of excess profits tax liability 

for the year of merger, published in C. B. 1954 — 2, 6, remain unchanged. 
» Nonacquiescence relates to the issue whether legal fees incurred by petitioner for the handling of claims 

by both the Swiss and United States Government for taxes allegedly due were deductible under section 

23(a) (2) of the 1939 Code as expenses for maintaining and conserving petitioner's income producing property. 

» Acquiescence has no bearing on pre-IVIarch 1, 1913 adjustments which are required by reason of a tax- 

payer's change from the retirement method to another method of accounting for depreciation. See Rev. 

Rul. 60-390, page 463. 





PART I 
RULINGS AND DECISIONS UNDER THE 

INTERNAL REVENUE CODE OF 1954 

Rulings and decisions published in Part I of the Internal Revenue 
Bulletin are based on the application of provisions of the Internal 
Revenue Code of 1M4 and, unless otherwise stated in the rulings or 
decisions, are published without consideration as to any application 
of the provisions of the Internal Revenue Code of 1939 or related 
public laws. 

SUBTITLE A. — INCOME TAXES 

CHAPTER 1. — NORMAL TAXES AND SURTAXES 

SUBCHAPTER B. — COMPUTATION OP TAXABLE INCOME 

PART I. — DEFINITION OF GROSS INCOME, ADJUSTED GROSS INCOME. AND 
TAXABLE INCOME 

SECTION 61. — GPOSS IXCOME DEI IZED 
o6 CFR 1. 61 — 1: Gross income. Rev. Rul. 60 — o79 

Relocation payments received by individuals and families for 
their reasonable and necessary moving expenses and for any actual 
direct losses of property resulting from their displacement by an 
urban renewal project are not includible in the gross incomes of the 
recipients under section 61 of the Internal Revenue Code of 1954 to 
the extent that such payments are expended for the purpose for 
which provided. 

Advice has been requested whether relocation payments received by 
individuals and families for moving expenses and for actual direct 
losses of property resulting from their displacement from their per- 
sonal residences by an urban renewal project must be included in 
the gross incomes of the recipients. 

The relocation payments involved in the instant case are defined 
by section 106 ( f) (2) of the Housing Act of 1949, P. L. 171, 42 U. S. C. 
1441 and. 1450 et seq. , as amended, which provides as follows: 
As used in this subsection, the term "relocation payments" means payments by 
a local public agency to individuals, families, and business concerns for their 
reasonable and necessary moving expenses and any actual direct losses of 
property except goodwill or prost (which are incurred on and after August 7, 
1956, and for which reimbursement or compensation is not otherwise made) 

(11) 



56l l 12 

resulting from their displacement from an urban renewal area made necessary 
by (i) the acquisition of real property by a local public agency or by any 
other public body, (ii) code enforcement activities undertaken in connection 
with an urban renewal project, or (iii) a program of voluntary rehabilitation 
of buildings or other iiriprovements in accordance with an urban renewal plan: 
Provided, That such payinents shall not be made after completion of the project 
or if conipletion is deferred solely for the purpose of obtaining further relocation 
payments. Such payments shall be made subject to such rules and regulations 
as inay be prescribed by the Administrator, and shall not exceed $200 in the case 
of an individiial or family, or, '$8, 000 in the case of a business conce~ Such 
rules and regulations may include provisions authorizing payment to individuals 
and faniilies of fixed amounts (not to exceed $200 in any case) in lieu of their 
respective reasonable and necessary moving expenses. 

These payments are reimbursable by the Federal Government, since 
provision is made whereby capital grants made to the local public 
agencies are increased by an amount equal to such relocation payments. 
See section 106(f) (1) of. the Housing Act of 1949, as amended. The 
purpose of the payments is to ease the personal and financial hardships 
resulting to the individuals and families displaced by the clearing 
and rehabilitating of a slum area. 

Section 61 of the Internal Revenue Code of. 1954 provides that gross 
income means all income from whatever source derived, except as 
otherwise provided. However, an amount which is not income within 
the meaning of section 61 of the Code is not includible in the gross 
income of the recipient' 

Revenue Ruling 57 — 60, C. B. 1957 — 1, 25, ™~~~e~ ~y Revenue 
Ruling 60 — 980, below, this Bulletin, holds that a reimbursement for 
an expenditure made by a taxpayer is not includible in his gross in- 
come for Federal income tax purposes where the reimbursement was 
made by a school board and represented mileage allowance to parents 
and others, not engaged in the transportation business, for expenses 
incurred in transporting children to and. from school where bus service 
was not made available. As in the instant case, it was the assumed 
obligation of the governmental unit in relation to the performance of 
a governmental function which caused the expense which the allow- 
ance was intended to defray. 

A. ccordingly, it is held that relocation payments received by indi- 
viduals and families for their reasonable and necessary moving ex- 
penses and for any actual direct losses of property resulting from 
their displacement from their personal residences by an urban renewal 
project are not includible in the gross incomes of the recipients to 
the extent that such payinents are expended for the purposes for which 
they are provided. A. ny expenses incurred. by such individuals and 
families for the relocation of their property in excess of the amounts 
provided. therefor are nondeductible personal expenses. 

Whether relocation payments received by a business are includible 
in incoine and whether its relocation expenses are deductible will 
depeiid upon the particular facts in a given case. 

Rev. Rul. 60 — 280 
Revenue Ruling 57 — 60, C. B. 1957 — 1, 25, holds, in part, that where 

payments are made by a school board to a parent or other person not 
engaged in the business of transporting children to scliool, for trans- 
porting children where bus service is not available, the money is 
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considered as reimbursement for the recipient's personal expenses 
and is not includible in his gross income for Federal income tax 
purposes. The exclusion is based on the fact that the reimbursement 
is for an expense incurred on behalf of the school board which was 
obligated to furnish transportation to the school children. Since the 
statement in the ruling that the money is considered as reimbursement 
for the recipient's personal expenses is subject to an erroneous inter- 
pretation that a reimbursement of personal expenses generally does 
not result in taxable income, Revenue Ruling 57 — 60 is hereby modified 
by deleting therefrom the ~ords "is considered as reimbursement for 
the recipient's personal expenses and. " 

Rev. Rul. 60 — 877 
With specified exceptions and limitations, the proceeds from the 

sale or exchange of cattle, horses, sheep and goats raised by an 
Indian on allotted aud restricted land held in trust for him by the 
United States, in accordance with section 5 of the General Allot- 
ment Act of 1887, are exempt from income tax to the extent of an 
aaiount equal to the sum of the average per head grazin fees 
charged on his reservation for each year that the animal has grazed 
upon his trust allotment. However, if an Indian establishes that 
his allotment could have been leased for grazing the kind of animals 
that he sold at a rental yielding a higher per head fee, the latter 
per head fee may be used in computing exempt income. 

Revenue Ruling 58 — 64, C. B. 1968 — 1, 12, modified. 

The Internal Revenue Service has reconsidered Revenue Ruling 
58 — 64, C. B. 1958 — 1, 1o, which holds that income derived by an Indiaii 
from the sale of cattle raised on allotted and restricted Indian lands 
while such lands are held in trust for him by the United States, in 
accordance with section 5 of the General Allotment A. ct of 1887, 25 
U. S. C. 848, is not considered derived directly from the land and is, 
therefore includible in gross income. 

The e6ect of Revenue Ruling 58 — 64 is to deny a tax exemption to 
Indians who raise cattle on their own allotments, while Indians who 
lease their own allotments may treat tlieir grazing fees as exempt 
income under Pevenue Ruling 56 — 349, C. B. 1956 — o, 90. Upon recon- 
sideration, it has been determined that the exemption accorded in- 
come derived directly from the land should be extended to that portion 
of the proceeds from the sale or exchange of cattle attributable to the 
grazing capacity of the land and that such portion can best be deter- 
mined by reference to the fair rental value of the land for grazing 
purposes. Accordingly, a method has been developed to determine 
the portion of the proceeds from the sale or exchange of cattle, as well 
as horses, sheep and goats, which will be treated as income derived 
from the use of land for grazing purposes, within the meaning of 
Revenue Ruling 56 — 349. 

This method may be utilized by obtaining from the Bureau of In- 
dian AfFairs of the Department of the Interior statistics indicating 
the average annual grazing fees obtained from the leasing of grazing 
privileges on each reservation. As a matter of course, the Bureau's 
Branch of Land Operations prepares abstracts from which the average 
annual rate per head of cattle, horses, sheep and goats may be easily 
computed. 
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Qn the basis of an assumption that the grazing value of unleased 
grazing land is equal to the average grazing value of leased land, 
it is held that an Indian who has raised cattle, horses, sheep or goats 
upon allotted and restricted land held in trust for him by the United 
States, in accordance with section 5 of the General Allotment Act, 
may treat the proceeds of sale or exchange of these animals as exempt 
to the extent, of an amount equal to the sum of the average per head 
grazing fees charged on his reservation for each year that the particu- 
lar animal sold has grazed upon his trust allotment, provided, how- 
ever, the maximum amount, exempted shall not exceed the annual fair 
rental value of the trust allotment, for the year of sale. 

The following examples illustrate the method of computation set 
forth in the preceding paragraph: 

Evump/e 1. An Indian has an exempt allotment having a 
grazing capacity of 40 head of cattle. In a given year he sells 
10 head which had grazed upon his land for three years, during 
all of which period the average annual fee charged for grazing 
cattle on his reservation was 10m dollars per head. The pro- 
ceeds would be considered exempt income to the extent of 800m 
dollars (10X10x dollars X8) since the exempt portion is not 
in excess of the maximum limitation of 400m dollars (40X10z 
dollars) . 

Eaump/e 8. If the grazing capacity of the land in Example 
1 were 20 head of cattle per year and the Indian sold 10 head in 
a given year, the amount considered exempt would be held to the 
maximum limitation of the annual fair rental value, o00x dol- 
lars (90 X 10m dollars) . 

The amount of the proceeds from the sale or exchange of horses, sheep 
and goats that may be treated as exempt would be computed in the 
same manner, based upon the average annual grazing fees charged on 
the reservation for the particular kind of animal sold. 

In the event an Indian supplies proof that his allotment could 
have been leased at a higher per head grazing fee, he will be per- 
mitted to use the greater amount in computing the exempt income. 
For example, if the Indian taxpayer in Example 1 above could es- 
tablish that during each of the years his ten head of cattle had grazed 
he could have leased his allotment for grazing cattle at the rate of 
11m dollars per head, rather than 10m dollars per head, the proceeds 
from the sale of his cattle would be considered exempt income to the 
extent of 830x dollars (10X11zdollars X8). 

The exemption described herein applies only to income derived 
by an Indian from the sale or exchange of animals raised by him on 
his own allotted and restricted lands, if the income derived directly from such lands is exempt under the decision of the Supreme Court of the United States in Squire v. Ho~ton Capoeman et Mx. , 851 U. S. 1. Ct. D. 1796, C. B. 1956 — 1, 605, and rulings interpreting that decision. Except as otherwise provided by law, such exemption will not, be applicable in those instances where the Indian has obtained his inter- 
est, in the exempt lands through an arm' s-length purchase rather than, for example, through allotment, gift, devise or mheritance. 

Where the taxpayer has grazed animals not only upon his own exempt lands but upon other lands, it will be assumed that the animals 
sold have grazed upon the taxpayer's exempt lands and the other 



[h 6I. 

lands for periods proportional to the grazing capacity of each. For 
example, if an Indian sold ten head of cattle, which for each of the 
three. years they had been grazed by him had grazed both upon his 
exempt lands and upon lands leased by him from others, and his 
exempt lands constituted one-fifth of the total grazing capacity, the 
amount of the proceeds considered exempt income, where the appli- 
cable annual grazing fee was 10m dollars per head, would be 60m 
dollars (10X10a: dollarsX3 —:5) provided the maximum limitation 
is not exceeded. 

Revenue Ruling 58 — 64, C. B. 1958 — 1, 12, is modified to the extent 
that a portion of the proceeds from the sale of cattle raised on exempt, 
allotted and restricted Indian land may be treated as exempt income 
in accordance with this ruling. 

Earnings on investment by a reciprocal insurance exchange of 
"premium deposits" made by member corporations and credited to 
or withdrawn by such members. See Rev. Rul. 60 — 275, page 43. 

Payments received by an employee directly from an employer under 
supplemental unemployment benefit plan. See Rev. Rul. 60 — 860, 
page 46. 

Gain on transfer of partnership interest. See Rev. Rul. 60 — 852, 
page 208. 

Inclusion of amounts received under a fellowship grant in excess 
of the limitations of section 117(b) (2) (B) of the Internal Revenue 
Code of 1954. See Rev. Rul. 60 — 878, page 88. 

Strike benefits paid by a labor union. See Ct, . D. 1851, page 88. 

26 CFR 1. 61 — 2: Compensation for services, 
including fees, commissions, and simi- 
lar items. 

Amounts received by individuals from an organization for teaching 
services performed in connection with experimental text material in 
mathematics. See Rev. Rul. 60 — 274, page 89. 

26 CFR 1. 61 — 8: Gross income derived from business. 

Computation of gross income in the ease of oil and gas producing 
properties. See Rev. P ul. 60 — 844, page 186. 

Rev. Rul. 60 — 801 26 CFR 1. 61 — 6: Gains derived. from 
dealing in property. 

(Also Section 1221, 1. 1221 — 1. ) 
The decision in the case of Estate of E. C. ~a8qaclettc ct al. , v. 

Commissioner, 289 Fed. (2d) 922, will be followed in similar cases 
by the Internal Revenue Service only to the extent it recognizes 
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that transferable goodwill may exist in connection with a sale of 
a business, the success of which is not dependent solely upon the 
personal qualifications of the owner, even though such a sale does 
not involve the assignment of the exclusive use of the firm name. 
However, where a business which is dependent solely upon the pro- 
fessional skill or other characteristics of the owner is sold, no 
portion of the sales price may be treated as the proceeds froin the 
sale of goodwill even though such sale involves a valid assign- 
ment of the right to the exclusive use of the firm name. 

Revenue Ruling 57-480, C. B. 1957-2, 47, clarified. 

The Internal Revenue Service has been requested to state whether 
the decision of the Court of Appeals for the Fifth Circuit in the 
case of Estate of F. G. 3faeguelette et aL, v. Comment'eeioner, 289 Fed. 

od) M2, a8ccts the position expressed in Revenue Ruling 5Y — 480, 
. B. 1057-9, 47. 
Revenue Ruling 57-480 states, in part, that vendible goodwill may 

attach to a particular firm name, if the right to the exclusive use of 
such name may be assigned to and exercised by the assignee. It con- 
cludes that where the business of a professional man or firm, or any 
other business, which is dependent solely upon the professional skill or 
other characteristics of the owner, is sold without a valid assignment 
of the right to the exclusive use of the firm name, no portion of the 
sales price may be treated as the proceeds from the sale of goodwill. 

In the 3fasquelefte ease, an accounting firm sold the "practice" of 
its Zl Paso once to the four local partners. The contract of sale 
stated that a certain amount was paid for the tangible assets of the 
firm and an additional amount was paid for such intangibles as the 
right to serve clients within a restricted area, vendors' interests in 
clients' files, library, ofiice quarters, etc. , and an agreement by the 
sellers not to compete, but excluding the right to use the firm name. 
The Court of Appeals, in reversing the Tax Court of the United 
States, concluded that the stipulat, ions, written contract, and undis- 
puted evidence required a decision that the taxpayers sold their good- 
will and that this was partially effectuated by their agreement not 
to compete. The fact tliat the contract of sale specifically provided 
that the purchasers should not use the name "Masquelette" in connec- 
tion with their accounting practice was not regarded as controlling. 

The Service will follow the decision in the 3feaquelette case only to 
the extent that it stands for the proposition that the existence of 
transferable goodwill may be recognized in connection with the sale of 
a business or profession, the success of which is not dependent solely 
upon the personal qualifications of the owner, even though such a 
sale does not involve the assignment of the right to the exclusive 
use of the firm name. 

It is, therefore, the position of the Service that personal charac- 
teristics or qualifications do not constitute goodwill as an item of 
property and do not exist, in such form that they can be the subject of transfer. Consequently, if a business is dependent, solely upon the 
personal characteristics and competence of the owner, no element of 
goodwill exists with respect thereto and no portion of the sale price of the business may be treated as proceeds from the sale of good- 
will, irrespective of whether or not such sale comprehends a valid 
assignment of the right to the exclusive use of the firm name. 

However, the existence of transferable goodwill may be recognized 
in connection with the sale of a business, tile success of which is not 
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dependent solely upon the personal characteristics of. the owner, even 
though such sale does not comprehend a valid assignment of the ex- 
clusive use of the firm name. As indicated in Revenue Ruling 57 — 480, 
the question whether goodwill is involved in the sale of a business 
is essentially one of fact to be determined in each case in the light 
of all the surrounding circumstances. 

It follows from the above that Revenue Ruling 57 — 480 was not 
intended to approve the concept that the professional skill, ability, 
integrity and other personal characteristics of the owner may qualify 
as that item of property called goodwill. 

Accordingly, Revenue Ruling 57-480 is hereby clariRed to reflect 
the view that where a business which is dependent solely upon the 
professional skill or other personal characteristics of the owner is 
sold, no portion of the sales price may be treated as proceeds from 
the sale of goodwill even though such sale involves a valid assignment 
of the right, to the exclusive use of the firm name. That ruling is 
further clari6ed to reRect the view that the existence of transferable 
goodwill may be recognized in connection with the sale of a business, 
the success of which is not dependent solely upon the personal char- 
acteristics of the owner, even though such sale does not comprehend 
a valid assignment of the exclusive use of the firm name. 

26 CFR 1. 61 — 9: Dividends. 

Constructive receipt of. a deficiency dividend distributed by a 
personal holding company. See Rev. Rul. 60 — 331, page 189. 

SECTION 62. — ADJUSTED GROSS INCOME DEFINED 
26 CFR 1. 62 — 1: Adjusted gross income. 

Malpractice insurance premiums paid by a physician who is an 
employee. See Rev. Rul. 60 — 865, page 49. 

PART II. — ITEMS SPECIFICALLY INCLUDED IN GROSS INCOME 

SECTION 71. — ALIMONY AND SEPARATE MAINTENANCE 
PAYMENTS 

26 CFR 1. 71 — 1: Alimony and separate mainte- Rev. Rul. 60 — 288 
nance; income to wife or former wife. 

(Also Section 215; 1. 215 — 1. ) 
Where a wife who is separated from her husband receives pay- 

ments from him under a decree entered prior to March 1, 1954, 
requiring him to make payments for her support or maintenance, 
and the decree is modified after that date, no portion of any of the 
payments received by her prior to the effective date of such modifi- 
cation is includible in her gross income under section 71(a) (9) of 
the Internal Revenue Code of 1954 nor deductible by the husband 
under section 215 of the Code. 

Advice has been requested regarding the treatment of support pay- 
ments received by a wife from her husband under a court decree 
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entered prior to March 1, 1954, where the decree is modified a fter that 
date. 

In the instant case, the husband and wife were separated. and in 1951 
a local court issued a decree providing for support payments by the 
husband to the wife. On December 93, 1955, the decree was modified, 
the amount of the support being increased. 

Section 71(a) of the Internal Revenue Code of 1954 provides, in 
part, as follows: 

(2) * * * If a wife is separated froin her husband and there is a written 
separation agreement executed after the date of the enactment of this title, 
the wife's gross income includes periodic payments ~ '- * received after 
such agreement is executed which are made under such agreement and be- 
cause of the marital or family relationship " 

(g) "' * ~ If a wife is separated from her husband, the wife's gross in- 
come includes periodic payments ". * ~ received by her after the date of the 
enactment of this title from her husband under a decree entered after March 
1, IM4, requiring the husband to make the payments for her support or 
maintenance. * ' 

Section 1. 71 — 1 (b) (9) (ii) of the Income Tax Regulations provides 
that, for purposes of section 71(a) (9) of the Code, any written sep- 
aration agreement executed on or before August 16, 1954, which is 
altered or modified in writing by the parties in any material respect 
after that date will be treated as an agreement executed after August 
16, 1954, with respect to payments made after the date of alteration 
or modification. 

Section 1. 71 — 1(b) (3) (ii) of the regulations provides that, for pur- 
poses of section 71(a) (3) of the Code, any decree which is altered 
or modified by a court order entered after March 1, 1954, will be 
treated as a decree entered after such date. 

In Senate Report 1699 to accompany H. R. 8300, 83d Congress, od 
Session„page 10, the Committee on Finance stated, in efFect, that 
section 71(a) (3) of the Code, covering cases where amounts paid 
under a court decree for support have not been called separate main- 
tenance payments, was added for the purpose of treating payments 
made under a support decree in the same manner as separate mainte- 
nance payments. It appears clear that it was not intended to make 
the efFect of an alteration or modification of a support decree retroac- 
tive to payments received by the wife under the original decree prior 
to its alteration or modification. 

Section o15 of the Code provides that, in the case of the husband, a 
deduction is allowable for amounts includible under section 71 of the 
Code in the wife's gross income, payment of which is made within the 
husband's taxable year. 

Accordingly, it is held that where a wife who is separated from her 
husband receives payments from him under a court decree entered 
prior to March 1, 1954, requiring him to make payments for her sup- 
port or maintenance, and the decree is modified after that date, no 
portion of any of the payments received by her prior to the efFective 
date of such modification is includible in her gross income under sec- 
tion 71(a) (3) of the Code nor deductible by the husband under section 
915 of the Code. However, payments received on and after the 
efFective date of such modification in this case qualify for the treat- 
ment authorized by such sections. 
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SECTION 72. — ANNUITIES; CERTAIN PROCEEDS ON 
ENDO)VMENT AND LIFE INSURANCE CONTRACTS 

26 CFR 1. 72 — 2: Applicability of section. T. D. 6497 ' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1958 

Amendment of the Income Tax Regulations to provide rules re- 
lating to distributions or payments under certain employee plans. 

DEPARTMENT OF. THE TREASURY) 
OFI'ICE OI' COMMISSIONER OF INTERNAL REVENUE& 

Washington 88, D. C. 
To Officers and Lrnployees of the Interna/Peeenue 8ervice and Others 

Concerned: 
On February 4, 1960, notice of proposed rulemaking regarding the 

amendment of the Income Tax Regulations (26 CFR Part 1) in order 
to clarify the tax treatment of distributions or payments under cer- 
tain employee plans was published in the Federal Register (25 F. R. 
968). After consideration of all such relevant matter as was pre- 
sented by interested persons regarding the rules proposed, the fol- 
lowing amendments to the regulations are hereby adopted: 

PARAGRAPH 1. Paragraph (a) of $ 1. 72 — 2 is amended (A) by re- 
vising subparagraph (1) and (B) by adding a new subparagraph at 
the end thereof. These amended and added provisions read as 
follows: 

(I 1. 72 — 2 APPLIcABILrrY oF SEGTIoN. — (a) Con. tracts. — (1) The contracts under 
which amounts paid will be subject to the provisions of section 72 include con- 
tracts which are considered to be life insurance, endowment, and annuity con- 
tracts in accordance with the customary practice of life insurance companies. 
For the purposes of section 72, however, it is immaterial whether such contracts 
are entered into with an insurance company. The term "endowment contract" 
also includes the "face-amount certificates" described in section 72(l). 

(3) (i) Sections 402 and 403 provide that certain distributions by employees' 
trusts and certain payments under employee plans are taxable under section 72, 
except that section 72(e) (3) does not apply to such distributions or payments. 
For purposes of applying section 72 to such distributions and payments (other 
than those described in subdivision (iii) of this subparagraph), each separate 
program of the employer consisting of interrelated contributions and benefits 
shall be considered a single contract. Therefore, all distributions or payments 
(other than those described in subdivision (iii) of this subparagraph) which are 
attributable to a separate program of interrelated contributions and benefits are 
considered as received under a single contract. A separate program of inter- 
related contributions and benefits may be financed by the purchase from an in- 
surance company of one or more group contracts or one or more individual 
contracts, or may be financed partly by the purchase of contracts from an in- 
surance company and partly through an investment fund, or may be financed 
completely through an investment fund. A program may be considered separate 
for purposes of section 72 although it is only a part of a plan which qualifies 
under section 401. There may be several trusts under one separate program, 
or several separate programs may make use of a single trust. See, however. 
subdivision (iii) of this subparagraph for rules relating to Ivhat constitutes 
a "contract" for purposes of applying section 72 to distributions commencing 
before October 20, 1060. 

i 25 F. R. 10019, 
5B5726' — 61 8 
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(ii) The following types of benefits, and the contributions used to provide 
them, are examples of separate programs of interrelated contributions and 
benefits: 

(a) Definitely determinable retirement benefits, 
(ti) Definitely determinable benefits payable prior to retirement in ease 

of disability. 
(c) Life insurance. 
(d) Accident and health insurance. 

However, retirement benefits and life insurance will be considered part of a 
single separate program of interrelated contributions and benefits to the extent 
they are provided under retirement income, endowment, or other eontraets 
providing life insurance protection. See examples (6), (7), and (8) contained 
in subdivision (iv) of this subparagraph for illustrations of the principles of this 
subdivision. See, also, $ 1. 72 — 15 for rules relating to the taxation of amounts 
received under an employee plan which provides both retirement benefits and 
accident and health benefits. 

(iii) If any amount which is taxable under section 72 by reason of section 402 
or 408 is actually distributed or made available to any person under an employees' 
trust or plan (other than the Civil Service Retirement Act) before October 20, 
1960, section 72 shall, notwithstanding any other provisions in this subparagraph, 
be applied to all the distributions with respect to such person (or his benef- 
iciarie) under such trust or plan (whether received before or after October 20, 
1960) as though such distributions were provided under a single contract. For 
purposes of applying section 72 to distributions to which this subdivision applies, 
therefore, the term "contract" shall be considered to include the entire interest 
of an employee in each trust or plan described in sections 402 and 409 to the 
extent that distributions thereunder are subject to the provisions of section 72. 
Section 72 shall be applied to distributions received under the Civil Service 
Retirement Aet in the manner prescribed in subdivision (i) of this subparagraph 
(see example (4) in subdivision (iv) of this subparagraph). 

(iv) The application of this subparagraph may be illustrated by the followin 
examples: 

Erample (I ). On January 1, 1961, X Corporation established a noncontribu- 
tory profit-sharing plan for its employees providing that the amount standing 
to the account of each participant will be paid to him at the time of his retire- 
ment and also established a contributory peusion plan for its employees provid- 
ing for the payment to each participant of a lifetime pension after retirement. 
The profit-sharing plan is designed to enable the employees to participate in the profits of X Corporation; the amount of the contributions to it are determined 
by reference to the profits of X Corporation; and the amount of any distribution is determined by reference to the amount of contributions made on behalf of any participant and the earnings thereon. On the other hand, the pension plan is designed to provide a lifetime pension for a retired employee; the amount of the 
pension is to be determined by a formula set forth in the plan; and the amount of contributions to the plan is the amount necessary to provide such pensions. In view of the fact that each of these plans constitutes a separate program of interrelated contributions and benefits, the distributions from each shall be treated as received under a separate contract. If these plans had been estab- lished before October 20, 1960, then, in the case of an employee who receives a distribution uuder the plans before October 20, 1960, the determination as to whether that distribution and all subsequent distributions to such employee are received under a single contract or under more than one contract shall be made 
by applying the rules in subdivision (iii) of this subparagraph. On the other hand, in the case of an employee who does not receive any distribution under these plans before October 20, 1960, the determinattion as to whether distribu- tions to him are received under a single contract or under more than one con- tract shall be made in aceordanee with the rules illustrated by this example. Eaariiple (2). On January 1, 1961, Z Corporation established a profit-sharing plan for its employees providing that any employee may make contributions, not in excess of 6 percent of his compensation, to a trust and that the employer would make matching contributions out of profits. Under the plan, a participant mav receive a periodic distribution of the amount standing in his account during any period that he is absent from work due to a personal injury or sickness. On separation from service, the participant is entitled to receive a distribution of the balance standing in his account in accordance lvith one of several options. One option provides t' or the immediate distribution of one-half of the account and for the periodic distribution of the remaining one-half of the account. In ad 



dition, any participant may, after the completion of five years of participation, 
withdraw any part of his account, but in the case of such a withdrawal, the par- 
ticipant forfeits his rights to participate in the plan for a period of two years. 
Thus, a participant may receive distributions before separation from service; he 
may receive a distribution of a lump sum upon separation from service; he may 
also receive periodic distributions upon separation from service. However, since 
it is the total amount received under all the options that is interrelated with the 
contributions to the plan and not the amount received under any one option, his 
profit-sharing plan consists of only one separate program of interrelated contri- 
butions and benefits and all distributions under the plan (regardless of the option 
under which received) are treated as received under one contract. However, if, 
instead of providing that the amount standing in an employee's account would 
be paid to him during any period that he is absent from work due to a personal 
injury or sickness, the plan provided that a portion of the amount in the em- 
ployee's account would be used to purchase incidental accident and health insur- 
ance, this plan would consist of two separate programs of interrelated contribu- 
tions and benefits. The accident and health insurance, and the contributions used 
to purchase it, would be considered as one separate program of interrelated con- 
tributions and benefits and, therefore, a separate contract; whereas, the re- 
maining contributions and benefits would be considered another separate program 
of interrelated contributions and benefits and, consequently, another separate 
contract. 

Example (8). On January 1, 1961, X Corporation established a profit-sharing 
plan for its employees providing that the employees may make contributions, 
not in excess of' 6 percent of their compensation, to a trust and that N Corpora- 
tion would make matching contributions out of its profits. Under the plan, the 
employee may elect each year to have his and the employer's contributions for 
such year placed in either a savings arrangement or a retirement arrangement. 
Such an election is irrevocable. Under the savings arrangement, contributions 
to such arrangement for any one year and the earnings thereon will be dis- 
tributed five years later. The retirement arrangement provides that all con- 
tributions thereto and the earnings thereon will be distributed when the em- 
ployee is separated from the service of X Corporation. Since the distributions 
under the retirement arrangement are attributable solely to the contributions 
made to such arrangement and are not affected in any manner by contributions 
or distributions under the savings arrangement or any other plan, such distribu- 
tions are treated as received under a separate program of interrelated contribu- 
tions and benefits. Similarly, since distributions during any year under the 
savings arrangement are attributable only to contributions to such arrangement 
made during the fifth preceding year and are not affected in any manner by any 
other contributions to or distributions from such arrangement or any other 
plan, the savings arrangement constitutes a series of separate programs of inter- 
related contributions and benefits. The contributions to the savings arrange- 
ment for any year and the distribution in a subsequent year based thereon con- 
stitute a separate contract for purposes of section 72. 

Example (Jj). The Civil Service Retirement Act, which provides retirement 
benefits for participating employees, consists of a compulsory program and a 
voluntary program. Under the compulsorv program, all participating employees 
are required to make certain contributions and, upon retirement, are provided 
retirement benefits computed on the basis of compensation and length of service. 
Under the voluntary program, such participating employees are permitted to 
Inake contributions in addition to those required under the compulsory program 
and, upon retirement, are provided additional retirement benefits computed on 
the basis of their voluntary contributions. Distributions received under the Act 
constitute distributions from two separate contracts for purposes of section 72. 
Distributions received under the compulsory program are considered as received 
under a separate program of interrelated contributions and benefits since they 
are computed solely under the compulsory program and are not affected by any 
contributions or distributions under the voluntary program or under any other 
plan. For similar reasons, distributions which are attributable to the voluntary 
contributions are considered as received under a separate program of inter- 
related contributions and benefits. 

Example (5). On January 1, 1961, M Corporation established a contributory 
pension plan for its employees and created a trust to which it makes contributions 
to fund such plan. The plan provides that each participant will receive after 
age 65 a pension of 1+s percent of his compensation for each year of service 
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perforined subsequent to the establishment of such plan. In order to fund part 
of the benefits under the plan, the trustee purchased a group annuity contract. 
The remaining part of the benefits are to be paid out of a separate investment 

fund. This pension plan constitutes a single program of interrelated contributions 
and benefits and, therefore, all distributions received by an employee under the 

plan are considered as received under a single contract for purposes of section 72. 
Ex'umple (6). On January 1, 1961, Y Corporation established a noncontribu- 

tory pension plan (including incidental death benefits) for its employees and 

created a trust to which it makes contributions to fund such plan. The plan 

provides that each participant will receive after age 66 a pension of li/a percent 
of his compensation for each year of service performed subsequent to the estab- 

lishnient of such plan. In addition, such plan provides for the payment of a 
death benefit if the employee dies before age 6G. The trustee funded the death 
benefits through the purchase of a group term insurance policy and funded 

the retirement benefits through the purchase of a group annuitv contract. Be- 
cause of a subsequent change in funding from the deferred annuity method to 
the deposit administration method, the trustee purchased a second group an- 

nuity contract to provide the retireinent benefits under the plan accruing after 
the effective date of the change in method of funding. Thus, retirement benefits 
distrilnited to an employee whose service with Y Corporation commenced before 
the effective date of the change in method of funding will be attributable to 
both group annuity contracts. This pension plan includes two separate pro- 
grams of interrelated contributions and benefits. The death benefits, and the 
contributions required to provide them, are cousidered as one separate program 
of interrelated contributions and benefits; ivhereas, the retirement benefits, and 
the contributions required to provide them, are considered as another separate 
program of interrelated contributions and benefits. Therefore, any retirement 
benefits received by an employee, whether attributable to one or both of the 
group annuity contracts, shall be considered as received under a single contract 
for purposes of section 7". In determining the tax treatnient of any such 
retirement benefits under section 72, no amount of the premiums used to pur- 
chase the group term insurance policy shall be taken into account, since such 
premiums, and the death benefits which they purchased, constitute a separate 
program of interrelated contributions and benefits. 

Ezamf&le (7). Assume the same facts as in example (6) except that, in lieu 
of funding the benefit in the manner described in that example, the trustee 
purchased individual retirement income contracts from an insurance company. 
Additional individual retirement incoiue contracts are purchased in order to fund 
any increase in benefits resulting from increases in salary. Therefore, distribu- 
tions to a particular employee may be attributa. ble to a single retirement in- 
come contract or to more than one such contract. All distributions received 
by an employee under the pension plan, whether attributable to one or more 
retirement inc&&nie contracts and whether niade directly from the insurance 
company to the eiuployee or iuade through the trustee, are considered as re- 
ceived under a single contract for purposes of section 72. For rules relating 
to the tax treatment of contributions and distributions under retirenient income, 
endoivmeut, or other life insurance contracts purchased by a trust described 
in section 401(a) and exempt under section 601(a), see paragraph (a) (2), 
(8), and (4) of &) 1. 402(a) — 1. 

Ez«»&pie (8). Assume the same facts as in example (6) except that, in lieu 
of funding the benefits in ihe nianner described in that example, the trustee 
funded the death benefits and part of the retirement benefits by purchasing 
individual retirement income contracts from an insurance company. The 
reniaining part of the retirement benefits (such as any increase in benefits 
resulting from increases in salary) are to be paid out of a separate investnient 
fuml. This pension plan includes, with respect to each participant, two separate 
contracts for purposes of section 72. The retirement income contract purchased 
by the trust for each participant is a separate program of interrelated contribu- 
tions and benefit and all distributions attributable to such contract (whether 
made directly from the insurance company to the employee or niade through 
the trustee) are considered as received under a single contract. For rules 
relating to the tax treatment of contributions and distributions under retirement 
income, endowment, or other life insurance contracts purchased by a trust 
described in section 401(a) and exempt un&ler section 601(a), see paragraph (a) 
(2), (8), and (4) of $ 1. 402(a) — 1. The remaining distributions under the plan 
are considered as received under another separate program of interrelated 
contributions and benefits. 
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PAR. 2. Paragraph (a) (3) of $ 1. 72 — 13 is amended to read as fol- lows: 
Iw 1. 72 — 18 SPKOIAL RULE FoR EIIPLCYEE CCNTBIBUTICNS REcovEBABLE IN THBKE YEABS. — (a) Amounts receired us ua u»nnitg. & * "' 

(8) The aggregate of the an&ounts receivable as an annuity within the pre- scribed 8-year period shall be the total of all annuity pay&Dents anticipatable by an employee (or a beneficiary or beneficiaries of an employee, if the employee died before any amount Ivas received as an annuity) under the contract as a Ivhole as defined in paragraph (a) of $ 1. 72 — 2. See paragraph (a) (8) of II 1. 72 — 2 for rules for determining what constitutes "the contract" in the case of distri- butions from an employees' trust or plan. 
PAR. 3. Paragraph (a) (3) (i) of Iw 1. 402(a) — 1 is amended to read as follows: 

5 1. 402(a) — 1 TAEABILIIv oF BKNKFIcIABF UNDER A TRUsT WHIGH MEETs THE 
REQUIBKHENTB oF SEcTICN 401(a). — (a) Ir& general. 

(8) (i) If a trust described in section 401(a) and exempt under section 501(a) purchases under the plan retirement income, endowment, or other contracts pro- viding life insurance protection, payable upon the death of the employee par- ticipants, and either- 
(a) The proceeds of such life insurance are payable to a beneficiary of the employee participant, other than the trust, or 
(b) In case such proceeds are payable to the trust, by the terms of the plan the trustee is required to pay over all of such proceeds to a beneficiary of the employee participant, 

then, the portion of the premiums paid for the life insurance protection provided under such contracts from either the contributions of the employer or earnings of the trust will constitute income to the employee for the year or years in which the contributions or earnings are applied toward the purchase of such life insurance. If the amount payable upon death at any time during the year exceeds the cash value of the insurance policy at the end of the year, the entire amount of such excess will be considered current life insurance protection. The cost of such insurance Ivill be considered to be a reasonable net premium cost, as determined by the Gommissioner, for such amount for the appropriate period. The amount thus to be included in the gross income of the employee under this subdivision shall be considered as premiums or other consideration paid or con- tributed by the employee only with respect to any benefits attributable to the contract (within the meaning of paragraph (a) (8) of I& 1. 72 — 2) providing the life insurance protection. 

(This Treasury Decision is issued under the authority contained in section 7805 of the Internal Revenue Code of 1054 (68A Stat. 017; 26 U. S. C. 7805). ) 
DANA LATHAM, 

Commissioner of Internal Revenue. 
Approved October 14, 1060. 

FRED C. SCRIBNER& JR. 
& 

Acting 8ecretary of the Treasury. 
(Filed by the Division of the Federal Register on October 19, 1980, 8:51 a. m. , and published in the issue of the Federal Register for October 20, 1980, 25 F. R. 10019) 

26 CFR 1. 72 — 6: Investment in the contract. Rev. Rul. 60 — 325 
Application of an "approximate method" in determining the re- 

fund factor to be applied in computing the adjusted investment in an 
annuity contract containing a refund feature where, in addition to a whole life annuity, there are one or more temporary life annui- 
ties on the lives of children. 

Advice has been requested concerning the method of determining 
the refund factor to be applied in computing the adjusted investment, , 



under section 72(c) (2) of the Internal Revenue Code of 1054, in an 
annuity contract containing a refund feature where, in addition to 
a whole life annuity, there are one or more temporary life annuities 
on the lives of children. 

In the instant case, annuity benefits are being paid under the United 
States Civil Service Retirement Fund to the widow and child of an 
employee by reason of the death of the employee while in service. The 
widow, age 48, receives $171 per month for her remaining lifetime 
and the child, age 9, receives $50 per month until attaining 18 years 
of age. The employee's contributions to the fund totaled $7, 550. 45, 
with interest, accrued thereon of $1, 602. 58, which in this case represent, 
in total, the guarantee or total refund feature of the contract. 

Section 72(c) (2) of the Code provides, in part, that if (a) the 
expected return uncler the contract depends in whole or in part on the 
life expectancy of one or more individuals, (b) the contract provides 
for payments to be made to a beneficiary on or after the death of the 
annuitant or annuitants; and (c) such payments are in the nature of 
a refund of the consideration paid, then the value (computed without 
discount for interest) of such payments on the annuity starting date 
shall be subtracted from the investment, in the contract. Such value 
is to be computed in accordance with actuarial tables prescribed 
by the Secretary of the Treasury or his delegate. 

Section 1. 72 — 6(b) of the Income Tax Regulations, involving a single 
contract containing two or more annuity elements, applies in the type 
of case here considered. Section 1. 72 — 6(b) provides, in part, that 
where there are two or more annuity elements in the contract the in- 
vestment in the contract, shall be allocatecl to each of the annuity 
elements in the ratio that the expected return under each of the an- 
nuity elements bears to the aggregate of the expected returns under all 
the annuity elements. The exclusion ratio for the contract as a whole 
shall be determined by dividing the investment in the contract, after 
adjustment, for the present vahse of any or all refund features, by the 
ag& regate of the expected returns under all the annuity elements. 

ordinarily the principles forming the basis for the rules set forth in 
section 1. 72 — 7(e) of the regulations should be applied to this type of 
case. However, the facts here are diff'erent from those forming the 
basis for the example given in that section. In that example, a 
separate death refund is determined under each annuity element, in- 
dependently of the amount paid as an annuity under the other ele- 
ment. In the present case, the amount of the death refund depends 
upon the amounts previously paid to both annuitants in the aggregate, 
The determination of the adjustment for the refund feature in a, case 
such as this, using the same method as that used in computing the 
multiple factors shown in Table III of section 1. 72 — 0 of the regula- 
tions, requires a complicated actuarial calculation. This calculation, 
however, cannot be made by using only the tables published in the 
regulations. Similar acceptable results, in cases such as this, will be 
achieved by the use of an "approximate method" illustrated below. 

This "approximate method" will produce reasonable results in 
cases where, in addition to a whole life annuity, there are involved one 
or more temporary life annuities on the lives of children and can be 
applied using only the published tables in section 1. 72 — 0 of the 
regulations. 
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APPROKIMATE METHOD OF COMPUTIXG THE ADJUSTED IXVESTMEXT IX AX AXXUITY COXTRACT 

fk 72. 

I — Determination of Expected Return: 
(1) widow's whole life annuity element 

Monthly annuity $171. 00 
Multiple factor from Table I (section 1. 72 — 0 

of the regulations) for female nearest age 
48 years is 81. 2 

Computation: $171 X 12 X 81. 2=$64, 022. 40. 
(2) Child's ten&porary life element 

Monthly annuity 50. 00 
Multiple factor from Table IV (section 1. 72 — 9 

of the regulations) for male or female near- 
est age 9 years for term of 0 years is 8. 9 

Computation: $50X12X8. 9=$5, 840. 00. 

(8) Total expected return under the contract 

II — Computation of adjustment for refund feature in contract: 
(1) Amount equal to the smaller of (a) total refund feature 

in contract (contributions of $7, 550. 45 plus interest of 
$1, 602. 58) or (b) total investment in contract (see item III (1) below) 

(2) Less: An&ount equal to the sum of expected return payable 
as temporary life element(s) 

(8) Portion of refund feature considered applicable to whole 
life element 

(4) Multiple factor from Table III (section 1. 72 — 0 of the regu- 
lations) female nearest age 48 years for 2 vears dura- 
tion (recovery of $8, 821. 08 at $171 per month to nearest 
whole year) is one percent. 

(5) Adjustment required for value of refund feature in eon- 
traet attributable to employee's contribution (1%X$8, - 
821. 98 (nearest dollar) ) 

III — Determination of adjusted investment for the contract: 
(1) Investn&ent in the contract (contributions of $7, 550. 45 plus 

$5, 000 death benefit exclusion. , (section 101(b) of the 
Code) ) 

(2) Less: Adjustment required for value of refund feature in 
contract 

$64, 022. 40 

5, 840. 00 

$60, 862. 40 

$9, 161. 08 

5, 840. 00 

$8, 821. 08 

$12, 559. 45 

88. 00 

(8) Adjusted investment in the contract f12, 521. 45 

Rev. Rul. 60 — 235 26 CI&R 1. 72 — 11: Amounts not received as 
annuity payments. 

(Also Section 101; 1. 101 — 2. ) 
(Also Part Il, Section 22(b); Regulations 

118, Section 39. 22(b) (1) — 2. ) 
Monthly payments received from the United States Civil Service 

Retirement and Disability Fund by the widow of a deceased govern- 
ment employee under the authority of Public Law 85 — 465 do not 
constitute an&ounts received as an annuity under Section 72 of 
the Internal Revenue Code of 1954; neither are they subject to the 



&leath benefit exclusion provided by Section 101(b) of the Cede. 
Hen&. e, td&e entire ainount of such i&ayrnents is includibie in the gross 
incou&e of the recii&ient. 

Advice has been requested concerning the taxability of monthly 
payments received from the United States Civil Service Retirement 
and Disability Fund under the authority of Public Law 8, "& — 465, 
72 Stat, . 218, by the widow of a decease&1 g&overnment employee. 

Section 2 of Public Law 85-465 provicles that the unremairied 
widow or widower of an employee who died before February 29, 1948, 
had completed at least ten years of service creditable for civil service 
retirement, purposes, and at the time of his death was either subject 
to or retired under a~n Act under which annuities granted before Feb- 
ruary 29, 1948, were or are now payable from the civil service re- 
tirement fund, shall be entitled to receive:in annuity. In or&ler to 
qualify for siich annuity, the widow or widower must have been 
inarried to the eiriployee for at, least five years immediately prior to 
his death. The ainount of such annuity is equal to one-half of the 
annuity which the employee was receiving on the date of his dea, th 
if retired, or would have been receiving if he had been retired for 
disability on the date of his death, but, not, to exceed $750 per year. 
Section 3 of the Iaw provides that the annuity provided by section 2 
shall commence on August 1, 1%8& or on tlie first, day of the month in 
which an application for such annuity is received in the Civil Service 
Commission, whichever occurs later. Section 4 provides that the an- 
nuity shall terminate for each fiscal year beginning on or after July 1, 
1960, for which an appropriation has not been made by the Congress 
to compensate the civil service fund for the cost thereof. 

In the instant, case, the widow's husband died in 1942 while in the 
employment of the United Sta, tes Government, . Inimediately follow- 
ing his death, the widow was paid in a lump sum the total amount 
standing to the ciedit of her liusband in the civil service fund. Under 
the Public Law cited above she became eligible to receive monthly 
payments of $50. 

The taxability of amounts payable under the civil service fund is 
governed by section 402(a) (1) of the Internal Revenue Code of 1954& 
which provides that such distributions a, re ta, xable to the distributee 
under section 72, except that section 72(e) (3) does not apply. If such amounts are received as an annuity, they are subject to 
inclusion in the gross income of the iecipient under the general rule 
provided in section 72(a) of the Code. If the amounts are not re- 
ceived as an annuity, section 72 (e) (1) (Il) applies, and such amounts 
are includible in gross income to the extent, they exceed the con- 
sideration paid therefor. 

According to the provisions of section 1. 72 — 2(b) (2) of the Income 
Tax Regulations, in order to be treated as an amount received as an 
annuity, the total of. the amounts payable must be determinable at the 
annuity starting date. However, the amounts pa, yable to the bene- 
hciary in this c~ase are for an indefinite period, being subject to the 
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will of Congress to appropriate funds therefor subsequent to June 
80, 1960. The total amounts payable are not determinable at the 
annuity starting date; hence, they are not received as an annuity and 
are, therefore, taxable under section H (e) (1) (B) . 

Section 101(b) of the Code provides that gross income does not 
include amounts received by the beneficiaries or the estate of an em- 
ployee, if such amounts a, re paid by or on behalf of an employer and 
are paid by reason of the death of the employee. However, section 
101(f) provides that section 22(b) (1) of the 1M9 Code applies to 
amounts received by reason of the death of an insured or an employee 
occurring on or before August 16, 1954. In the instant case, the 
employee died in 1942; hence, section 22(b) (1) of the 1M9 Code 
governs the allowance of an exclusion. 

Section 22(b) (1) of the 1M9 Code provides that amounts paid, 
under a contract of an employer, to the beneficiaries of an employee 
by reason of the death of the employee, are excludable from the gross 
income of the recipient in an amount not in excess of $5, 000. 

Section M. 22(b) (1) — 2(a) of Regulations 118, promulgated under 
section 22(b) (1) of the 1989 Code, provides that the exclusion is ap- 
plicable only where the amounts are paid by an employer in pursuance 
of an express contract. Paragraph (c) thereof states that an express 
contract is deemed to exist only if (1) the employer and employee had 
entered into a written contract, which required such payment, and was 
not revoked prior to the employee's death, or (2) the employer had an 
established plan which made provisions for such payments in case 
of his employees generally, or for a class or classes of his employees. 
In the latter case, the contract will be deemed to exist between the 
employer and the members of the class or classes of employees to 
whom the plan applies, provided such plan had been communicated 
fo such employees and had not been rescinded before the death of the 
employee to whom the particular death payment relates. 

The payments in question are being made under Public Law 85 — 465, 
supra, which was enacted on June 25, 1958. Thus, it, is clear from 
the foregoing that an "express contract" is not deemed to have existed 
within the purview of section 22(b) (1) of the 1M9 Code and the 
regulations promulgated thereunder, since a provision for the pay- 
ment of the amounts presently received by the widow from the fund 
did not exist under the law at the time of the employee's death. 

Accordingly, it is held that the entire amount of payments received 
by the widow of a deceased government employee from the United 
States Civil Service Retirement and Disability Fund under the au- 
thority of Public Law 85 — 465, supra, is includible in her gross income 
for Federal income tax purposes. 
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26 CFR 1. 72 — 15: Applicability of section 
72 to accident or health plans. 

(Also Section 105; 1. 105 — 1. ) 

T. D. 6485 ' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART l. — 
INCOME TAX; TAXABLE YEARS BI'GINNING AFTER DECI". AIBER 31, 1953 

Amendment of the Income Tax Regulations under sections 72, 
105, and 402. 

DEPARTMENT OF THE TREASURY) 
OFFICE OF COMRIISSIONER OI' INTERNAL REVENUE) 

washington 85, D. O. 
To Officers and L&'mployees of the Internal Revenue 8ervt'ce and 

Others Concerned: 
On April 29, 1060, notice of proposed rulemaking with respect to 

the amendments of the Income Tax Regulations (26 CFR Part 1) 
under sections 72, 105, and 402 of the Internal Revenue Code of 1954 
to provide rules relatilig to certain distributions unfler employee plans 
was published in the Federal Register (2o F. R. 8762). After consid, — 

eration of all such relevant matter as was presented by interested per- 
sons regarding the rules proposed, the following amendments of the 
regulations are hereby adopted. 

PARAGRAPII 1. There is inserted immediately after ( 1. 72 — 14 the 
following new section: 

ei 1, 72 15 APPLIcARII. ITY oF SEcTICN 72 To AccIDENT oR IIEALTII PLANs. — 
(a) Applicability of section. — This section provides the rules for determining 
the taxation of amounts received from an employer-established plan which pro- 
vides for distributions that are taxable under section 72 (or, in the case of 
certain total distributions, under section 402(a) (2) or section 403(a) (2) ) and 
which also provides for distributions that may be excludable from gross income 
under section 104 or 105 as accident or health benefits. Ieor example, this sec- 
tion will apply to a pension plan described in section 401 and exempt under 
section 501 which provides for the payment of pensions at retirement and the 
payment of an earlier pension in the event of permanent disability. This sec- 
tion will also apply to a profit-sharing plan described in section 401 and ex- 
empt under section 501 which provides for periodic distribution of the amount 
standing to the account of a participant during any period that the participant 
is absent from work due to a personal injury or sickness and for the distribution 
of any balance standing to the account of the participant upon his separation 
from service. For purposes of this section, the term "contributions of the 
eniployee" includes contributions by the employer which were includible in 
the eroployee's gross income. 

(b) General rule. — Section 72 does not apply to any aniount received as an 
accident or health benefit, aud the tax treatment of any such amount shall be 
determined under sections 104 and 105. See paragraphs (c) and (d) of this 
section, paragraph (d) of ss 1. 104 — 1, and $$ 1. 105 I through 1. 105 — 5. Section 
72 (or, in the case of certain total distributions, section 402(a) (2) or section 
403(a) (2) ) does apply to anv amount which is received under a plan to which 
this section applies aiid which is not an accident or health benefit. See para- 
, raph (e) of this section. 

(c) Accident or bealth benefits attributable to eniployee contributions. — (1) If a plan to which this section applies provides that any portion of the accident or health benefits is attributable to the contributions of the employee to such 
plan, then such portion of such benefits is excludable from gross income under section 104(a) (3) and paragraph (d) of II 1. 104 — 1. Neither section 72 nor 

~ The publication of this Treasury Decision in 25 F. R. 7209, dated yuiy 30, 1960, con- tains (I) instructions modifying the notice of proposed rule making published in 25 F. R. 3762, dated April 29, 1960, aad (2) the I'ou context of the regulations with such modifica- tions. As here published, the Treasury Decision reflects the full context of such regula- tions, with modifications. The individual instructions have been omitted. 



section 105 applies to any accident or health benefits (whether paid before 
or after retiremeut) attributable to c&mtributions of the employee. Since such 
portion is excludable under section 104(a) (3), such portion is not subject to 
the $100-a-week liiuitation of section 105(d) and if such portion is payable after 
the retirement of the employee, it is excludable without regard to the provisions 
of 4) 1. 105 — 4 and section 72. 

(2) In determining the taxation of any amounts received as accident or health 
benefits from a plan to which this section applies, the first step is to determine 
the portion, if any, of the contributions of the employee which is used to provide 
the accident or health benefits and the portion of the accident or health benefits 
attributable to such portion of the employee's contributions. If such a plan 
expressly provides that the accident or health benefits are provided in whole or 
in part by employee contributions and the portion of employee contributions to 
be used for such purpose, the contributions so used will be treated as used to 
provide accident or health benefits. However, if the plan does not expressly 
provide that the accident or health benefits are to be provided v& ith employee 
ecntributions ind the portion of employee contributions to be used for such 
purpose, it will be presumed that none of the employee contributions is used 
to provide such benefits. Thus, in the case of a contributory pension plan, it 
will be presumed that the disability pension is provided by employer contribu- 
tions, unless the plan expressly provides otherwise, or in the ease of a contribu- 
tory profit-sharing plan providing that a portion of the amount standing to the 
account of each participant will be used to purchase accident or health insur- 
ance, it will be presumed that such insurance is purchased with employer 
contributions, unless the plan expressly provides otherwise. Similarly, unless 
the plan expressly provides otherwise, it will be presumed that if a contributory 
profit-sharing plan provides for periodic distributions from the account of a 
participant during any absence from work because of a personal injury or 
sickness, all such distributions which do not exceed the contributions of the 
employer plus earnings thereon are provided by employer contributions. 

(3) Any employee contributions that are treated under subparagraph (2) 
of this paragraph as used to provide accident or health benefits shall not be 
included for any purpose under section 72 as employee contributions 
or as aggregate premiums or other consideration paid. Thus, in the 
ease of a pension plan, or in the case of a profit-sharing plan providiug that 
a portion of the amount standing to the account of each participant will be 
used to purchase accident or health insurance, any employee whose contribu- 
tions are so used niust make the adjustment provided by this subparagraph 
irrespective of whether such employee receives any accident or health benefits 
under such plan. However, in the case of a profit-sharing plan providing for 
periodic distributions from the account of a participant during any absence 
from work because of a personal injury or sickness, an adjustment under this 
subparagraph is required only when an employee receives distributions in ex- 
cess of the employer contributions and earnings thereon or receives distribu- 
tions consisting in whole or in part of his own contributions. 

(4) If any of the employee contributions are treated under subparagraph 
(2) of this paragraph as used to provide any of the accident or health bene- 

fits, the portion of the benefits attributable to employee contributions shall be de- 
termined in accordance with $ 1. 105-1. Any accident or health benefits that are 
excludable under section 104(a) (3) shall not be included in the expected return 
for purposes of section 72. 

(d) Accident or healtli benefits attributable to employer contributions. — Any 
amounts received as accident or health benefits and not attributable to contri- 
butions of the employee are includible in gross income except to the extent 
that such amounts are excludable from gross income under section 105 (b), 
(e), or (d) aud the regulations thereunder. Thus, such amounts may be ex- 
cludable under 105(d) as pavments under a wage continuation plan. However, 
if such payments, when added to other such payments attributable to employer 
contributions, exceed the limitations of section 10o(d), then the excess is in- 
cludible in gross income under section 105(a) . Such excess is not excludable 
under section 72. 

(e) Other benefits under the plan. — The taxability of ainounts that are re- 
ceived under a plan to which this section applies and that are not accident or 
health benefits is determined under section 72 (or, in the case of certain total 
distributions, under section 402(a) (2) or section 408(a) (2) ) without regard to 
any exclusion or inclusion of accident or health benefits under sections 104 

105. For example, the investment in the contract or aggregate premiums 



paid is determined without regard to the exclusion of any amount under sec- 

tion 104 or 10», and the annuity starting date is deter&nined without regard to 

the receipt of any accident or health benefits. However, if any employee con- 

tributions are used to provide any accident or health benefits, the investment 

in the contract or aggregate premiums paid must be adjusted as provided in 

paragraph (c) (8) of this section. 
(f) Evar»l&lee. — The principles of this section may be illustrated by the 

following exam. ples: 
Fz»»&i&le (I). A, an employee, is a participant in a contributory pension 

plan &lescribed in section 401(a) and exempt under section 601(a). Such 

plan provides for the paymeni, of a pension to each participant when he retires 

at age 66 or when he retires earlier if the retirement is due to permanent 

and total disability. In 1968, A, who vvas age 52, became totally and perrna- 

nently rlisabled because of an injury and commenced to receive a pension of 

$88 a week umler this plan. A had contributed $11, 804 to the plan. The 

plan does not expressly l&rovide that any portion of the disability pension is 
purchased with employee contributions. Accordinglv, it is presumed that no 

portion of the disability pension is purchased with A's contributions. The dis- 

ability pension which A receives qualifies as pay»&ents under a. v age continua- 

tion plan for purposes of section 10o(d) and $ 1. 105 — 4, and if such payments 

are the only accident or health benefits v hich are attributable to the contri- 

butions of his employer, such paymeuts are entirely excludable under section 

105(d) until A reaches 6~&, his normal retirement age under tbe plan. The 

payments which A receives after he becomes age 66 are taxable under sec- 

tion 72. The payments which A receives do constitute an annuity as defined 

in paragraph (b) of $1. 72 — 2, but since the amounts which he will receive 

during the first three years after attaining age 66 exceed his contributions, 

he shall exclude umker I) 1. 72 — 18 the entire amount of all payments that he 

receives as au annuity after attaining age 61 until such amounts equal his 

contributions to the plan, or $11, 804. Thereaf ter, the payments that he 

receives under the plan are includible in gross income. 
Erurnk&le (2). B, an employee, is a participant in a contributory profit- 

sharing plan described in section 401(a) and exempt under section 501(a). 
Such plan provides that, in the event a participant is absent from work because 
of a personal injury or sickness, he will be paid $126 a weel- out of his account 
in such plan. Any amount standing to the account of a participant at the 
time of his separation from service will be paid to him at such time. During 
1068, B incurred a personal injury and as a result was absent from work for 
nine weeks. He received nine weekly payments of $12, &. or a total of $1. 126. 
on account of such absence from worl-. At the time B was injured, he had 
contributed $6, 000 to the plan. The plan did not expressly provide that a 
participant's contributions are to be used to provide for the distributions dur- 
ing disability. Accordingly, it is presume&1 that B's contributions were not 
used to provide the accident or health benefits under i. he plan. Since these 
weekly pavments are paid because of B's absence from work due to the injurv. 
and since such paymeuts are considered as attributable to contributions of 
his employer, such payments are required under section 106 (a) to be included 
in B's gross income except to tbe extent that they are excludable under section 
10;&(rl). If B receives no other payments under a v. age continuation plan 
attributable to contributions of his employer, $100 of each weekly payment 
is excludable from gross income untler section 106(d), but $2. & of each weekly 
pavment is includible in gross income under section 10»(a). The $100-a-week 
payment so excludable does not reduce B's investment in the contract or the 
a&nount of premiums considered to have been paid by B for purposes of anv 
subsequent computations under section 7", 

Ez&rmple (6). The facts are the same as in example (2) except that B was 
absent from work for 180 weeks. At the time B was injured, his en&pkoyer had 
contributed $10, 000 to the plan ou his account, and $6, 000 of earnings of the plan 
had been allocated to his account. Thus, at the time he was injured, B's account 
included $21, 000, and $14, 000 of such an&ount consists of employer contributions 
of $10, 000 plus earnings of $4, 000 thereon. The first 112 weekly payn&ents 
(totaling $14, 000) which B receives are treated in the manner set forth in 
example (2). Hovvever, since the remaining payn&cuts exceed the en&plover 
contributions plus earnings thereon, such ren&aining payments are considered 
io be distributions of B's contributions plus earnings thereon. Since the total 
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of such payments, or $2, 250, is less than B's contributions to the plan, $5, 000, the entire amount of such payments is excludable from B's gross income, but a corresponding adjustluent with respect to the return of B's contributions shall be nlade to his consideration in determining the taxation of any lump sum paid to B upon separation from service. 

PAR. 9. Paragraph (c) (8) of $1. 105 — 1 is amended to read as follows: 
$ 1. 105 — 1 AMOUNTS ATTRIBUTABLE TO EM'PLOYER CONTRIBUTIONS. — 
(c) Contributory plans. 
(8) Except as provided in paragraph (c) (2) of $ 1. 72 — 15, if the plan provides accident or health benefits as well as other benefits for the employees, and if the respective contributions made by the employer and the employees to pro- vide the accident or health benefits cannot be ascertained, the deterlnination of the portion of the accident or health benefits received under such plan which is attributable to the contributions of the employer shall be lnade in accordance with the rules of paragraph (d) or (e) of this section on the basis of the con- tributions of the employer and of the elnployees to the entire plan. 

PAR. 8. Paragraph (a) (3) (i) of 
eo 

1. 105& is amended to read as folloIvs: 
$ 1. 105 — 4 WAGE CONTINUATICN PLANs. — (a) In GeneraL 

(3) (i) Section 105(d) applies only to amounts attributable to periods during Ivhich the employee would be at work were it not for a personal injury or sickness. Thus, an employee is not absent from work if he is not expected ta work because, for example, he has reached retirement age. If a plan pro- vides that an employee, who is absent from work on account of a personal injury or sickness, will receive a disability pension as long as he is disabled, section 10~(d) is applicable to any payments which such an employee receives under this plan before he reaches retirement age, but section 105(d) does not apply to the payments which such an emplovee receives after he reaches retirement age. See $ 1. 72 — 15 for additional rules relating to the tax treatment of dis- ability pensions. 
0 

P&R. 4. Paragraph (a) (1) (ii) of II 1. 409(a) — 1 is amended to read 
as follows: 

$ 1. 402(a) — 1 TAxARIIITY oF BENEFIcIARY UNDER A TRUsT WHIcH MEETs THE 
BKQUIREMENTs CF SEOTICN 401(A). — (a) In general. — (1) 

(ii) The provisions of section 402(a) relate only to a distribution by a trust described in section 401(a) which is exempt under section 501(a) for the taxable year of the trust in which the distribution is made. The distribution from such an exempt trust when received or made available is taxable to the distributee to the extent provided in section 72 (relating to annuities), except that section 72(e) (3) (relating to the treatment of certain lump sums) shall not apply, and except that certain total distributions described in section 402 (a) (2) are taxable as long-term capital gains. For the treatment of such total distributions, see subparagraph (6) of this paragraph. Under certain circumstances. an amount representing the unrealized appreciation in the value of the securities of the employer ls excludable from gross income for the year of distribution. For the rules relating to such exclusion, see paragraph (b) of this section. Furthermore, the exclusion provided by section 105(d) is appli- cable to a distribution from a trust described in section 401(a) and exempt under section 501(a) if such distribution constitutes wages or payments in 
lieu of wages for a period during which an employee is absent from v ork on account of a personal injury or sickness. See $ 1. 72 — 15 for the rules relating to the tax treatment of accident or health benefits received under a plan to 
which section 72 applies. 

s 
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(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1M4 (68A Stat. 917; 
26 U. S. C. 7805). ) 

DANA LATIIAM) 
Comnussi oner of Interne/ Eenenue. 

Approved July 26, 1060. 
DAvm A. LINOsAY, 

Acting Seer'etary of the Treasttry. 

(Filed by the Division of the Federal Register on July 29, 1900, 8:47 a, m. , and 
published in the issue of the Federal Register for July 80, 1900, 25 F. R. 
7209) 

PART In. — ITEMS SPECIFICALLY EXCLCBED FROM GROSS INCOME 

SECTION 101. — CERTAIN DEATH BENEFITS 
26 CFR 1. 101 — 2: Employees' death benefits. Rev, Rul. 60 — 326 ' 
(Also Section 102; 1. 102 — 1. ) 

The Internal Revenue Service will not follow the decision of the 
United States Court of Appeals for the Sixth Circuit in United States 
v. Grace P. Reed et al, , 277 Fed. (2d) 456. 

The point at issue in this case was whether payments in the sum of 
$37, 500, which the taxpayer received from the former employer of her 
deceased husband, constituted (1) a gift excludable from gross income 
under section 102(a) of the Internal Revenue Code of 1954, (2) an 
employee's death benefit within the meaning of section 101(b) of the 
Code excludable from gross income only up to a maximum of $5, 000, or 
(3 wholly apart from section 101 (b), taxable income. 

he United States District, Court for the western District, of 
Kentucky held that the payments constituted gifts excludable from 
gross income under section 102 (a) of the Code and that, no part there- 
of was includible in income under section 101 (b) of the Code, or 
otherwise. The United States Court of Appeals for the Sixth Circuit 
a%ruled the decision of the District Court without a written opinion. 

This decision is contrary to the Service's position that these are 
employees death benefit payments ancl are, therefore, controlled by 
section 101(b) of the Code, under which a maximum of $5, 000 is ex- 
cludable from gross income, and that the gift exclusion pro~visions of 
section 102 of the Code are inapplicable to any part of such paylnents. 

XVhile it has been determined that review by the Supreme Court of 
the United States will not be requested in the Reed case, the decision 
will not be followed as a precedent in the disposition of similar cases 
pending further developments on the issue. 

Taxability of payments received from the United States Civil Serv- 
ice Retirement Fund under authority of Public Law 85 — 465. See 
Rev. Rul. 60 — 235, page 25. 

' Based on Tecbnical Information Release 25o, dated September lo, lade. 
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SECTION 109. — GIFTS AND INHERITANCES 

96 CFR 1. 102 — 1: Gifts and inheritances. 
(Also Section 6il; 1. 61 — 1. ) 

Ct. D. 1851 

INCOME TAX — INTERNAL REVENULi' CODE OF 1954 — DECISION OF COURT 

1. GRoss INCOME — COMPENsATIoN vs. GIFT — STRIKE BENEFITs 
RECEIVED FROM UNION. 

A labor union's strike assistance, by way of room rent and food 
vouehers, furnished to a needy worker participating in a strike 
constituted a gift to him excludable from income under section 
102 (a) of the 1954 Code. 

The jury, as the trier of fact, taking into account such factors as 
the form and amount of the assistance, the conditions of personal 
need, the lack of other sources of income, compensation, or public 
assistance, and dependency status, which surrounded the program 
under Ivhieh it was rendered, had the power to conclude, on the 
record, that the assistance, though furnished only to strikers, was 
not a recompense for striking. Accordingly, the District Court 
improperly set aside a jury's finding that the assistance was a gift 
in favor of a decision that, as a matter of law, the assistance was 
income. Since the jury could reach the decision it did on the evi- 
dence, the Supreme Court found it unnecessary to express any' 
opinion as to whether the assistance in fact was income to tax- 
paver. 

2. Judgnient of United States Court of Appeals for the Sev- 
enth Circuit, 262 Fed. (2d) 867, a(firme. 

Si PREIIE COURT OF THE UNITED STATES 

Unitccl States, petittoner v. Allen Kaiser 
On writ oi' certiorari to the United States Court of Appeals for the Seventh Circuit 

[June 18, 1960] 

MR. JUsTIOE BRENNAN announced the judgment of the Court, and delivered 
an opinion in which THE CHIEF JUsTIcE, MR. JUsTIOE BLACK, and MR. JUsTIOE 
DOUSLAs join. 

This ease presents the questions whether a labor union's strike assistance, by 
ivay of room rent and food vouchers, furnished to a worker participating in a 
strike constitutes income to him under section 61(a) of the Internal Revenue 
Code of 1954; ' and whether the assistance furnished to this particular worker, 
who was in need, constituted a "gift" to him, and hence was excluded from 
income by section 102(a) of the Code. ' 

The respondent was employed by the Kohler Company in Wisconsin. The 
bargaining representative at the Kohler plant was Local 838 of the United 
Automobile, Aircraft, and Agricultural Implement Workers of America, CIO 
(UAW). In April 1954, the Local, with the approval of the International 
Union of the UAW, called a strike against Kohler in support of various bar- 
gaining demands in connection with a proposed renevi al of their recently 
expired collective bargaining contract. The respondent ivas not a member 

i "Except as otherwise provided in this subtitle, gross income means all income from 
whatever source derived, including (but not limited to) the following items; "(I) Compensation for services, including fees, commissions, and similar items; "(2) Gross income derived from business; "(8) Gains derived from dealings in property; "(4) Interest; "(5) Rents; 

"(6) Royalties; "(7) Dividends; "(8) Alimonv arid separate maintenance payments; "(9) Annuities; 
"(10) Income from life insurance and endowment contracts; "(11) Pensions; 
"(12) Income from discharge of indebtedness; 
"(18) Distributive share of partnership gross income; 
"(14) Income in respect of a decedent; 
"(15) Income from an interest in an estate or trust. " 
i "Gross income does not include the value of property acquired by gift " 
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of the Union, but he went out on strike. EIe had been earning $2. 16 an hour 
at his job. This mas his sole source of income, and xvhen he struck he soon 
found himself in financial need. He ment to the Union headquarters and 
requested assistance. It was the policy of the Union to grant assistance to 
the many Kohler strikers simply on a need basis. It made no difference 
xvhether a striker xvas a union nrember. The Union representatives questioned 
respondent as to his financial resources, and his dependents. He had no other 
job and needed assistance with respect to the essentials of life. He was single 
during the period in question, and the Union provided hint with a food voucher 
for $0 a week, redeemable in kind at a local store; the voucher was later in- 
creased to $7. o0 a week. The Union also paid his room rent, which amounted 
to $0 a week. If in need, married strikers, and married strikers with children 
received respectively larger food vouchers, ' The overall policy of the Inter- 
national Union was not to render stril-e assistance where strikers could obtain 
state unemployment compensation or local public assistance benefits. But 
the former condition does not prevail in IVisconsin, ' and local public assistance 
mas available only on a showing of a destitution evidently deemed extreme by 
the Union, 

The Union thought that strikers ought to perform picketing dutv, but did 
not require, advise or encourage strikers ivho were receiving assistance to 
picl-et or perform any other activity in furtherance of the strike; but assistance 
ceased for strikers who obtained work. Respondent performed some picketing, 
though apparently no considerable amount. After receiving assistance for 
several months, he joined the Union. This had in no way been required of 
him or suggested to him in connection with the continued receipt of assistance, 

The program of strike assistance was primarily financed through the strike 
fund of the International Union, which had been raised through crediting to 
it 25 cents of the $1, 25 per capita monthly assessment the International 
required from the local unions. The Local also had a small strike fund built 
up through monthly credits of 5 cents of the local members' dues, and contri- 
butions were received in some degree, not contended to be substantial, from 
other unions and outsiders. The constitution of the International Union 
required that it be the authorizing agency for strikes, and imposed on it the 
general duty to render financial assistance to the members on strilre. ' 

During 1954, the Union furnished respondent assistance in the value of 
$565. 54. In computing his federal tax for the year, he did not include in gross 
income any amount in respect of the assistance. The District Director of In- 
ternal Revenue informed respondent that the $505. 54 should have been. added 
to his gross income and the tax due increased by $108 accordingly. Respond- 
ent paid this amount, and after administrative rejection of a refund claim, 
sued for a refund in the District Court for the Eastern District of Wisconsin. 
A jury trial was had, and the court submitted to the jury the single interroga- 
tory whether the assistance rendered to respondent was a gift. The jurv 
answered in the aifirmative; but the court entered judgment for the Govern- 
ment, n. o. v. , on the basis that as a matter of law the assistance was income 
to the respondent, and did not fall within the statutory exclusion for gifts. 
158 F. Supp. 805. 

By a divided vote the Court of Appeals for the Seventh Circuit reversed. 
202 F. 2d 307. It held alternatively that the assistance was not within the cou- 
cept of income of section 61(a) of the Code, and that in any event the jury's 
determination that the assistance was a gift, and hence excluded from gross 
income by section 102(a), had rational support in the evidence and accordingly 
was within its province as trier of the facts. 3Ve granted the Government's 
petition for certiorari, because of the importance of the issues presented. 350 
U. S. 1010. Later, when the Government petitioned for certiorari in No. 370, 
Uo»inlissioner v. Dnbcrsteitb and acquiesced in the taxpayer's petition in No. 
546, Stanton v. United. States [Ct. D. 1850, page 428, this Bulletin] it suggested 
that those cases be set down for argument with the case at bar, because they 

' After the increase referred to, married strikers without children received a $15 weekly food voucher; those with one child, a $18 voucher. ' Compare N. Y. Labor Law, sec. 592 (compensation payable after seven weeks of striking) . 
s Article 12, sec. 1 provides that "The Internal Executive Board v ~ s shall have the power to authorize strikes. " Section 15 of that article provides that upon such authoriza- tion, "it shall be the duty of the International Executive Board to render all financial 

assistanc& to the members on strike consistent with the resources and responsibilities of the International Union. " 
The strike funds referred to are provided for by secs. 4 and 11 of Art Is of the Internadonars constitution. 
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illustrated in a nlore general coutext the "gift" exclusion issues presentetl by 
this case. We agreecl, aud the cases were argued together. Ave conclude, on 
the basis of our opinion in the Dnbeistcb&. case, p. 273, u&it&, that the jury iu 
this case, as finder of the facts, acted within its colnpetence iu concluding 
that the assistan&e rendered here was a gift within section 102(a). Accord- 
ingly, we affirm the judgluent of the Court of Appeals. Therefore, we think 
it unnecessary to consider or express any opinion as to whether the assistance 
in fact constituted income to the respondent within the meaning of Section 
61(a). 

At trial, counsel for the Government did not ulake objection to any part of 
the District Court's charge to the jury or the " ift" exclusiou. In this Court, 
the charge is belatedly challenged, and only as part of the Government's posi- 
tion that there should be formulated a neiv "test" for applicatiou in this area. ' 
We have rejected that contention in our opiuion iu Dnberstein. Iu the absence 
of specific objection at trial, or of demonstration of auy compelliug reason for 
dispensing with such objection, we do uot here notice any defect in the charge, 
in the light of the controlling legal priuciples as we have reviewed them in 
D&aberstei n. 

We think, also, that the proofs v ere adequate to support the conclusion of 
the jury. Our opinion in Duberste(n stresses the basically factual nature of 
the inquiry as to this issue. The factual inferences to be drawn front the 
basic facts were here for the jury. They had the power to conclude, on the 
record, taking into account such factors as the form anti amount of the assist- 
auce aud the conditions of personal need, of lack of other sources of inconie, 
compensation, or public assistance, and of dependency status, ivhich surrounded 
the program under which it was remlered, that while the assistance was fur- 
nished ouly to strikers, it was not a recompense for striking. They could have 
concluded that the very general language of the Union's constitution, when 
cousidered with the nature of the Union as an entity and with the factors to 
which we have just referred, did not indicate that basically the assistance 
proceeded from any constraint oi uloral or legal obligation, of a nature that 
would preclude it from being a gift. And on all these circumstances, the jury 
could have concluded that assistance, rendered as it ivas to a clas, . of persous 
in the community in economic need, proceeded primarily from generosity or 
charity, rather than from the incentive of anticipated economic benefit. Ave 
can hardly say that, as a matter of law, the fact that these transfers were 
made to one having a sympathetic interest with the giver prevents them from 
being a gift. This is present in many cases of the most unquestionable charity. 

We need not stop to speculate as to what conclusion we would have drawn 
had we sat in the jury box rather than those who did. The question is one 
of the allocation of power to decide the question; and once we say that such 
conclusions could Ivith reason be reached on the evidence, aud that the Dis- 
trict Court's instructions are not overthrown, our reviewing authority is ex- 
hausted, and we must recognize that the jury was empowered to render the 
verdict which it did. 

Affirmed. 
MR. JUsTIcE FRAxKFURTER, with whom MR. JUsTIcE CLARK joius, coucurring 

in result. 
MR, JUsTIcE WHITTAIIER, with whom liIR. JUsTIcE HARLAE and JIR, JrsTICE 

STEwART join, dissenting. 

Payments received from former employer of taxpayer's deceased 
husband. See Rev. Rul. 60 — 326, page 32. 

SECTION 103. — INTEREST ON CERTAIN GOVERNMENTAI. 
OBI IGATIONS 

26 CFR 1. 103 — 1: Interest, upon obligations of a Rev. Rul, 60 — 248 
State, Territory, etc. 

Bonds, notes, and other obligations issued by the New York 
State Housing Finance Agency, established pursuant to an Act of 

e Specific challenge to the instructions was not made hy the Government until its reply 
brief in t]lis Court, and then only on the basis we have noted. 

&)saizil' — 61 4 
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the i1ew York State Legislature for the purpose of finaneing the 
construction of low rent housing facilities, are considered as issued 
on behalf of the State and the interest received therefrom is exempt 
from federal income tax. 

Advice has been requested whether interest received on obligations 
issued by the New York State Housing Finance Agency is exempt 
from Federal income tax. 

In order to alleviate the shortage of safe and sanitary housing ac- 
commodations available to low income families, the New York State 
Legislature created the New York State Housing Finance Agency for 
the purpose of financing the construction of low-rent housing facili- 
ties through amending the Public IIousing Law of the State of New 
York, Chapter 44 — A, McEinney's Consolidated Laws of New York 
Annotated, by adding to such law Article XII — A, known as the New 
York State Housing Finance Agency Act, . In furtherance of its pur- 
pose, the Agency issues bonds, notes, and other obligations to the 
investing public and makes the funds obtained therefrom available 
for mortgage loans, at low-interest rates, to private housing corpora- 
tions organized to develop low-rent housing facilities in accordance 
with State regulations. 1960 Laws of New York, 183rd Session, 
Chap. 671, Sections 1 and 2. 

The Act provides that the Agency shall be a corporate governmental 
agency, constituting a public benefit corporation. Its membership 
consists of the State Commissioner of Housing, the State Director of 
the Budget, the State Commissioner of Taxation and Finance, and 
two other members appointed by the Governor. The Governor may 
remove any member of the Agency for inefficiency, neglect of duty, or 
misconduct in office. The Agency and its corporate existence are to 
continue for as long as it shall have bonds, notes, and other obliga- 
tions outstanding, a7sd until its existence is terminated by law. Upon 
termination, all its rights and properties shall pass to and be vested 
in the State of New York. Article XII — A, Section 342. 

The Agency has the power to sue and be sued; to make and execute 
contracts; to niake rules and regtilations governing the use of its 
property and facilities, which rules and regulations are to be filed 
with the New Yorl. - Departnient of State like any other agency of the 
State; to appoint officers, agents, and eniployees, prescribe their duties 
and fix their compensation, subject to the provisions of the State Civil 
Service Law and to the rules of. the State Civil Service Commission; 
to bonow money and issue negotiable bonds, notes, and other obliga- 
tions to provide for the rights of the holders thereof: to make mort- 
gage loans subject, to the approvil of the Commissioiier of Housing, 
idaho is guided for this purpose by the provisions of law governing 
State loans under Article. XII of the Public Housing Law; in con- 
nection with any property on which it has made a mortgage loan, to 
protect or enforce any right conferred upon it by any law, mortgage, 
col. tract, or other agreement; and to do any and all things necessary 
io carry out its purpose. Article XII — A, Section 343. 

Transfers of officers and employees of the agency between it and 
other State agencies and departments are made without examination 
aiid without loss of any civil service status or rights. Article XII — A, 
Section 344. 
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The Act provicles that the bonds and notes issuecl by the Agency 
are fully and unconditionally guaranteed by the State, both as to 
principal and interest, to the extent authorized by the State consti- 
tution at the time the obligations are issued. However, the Agency 
may issue notes and bonds without the guaranty of the State. The 
Act also provides for the subrogation of the State upon default of 
payment on State-guaranteed obligations and for extensive involve- 
ment of the State Comptroller in the issuance and sale of such obliga- 
tions. Article XII — A, Section 847. 

To assure the continued operation and solvency of the agency, pro- 
vision is made for the accumulation in a capital reserve fund of an 
amount equal to the maximum amount of principal and interest ma- 

turing and becoming due in any succeeding calendar year on all bonds 
of the agency then outstanding. In order further to assure such 
maintenance of the capital reserve fund, there shall be annually appor- 
tioned and. paid to the agency for deposit in the capital reserve fund 
such sum, if any, as shall be certified by the Chairman of the Agency 
to the Governor and Director of the Budget as necessary to restore the 
capital reserve fund to an amount equal to the maximum amount of 
principal and interest maturing and becoming due in any succeeding 
calendar year on the bonds of the agency then outstanding. Article 
XII — A, Section M6. 

The State Comptroller, or his le& ally authorized representative, 
is authorized and empowered from time to time to examine the books 
and accounts of the Agency. Article XII-A, Section 350. The 
Agency submits a complete and detailed report of its finances, oper- 
ations, and accomplishments to the Governor at the end of the fiscal 
year. Article XII — A, Section 355. 

The property of the Agency and its income and operations are 
exempt from State taxation. Article XII — A, Section 852. The 
bonds and notes of the Agency and the income therefrom are free from 
State and local taxation, except for estate and gift taxes and taxes on 
transfers. Article XII — A, Section 858. 

Section 108(a) (1) of the Internal Revenue Code of 1954 provides, 
in part, that gross income does not include interest on the obligations 
of a, State or a political subdivision thereof. 

Section 1. 108 — 1 of the Income Tax Regulations provides, in part, 
that obligations issued by or on behalf of a State, or a duly organized 
political subdivision acting by constituted authorities empowered to 
issue such obligations, are the obligations of a, State or a political 
subdivision thereof. 

Accordingly, in view of the responsibility which the State of New 

York has assumed by reason of its actions and the substantial control 
which it, in e6'ect, has over the management and operation of the 

Agency, it is held that the obligations issued by the New York State 
Housing Finance Agency are considered as issued on behalf of the 
State by a duly constituted authority empowered to issue such obliga- 

tions, and the interest received from such obligations is exempt from 
Federal income tax under the provisions of section 108(a) (1) of the 

Code. 
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Rev. Rul. 60 — 376 ' 

Pursuant, to the authority contained in section 7805 (b) of the Inter- 
rial I(evenue Code of 1954, the provisions of Revenue Ruling 60 — 210, 
C. B. 1060 — 1, 38, dealing with municipal bond discount, shall be inap- 
plicable to life insurance companies (as defined in section 801 (a) of 
the Code) and mutual insurance companies subject to tax under section 
821 of the Code for taxable years beginning prior to May 31, 1960, 
the date Revenue Ruling 60 — 210 was published in the Internal Revenue 
l3ul le( in. 

SECTION 105. — AMOUNTS RECEIVED UNDER ACCIDENT 
AND HEAI. TH PLA. NS 

26 CFR 1. 105 — 1: Amounts attributable 
to employer contributions. 

Employer-established plans which provide accident, or health bene- 
fits as well as distributions taxable as annuities. See T. D. 6485, page 
28. 

SECTION 117. — SCHOLARSHIPS AND FELLOWSHIP 
GRANTS 

26 CFR 1. 117 — 1: Exclusion of amounts received Rev. Rul. 60 — 378 
as a scholarship or fellowship grant. 

(Also Sections 61, 1402, 3121, 3301, 3401, 3402: 
1. 61 — 1, 1. 1402( a) — 1, 31. 3121 (a) — 1, 31. 3301 
(a) — 1, 31. 3401 (a) — 1, 31. 3402(a) — 1. ) 

Recipients of scholarship or fellowship grants, vvho are not candi- 
dates for degrees, must include in their gross incomes under section 
61 (a) of the Internal Revenue Code of 1054 amounts received in 
excess of the limitations prescribed in section lly(b) (2) of the 
Code. Such grants do not constitute inconte from a trade or busi- 
ness and, hence, are not subject to the tax on self-employment in- 
come imposed by section 1401 of the Code. Similarly, such grants 
are not wages and are not subject to the provisions of chapters 
21, 26 and 24 of the Internal Revenue Code of 11)54. 

Advice has been requested regarding the treatment under the In- 
ternal Revenue Code of 1954 of scholarsliip and fellowship grants. 

During the period from July to December of the taxable year and 
January to June of the subsequent, year, the taxpayer, a college 
teaclier, received payments under a fellowship grant in excess of $300 
per moiith. 

Section 117 (a) of the Code provides generally that gross income 
does not include amounts received as scholarship or fellowship graiits. 
I-lowevei, section 117(b) (2) (8) provides, in part, , that in the case of 
individuals who are not candidates for degrees the exclusion from 
incoine is limited to an amount, equal to $300 times the number of 
nioiiths for ivhich the recipient received amounts under the scholar- 
slilp oi' felloivship giant. 

Section 1. 117-1 (a) of the Income Tax Regulations provides, in part, 
as follows: 

r A]so released as Technical Information Release 214, dated December 2 
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*:" '""- The exclusion froni gross iucoine of an amount ivhich is a scholarship or 
fello(vship grant is controlled solely by section 117. Accordingly, to the extent 
that a scholarship or a fclloivship graut cx& cede the liinit;itious of section 117(b) 
and section 1. 117 — ". it is includible in the gross incoiue of the recipient notiviih- 
standing the provisions of section 102 relating to exclusion froui „ross inconie of 
gifts, or section 74(b) relating to exclusion from gross incouie of certaiu prizes 
arid iliv&il'ds. 

Accorclin»ly, it is held tlrat where the recipients of grants are not 
candidates for clegrees, the limitations prescribed in section 117 (b) (2) 
of the Code are;ipplicable, and amounts received in excess of such 
limitatioiis are includible in gross income under the provisions of sec- 
tion 61(a) of the Code. See Rev. Rul. 57 — 50, C. B. 1057 — 1, 74. 

It is further held that such grants do not constitute income from a 
trade or business and, hence, are not to be included in the recipient's 
net earnings from self-employment for purposes of the Self-Employ- 
ment Conti ibutions Act. The terms "fellowship grant" and "trade or 
business" are inconsistent and mutually exclusive. Amounts receivecl 
uncler a, fellowship grant which qualifies as such uncler section 117 of 
the Code cannot be deemed to be income from a trade or business. The 
characterization of an award as;i qualified "fellowship grant" extencls 
to the whole of the grant. , and the unexcluded portion may not be 
treatecl as the product of a trade or business for self-employment tax 
piirposes, just as it may not be excludecl as a gift, or prize or award. 

Accorclingly, even though part of a section 117 scholarship or fel- 
loivship gra~nt must be inclucled in the recipient's gross income because 
of the limitations prescribed in section 117(b) (2) of the Code, no pal t 
of the gr;ini is subject to the tax on self-employment income imposed 

by sectioii 1401 of the Code. Similarly, such grants are not ' wl(gps" 

and, hence, are not subject to the provisions of chapters 21, 28 and 24, 
relating respectively to the Federal Insurance Contributions Act, the 
Fecleral llnemployment Tax Act, and the Collection of Income Ta~x at 
Sou r& e on A%ages. 

Rev. Rul. 60 — 274 26 CFR 1. 117 — 4: Items not consiclered as 
scholarships or fellowship grants. 

(Also Section 61; 1. 61 — 2. ) 
Amounts received by teachers selected to teach mathematics 

to their students by use of experimental text material produced by 
a school mathematics study group, the work of which is financially 
supported by the X;&tional Science Foundation, are not scholarships 
or fellowship grants excludablc from gross income but, rather, con- 
stitute compensation for services rendered which is includible in the 
gross incomes of the recipients for Federal income tax purposes. 

Revenue Ruling 58 — 4&)8, C. B. 10»8 — 2, 47, distinguished. 

Advice has been requested whether amounts paid by a school math- 
ematics study group to certain inclividuals for teaching students by 
use of new text material in mathematics are includible in the gross 
incomes of the recipients, or whether such amounts are excludable from 
gross income under section 117 of the Internal Revenue Code of 1954. 

A. tax-exempt organization received a grant from the National 
Science Foundation, a, government agency established for the purpose 
of promoting the progress of science, to organize and support a school 
niatheniatics study group having as its purpose the improvemeilt of the 
feacliiiig of mathemati( s in schools. The, principal objectives of the 
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group are (1) to develop an improved curriculum which will ofFer 
st, udents not only the basic mathematical skills but also a deeper under- 
standing of the basic concepts and structure of mathematics; (9) to at- 
tract and train more capable students in mathematics programs; and 
(8) to provide all help possible for teachers who are preparing them- 
selves to teach these mathematics courses. Since the study group was 
particularly concerned with mathematics in the seventh and eighth 
grades, its initial work was to produce a complete seventh grade course, 
with additional supplementary units for the eighth grade. Upon corn 
pletion, this new material was distributed to a number of centers 
throughout the country and then applied on an experimental basis in 
school classrooms during the next academic year. Since the teaching 
and evaluation of the new texts in mathematics are an integral part of 
the program, payment for services is made out of the funds granted 
to the study group by the National Science Foundation. 

The selection of teachers is made by the directors of the study 
group's various centers. The teachers do not make application for 
the program but are invited to participate on the basis of their inter- 
est in improving the mathematics curriculum and also on the basis of 
giving fair coverage to the various sections of the city involved. 
None of the teachers selected to participate in this program perform 
any direct services for the National Science Foundation. They per- 
form services for the study group, but most of them are employed 
by local educational institutions. Since this material is new to these 
teachers, they are required to use additional time to study and pre- 
pare the material for class presentation. These teachers also meet 
with the center's director in a seminar which lasts two or three liours 
each week. After finishing the unit, the teacher fills out a brief. ques- 
tionnaire concerning the ability level of the students, the teachability 
of the unit, and the need for supplementary material. Although pay- 
ment for such services varies from center to center, it is fixed at one 
and one-half times their normal rate of compensation and the average 
amounts to 8n extra two-days' pay per month. If the teachers 
assist in writing additional experimental or chapter texts, an appro- 
priate increase in time allowance is made. If a teacher is prevented 
from participation for temporary periods of time, the compensation 
is appropriately reduced. 

Gross income, as defined in section 61 of the Code, means all 
income from whatever source derived, unless exempt from tax by law. Section 117 of the Code excludes from the gross income of an 
individual amounts received as a scholarship at an educational insti- 
tution or as a fellowship grant, subject to certain limitations. How- 
ever, section 1. 117-4(c) of the Income Tax Regulations provides, in part, that amounts paid as compensation for past, present, or future employment services are not considered as scholarship or fel- 
lowship grants. 

Inasmuch as (1) no part of the funds given by the National Science Foundation in support of this particular program was allocated as 
scholarships or fellowship grants, (2) the study group has no other 
source of income, and (8) the payments by the study group to the 
teachers are made to compensate them for their e8orts in connection 
with the program, the amounts paid to the teachers by the study 
group represent compensation for services rendered. 
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This position is not inconsistent with Revenue Ruling 58 — 408, 
C. B. 1058 — 2, 47, which holds that stipends granted by the National 
Science Foundation to high school and college teachers to attend 
a Summer Institute for Science during the summer months consti- 
tute scholarships and fellowship grants. There, the purpose of the 
grants was to give teachers an opportunity to improve their knowledge 
and for intellectual stimuh&tion during their free summer periocls. 
No obligation was incurrecl by the recipients by their acceptance 
of the stipends, 

The facts in the instant case disclose tlrat the teachers received 
compensation for services performed in connection with their partici- 
pation in the school mathematics study group program. The Founda- 
tion did not give funds for the support, of this program as scholarship 
or fellowship grants. The teachers are employees of the institutions 
in which they teach and program is a continuation of their daily 
program, for which they are paid at the saIne rate of salary. Thus, the 
situation, in the instant case, is distinguishable on its facts from the 
situation described in Revenue Ruling 58 — 408. 

Accordingly, it is held that amounts received from the study 
group by teachers specially selected to teach their students by use 
of experimental text material in mathematics produced by the study 
group, whose work is hnancially supported by the National Science 
Foundation, constitute con&pensation for services rendered and not 
nontaxable scholarships or fellowship grants under section 117 of 
the Code. Such amounts are inch&dible in the gross income of the 
recipients under section 61 of the Code. 

SECTION 110. — MEALS OR LODGING FURNISHED FOR 
THE CONVENIENCE OF THE EMPLOYER 

96 CFR 1. 110 — 1: Meals and lorlging furnished 
for the convenience of the employer. 

Upon reconsideration, Revenue Ruling 50 — 400, C. B. 1050 — 2, 48, 
is withdrawn. It, holds, in part, that (1) the value of the meals and 
lodging furnished to the ~ives and children of resident faculty mem- 
bers at a boarding school constitutes additional compensation which 
is required to be included in the faculty members' gross incomes, and 
{0) the exclusion with respect to meals and lodging furnished to the 
faculty members themselves will not apply foI any term or periorl 
when the students are not in residence. 

PART V. — DEDUCTIONS FOR PERSONAL EXEMPTIONS 

SECTION 159. — DEPENDENT DEFINED 

26 CFR 1. 159 — 9: Rules relating to general 
definition of dependent. . 

Medical expenses of a, child paid by its adopting parents. See Rev. 
Ru1. 60 — 25&5&, page 105. 
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PART VI. — ITEMIZED DEDUCTIONS FOR INDIVIDUALS AND CORPORATIONS 

SECTION 162. — TRADE OR BUSINESS EXPENSES 

Rev. Rul. 60 — 254 26 CFR 1. 162 — 1: Business expenses. 
(Also Section 268; 1 263(a) — 1. ) 

Cost incurred by a corporation in connection with the issuance of 
its capital stock in payment of a stock dividend is not deductible as 

an ordinary and necessary business expense under section 162 of the 

Internal Revenue Code of 1954, since such cost is a capital expendi- 

ture. See Battimore and Ohio Railroad Co. v. Commz'vsioner. 78 Fed. 
(2d) 460, Ct. D. 1085, C. B. XIV — 2) 298 (1985), and United Carbon 
Co. v. Comm&'Si oner, 82 B. T. A. 1000, reversed on other issues, 90 Fed. 
(2d) 48, which held, in efFect, that. expenses incurred and paid in 
connection with the issuance of capital stock were not deductible as 
ordinary and necessary expenses in carrying on the taxpayer's busi- 

ness. See also I. T. 1886, C. B. II — 2, 158 (1928); A. R. R. 6048, C. B. 
III — 1, 298 (1924); and I. T. 3026, C. B. XV — 2, 88 (1986). 

(Also Section 268; 1. 268 (a) — 2. ) Rev. Rul. 60 — 261 

Legal expenses are deductible as ordinary and necessary business 
expenses under section 162 of the Internal Revenue Code of 1M4 
where they are incurred to establish the fact that a municipal 
ordinance which prohibits the operation of certain businesses 
within the municipal limits is not applicable to the taxpayer's 
business which had been conducted prior to the ordinance. 

LT. 1682, C. B. I — 2, 146 (1922), modiQed. 

The Internal Revenue Service has been requested. to state whether 
legal expenditures, incurred to establish the fact that a municipal 
ordinance which prohibits the operation of certain businesses within 
the municipal limits does not apply to taxpayer's business, may be 
deducted as ordinagr and necessary business expenses. 

The taxpayer is engaged in the business of quarrying and supply- 
ing sand and stone. It owns land acquired for use in the quarrying 
business in a certain municipality. Application was made to the 
municipal building inspector for a permit to erect a crusher upon the 
land, but the permit was denied because a municipal ordinance (which 
was passed subsequent to the carrying on of the taxpayer's business 
on the land) prohibited the operation, within the municipal limits, 
of certain businesses and industries, including quarries and crushers. 
Thereafter, the taxpayer incurred attorney's fees and other expenses 
in the amount of 20m dollars in the successful prosecution of a suit 
to invalidate the ordinance insofar as it applied to taxpayer's busi- 
ness and to obtain the building permit. Title to the property was 
not in issue at any t, ime. 

I. T. 1882, C. B. I — 2, 146 (1922), holds that legal expenditures in- 
curred to invalidate a building line established by a municipality 
across the taxpayer's property, while more properly an amount ex- 
pended for the defense of the enjoyment of the property, conic Ivilh- 
in the principle of nondeductible capital expenditures similar to the 
cost of perfecting or defending title to property. 
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Section 162 of the Internal Revenue Code of 19o4 provides, in part, 
as foll&&ws: 

ta) Ix GExnR&z, . — There shall be allowed as a deduction all the ordinary and 
necessary expenses pai&1 or incurred during. the taxable ye&ir in carrying on 
any trade or business, 

For Federal income tax purposes, the word "ordinary" has con- 
sistently been given the connotation of normal, usual, or custoniary. 
An expense is ordinary where experience sho~-s that payments for 
such item are the common and a, ccepted practice in the field of busi- 
ness involved. An expense is necessary ivhere it is appropriate and 
helpful in. the development of the taxpayer's business. See Revenue 
Ruling 58 — 479, C. B. 1958 — 2, 60, and the cases cited therein. 

The courts have viewed legal expenditures which proximately re- 
sulted from the operation of the business as being deductible, even 

though title or the use of property may be incidenta~lly involved. See 
8amuel ~I. Aornhauser v. Umted 8tetes, 276 U. S. 14, ~, T. D. 4222, C. B. 
VII — 2, 267 (1928), and . 1lempki8 . 1Iemorict/ Park v. Commiz8ioner, 
28 B. T. A. 1037, affirmed 84 Fed. (2d) 1008, acquiescence, C. B. XII — 2, 
9 (1933). The latter case allowed the deduction of legal expenses 
incurred in defending a suit to enjoin the use of land for cenietery 
purposes. See also Independent Bretot'ng Compcuiy of P~'tt8bnrg 
v. Commi88ionei, 4 B. T. A. 870, acquiescence, C. B. VI — 1, 3 (1927), 
in which a deduction for expenditures made, in part, to contest the 
constitutionality of legislation affecting the taxpayer's business ivas 
allowed. Thus, where the expenditure is for a business purpose, such 
as the use and enjoyment or operation of a business asset alieady 
oivned, the amount thereof would be deductible as a business expense. 

The question as to whether an expenditure is classifiable as a busi- 
ness expense or as a capital expenditure is one of fact, Generally, 
amounts paid for assets having a more or less permanent value are 
capital expenditures; however, capital expenditures are not limited 
to the purchase of physical assets. Thus, legal expenses incurred 
in defending or perfecting title to property also are capital 
expenditures. 

The instant taxpayer's expenditure clearly was proximate to its 
business and more specifically related to an asset thereof, the use and 
enjoyment of which had been hindered by the municipality. The 
expense of removing the hindrance is directly connected ivith the 
use of the business asset, rather than its acquisition, replacement, or 
improvement, or for per fecting or recovering title thereto. 

Therefore, based upon the facts involved in this case, it is held that 
legal expenses incurred to establish the fact that a municipal ordi- 
na~nce, which prohibits the operation of certain businesses within the 
municipal limits, is not applicable to the taxpayer's business are 
deductible as ordinary and necessary business expenses under sec- 
tion 162 of the Code. 

I. T. 1382, 8uprc, is hereby modified to remove the implication that 
legal expenses mcurred to protect the continued use of property for 
income-producing purposes are capital expenditures. 

(Also Section 61; 1. 61 — 1. ) Rev. Rul. 60 — 275 

An annual "preinium deposit" paid by a taxpayer to a certain 
"i« iprocal flood insurance exchange, " the total of rrhi&h deposits 
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made over a specified number of years will equal the amount of "in- 
surance" coverage desired bv the taxpayer against flood losses, repre- 
sents a nondeductible contingent deposit to the extent that it is 
withdrawable by the taxpayer. However, the nonwithdrawable one 
percent of the "premium deposit" which is credited by the exchange 
to its "General Reserve I&'und" and applied to losses in excess of the 
"Catastrophe Loss Account" and to adnfinistrat ve expenses, is for a 
fixed liability deductible as an actual insurance expense. Amounts 
representing earnings from investment of the funds are income to the 
taxpayer for the taxable year in which such amounts are applied to 
the taxpayer's annual "premium deposit" or become withdrawable. 

Advice has been requested whether the annual "premium deposit" 
paid by a taxpayer under a "subscriber's agreement" with a reciprocal 
flood insurance exchange, as described below, constitutes a deductible 
expense for Federal income tax purposes. 

The taxpayer in the instant case is a contract carrier corporation 
engaged in hauling automobiles from an automobile assembly plant. 
It leases land on whicli it stores the automobiles as well as the equip- 
ment used in moving them. The leased land is bounded by a river, 
which exposes the leasehold improvements and the stored property to 
possible flood damage. 

The taxpayer, and others exposed to flood risk, entered into an agree- 
ment with a "reciprocal flood insurance exchange, " whereunder each 
subscriber pays annually over a specified period a "premium deposit, " 
the total of which deposits by each subscriber is not, in excess of the 
total insurance coverage desired by such subscriber. T' he taxpayer 
applied for 150' dollars of Hood insurance, to be underwritten over a 
ten-year period, of which ten. percent, or 15m dollars, became effective 
when the policy was issued and delivered. The taxpayer's property 
subject to flood loss was valued at 500m dollars, indicating that the tax- 
payer, like the other exchange subscribers, was not fulTy insured. 

The exchange credited one percent of the first annual "premium 
deposit" of 15m dollars to its "General Reserve Fund" and the remain- 
ing amount of the deposit to its "Catastrophe Loss Account. " 

The "Catastrophe Loss Account" for each exchange subscriber is 
charged with a pro rata, sliare of any losses occurring during the year 
and for any reinsurance costs incurred during the year. The "General 
Reserve Fund" is to be applied to losses in excess of the "Catastrophe 
Loss Account" and to certain administrative expenses. Tlie agreement 
also provides that a subscriber can be called upon for an additional 
amount not exceeding one annual "premium deposit" to pay excess 
losses. The amount paid by a subscriber pursuant to such a call is 
limited to the amount of the excess of losses so that nothing would be 
available for the "General Reserve Fund" or the "Catastrophe Loss 
A. ccollilt. 

The funds of. the "General Reserve Fund" and the "Catastrophe 
Loss A. ccount" are commingled for investment purposes. From in- 
vestment earnings, a corporation. designated as attorney-in-fact to 
manage the business of the exchange receives a flat six-percent fee to 
operate tile exchange. All net earnings, if any, are credited to the 
subscribers' "individual surplus accounts. " 

The unencumbered balance in an "individual surplus account" may, 
upon the election of the subscriber, be applied to the annual "premium 
deposit, " or be withdrawn. If the balance is applied to the premium 
deposit, it becomes an integral part of the "Catastrophe Loss Account" 
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and the "General Reserve Fun&1. " If the subscriber elects to with- 
clraw the balance, he can do so only upon 30-clays' prior notice, which 
appears to be more than a nominal rule (i. e. , a requirement which is 
seldom, if ever, enforced) . 

The agreement also provicles that the creclitrs in the "Catastrophe 
Loss Account" may be withdrawn upon 60-clays' prior notice eflective 
iminecliately after the end of the current policy year, but that the 
credits in the "General Reserve Fund" may not be withdrawn. If the 
exchange is terminated, however, the member subscribers at that tiine 
will share pro rata the net balance in the "General Reserve Fund, " if 
any. 

The agreement further states that the subscribers' risks shall be 
clivided into classes or groups in accordance with the nature of their 
business, Rood hazard, location, and Rood district and the "Catas- 
trophe Loss Account" shall be clebited with the pro rata share of the 
payments of the adjustecl losses incurred by similarly classified sub- 

scribers. This classification is to be made as soon as possible aftei 
the subscriber becomes a member of the exchange. 

Section 162 of the Internal Revenue Code of 1954 provides, in part, 
as follows: 

ia) IN GENERAL. — There shall be allowed as a deduction all the ordinary 
and necessary expenses paid or incurred during the taxable year in carrying 
on any trade or business. '": 

Section 1. 162 — 1 of the Income Tax Regulations provides that among 
items includecl in cleductible business expenses are insurance premiums 
against fire, storm, theft, , accident, or similar losses in the case of a 
business. Moreover, the Internal Revenue Service has taken the posi- 
tion that amounts paicl by policyholders a, s premiums to a mutual 
insurance company are clecluctible even though there is a likelihood 
that a portion of the premium paid may be returned to them by the 
company. See G. C. M. 10798, C. B. XI — 2, 58 (1932), and I. T. 2646, 
C. B. XI — 2, 59 (1932). 

Following a long-standing rule which denies clecluctions for all 
reserves except those specifically authorized by st;itute (Arth«r 1I. 
13roton v. FIelmering, 291 U. S. 193, Ct. D. 786, C. B. XIII — 1, 223 

(1934) ), both the Service and the courts have long helcl that, amounts 
set aside by a taxpayer as a reserve for self insurance, though equal 

to commercial insurance premiums, are not deductible for Federal 
income tax purposes as an expense "paid or incurred. " See Rev. 
Rul. 57 — 485, C. B. 1957 — 2, 117, and Pan An erioan FFide Comport v. 
Commissioner, 1 B. T. A, 1249. The fact that the funcl is aclministei eel 

by an independent agent does not make contributioiis to such a func] 

deductible. See 8pring Canyon Coal Co~upany v. ( omniis8ioner. W 

Fed. (2d) 78, Ct. D. 237, C. B. IX — 2, 379 (1930), certiorari deniecl, 

284 U. S. 654. Moreover, an element of risk-shifting or risk-distrib- 

uting is one of the requisites of a, true insurance contract. See &&y T. 
FIelvering v. Edythe LeCierse, 312 U. S. 531, Ct. D. 1491, C. B. 1941 — 1, 
430. 

Since the eventual classification of the taxpayer with other member 

subscribers of the exchange will be limited to specific groups witliin 

the same flood district, each facing similar Rood hazards, there is 

little likelihood that there could be a real sharing of the risks, be- 

cause the occurrence of a major Roocl probably i~oulcl aR'ect all prop- 

& iiies in a, paiticula&. Roocl basin. Inasnnich as each subscriber to 



the instant exchange is substantially underinsured, any proceeds re- 
ceived by the taxpayer in the event of flood damage would, in e8ect) 
be a return of the taxpayer's own money. 

That portion of the "premium deposit" which is never withd. raw- 
able by the member subscribers, however, is for a fixed liability 
rather than a contingent deposit. This is true even though the mem- 
ber subscribers share pro rata the net balance in the "General Reserve 
Fund" if the exchange terminates, because this fund may be used not 
only for flood loss and damage claims in excess of the "Catastrophe 
Loss Account, " but also for the expense of adjusting loss and damage 
claims and for various fees and taxes applicable to the insurance of 
the risks of the subscribers. Thus, there would be little or nothing to 
distribute if the exchange terminated because of excessive losses. 

Accordingly, based upon the above-mentioned facts, it is held that 
an annual "premiuin. deposit" paid by a taxpayer to the instant ex- 
change, the total of whicli deposits made over a specified number of 
years will equal the amount of insurance coverage desired by the tax- 
payer against flood losses, represents a nondeductible contingent de- 
posit to the extent that it is withdrawable by the taxpayer. The non- 
withdrawable one percent of the "premium deposit" which is credited 
by the exchange to its "General Reserve Fund" and applied to losses in 
excess of the 'Catastrophe Loss Account" and to administrative ex- 
penses, is for a fixed liability deductible as an actual insurance expense. 
A. mounts representing earnings from investment of the funds are in- 
come to the taxpayer for the taxable year in which such amounts are 
credited to the taxpayer's annual "premium deposit" or become with- 
drawable. 

(Also Sections 61, 8121) 8806, M01; 1. 61 — 1, Rev. Rul. 60 — 880 81. 8191(a) — 1, 81. 8806(b) — 1) 81. 8401(a) — 1. ) 
Supplemental unemployment benefit payments made by an em- 

ployer direct to qualifying former employees pursuant to the pro- visions of a supplemental unemployment benefit plan constitute ordinary and necessary business expenses of the employer and are deductible from gross income under section 162(a) of the Internal Revenue Code of 1954 in the year paid or in the year in which li- ability to particular employees becomes fixed, depending upon the method of accounting employed. 
Under such circumstances, the amounts received by the employ'ees do not constitute "wages" for Federal employment tax purposes, However, such benefits are includible in the gross incomes of the recipients for the year in ivhich received. 
Revenue Rulings 56 — 102, C. B. 1956 — 1, 90, and 56 — 249, C. B. 1956- 1, 488, amplified. 

Advice has been requested regarding the Federal tax consequences resulting from payments made by an employer direct to certain former 
employees under a supplemental unemployment benefit plan, which 
plan does not involve the use of a trust. 

An employer, in accordance with a collective bargaining agree- ment between the employer and representatives of the employees' union, adopted an unemployment benefit plan solely for the purpose of paying supplemental unemployment benefits to employees who 
qualify under the plan. 

The terms of the plan, as far as here pertinent, provide for the establishment on the books of the corporation of a separate account 
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to be known as the "Supplemental Unemployment Benefit Account. " 
The supplemental unemployment benefits provided under the plan 
arise from acci'uals to be made by the corporation to such account 
and are payable only to tlie extent ac& r»erl therein. No employee 
has any interest in or right to any supplemental unemployment benefits 
except to the extent to which he qualifies for them as expressly pro- 
vided in the plan. The plan further provicles the requirenients for 
eligibility to receive benefits under the plan, as well as for the duri- 
tion and amount of such benefits. Under the terms of the agreenient, 
the employer is obligated to make such payments direct to tlie former 
em loyees entitled to benefits. 

g ection 162(a) of the Internal Revenue Code of 1054 provides, 
"There sliall be allowed as a deduction all tlie ordinary and net e~sary 
expenses paid or incurred during the taxable year in carrying on any 
trarle or business, 

Revenue Ruling 56 — 102, C. B. 1056 — 1, 00, holcls that, contributions 
made by an employer into an independently controlled trust fund, 
created solely for the purpose of furnishing supplemental unem- 
ployment benefits to certain of its employees qualifying under a sup- 
plemental unemployment benefit plan as part of a collective bargaining 
agreement, constitute ordinary and necessary business expenses and 
are deductible from gross income. 

It is evident that the purpose of the supplemental unemploynient 
benefit plan in. the instant case is to promote the welfare of employees 
laid o8 and to make clear that the obligations of the employer involvecl 
thereunder arise directly in connection with, and relate proximately 
to, the carrying on of its trade or business. 

Therefore, in the instant case, the supplemental unemployment 
benefit payments made by tlie employer direct to qualifying former 
employees constitute ordinary and necessary business expenses of the 
employer and are deductible from gross income under section 162(a) 
of the Cocle in the year paid or in the year in which liability to par- 
ticular employees becomes fixed, depending upon the method of 
accounting employed. No deduction will be allowed on the accrual 
method solely by reason of the setting aside of funds in a special 
account or the making of a book entry. 

Revenue Ruling 56 — 240, C. B. 1956 — 1, 488, holds that, under certain 
circumstances, benefits paid to individuals by the trustees of a trust 
created pursuant to the provisions of a supplemental unemployment 
benefit plan established as a result of a collective bargaining agree- 
ment do not constitute "wages" for purposes of the taxes imposed by 
the Federal Unemployment Tax Act, the Federal Insurance Con- 
tributions Act, or for purposes of the Collection of Income Tax at 
Source on 6'ages (chapters 23, 21, and 24, respectively, subtitle C, 
Internal Revenue Code of 1054). However, that ruling also holds that 
such benefits are inclurlible in the gross incomes of the recipients for 
the taxable year in which received. 

The main difference in the provisions of the supplemental unem- 
ployment benefit plan in the instant case from that considered in 
Revenue Ruling 56 — 240 is that, in the instant case, the plan does not 
provide for the accumulation and distribution of the benefits from a 
trust as was the case in that Revenue Ruling. However, since the 
basic or fundamental purposes and conditions of the plan are sub- 

stantially the same as the purposes and conditions of the plans which 
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formed the basis for Revenue Ruling 56 — 249, the failure to provide 
for the accumulation of fu»ds in a t~rusteed account, from which the 

supplement, al unemployment benefits contemplated by the plan are 

to be paid, is not a materia, l or controlling factor. Thus, the plan 
in the instant case is not sufficiently diferent from that which formed 

the basis for Revenue Ruling 56 — 249 to warrant difFerent conclusions. 

Accordingly, under the facts in this case, it is held that supple- 
mental u»et»ployment benefit payments received by the former em- 

ployees do not constitute "wages" for purposes of the Federal Insur- 
ance Contributions Act, the Federal Unemployment Tax Act, or the 
Collection of Income Tax at Source on %rages. However, such bene- 

6ts are includible in the gross incomes of' the recipients for the year 
in which received. 

The principles stated above are equally applicable to supplemental 
unemployment bene6t plans which are similar in all material details 

except for having been unilaterally instituted by an employer and 

are not union negotiated, as in Revenue Ruling 58 — 128, C. B. 1958— 

1, 89. 
Revenue Rulings 56 — 102, supra, and 56 — 249, aupr~, are hereby 

ampli6ed. 

Amounts equal to dividends paid with respect to stock borrowed to 
cover short sales. See Rev. Rul. 60 — 359, page 104. 

I eductibility of North Carolina primary 6ling fee as a business ex- 

pense. See Rev, Rul. 60 — 866, page 68. 

Expenditures for sea walls to counteract, the effect of land sub- 

sidence. See Rev. Rul. 60 — 886, page 107. 

26 CFR 1. 162 — 2: Traveling expenses. Rev. Rul. 60 — 314 

A new employment for a test period of one year with the under- 
standing that satisfactory c(nnpletion of such period vvrill result in 
continued employ ment constitutes an 'indefinite" employment. 
A. ccordingly, even though an employee must move to a location 
other than his usual residence for the test period in order to accept 
such employment, the cost of meals and lodging incurred by hinm at 
that location during such test period is not deductible under sec- 
tion 162 (a) (2) of the Internal Revenue Code of 19M 

Advice has been requested whether the cost of meals and lodging 
incurred by I» employee under the circumstances described below is 
deductible for Federal income tax purposes under section 162(a) (2) 
of the Internal Revenue Code of 1954. 

A manufacturing corporation. has an employment policy under 
whicli »ew engineering employees from various sections of the coun- 

try are hired on a full-time basis to work at the main plant for a 
test, period of one year, with the understanding that, if their services 
have been satisfactory during such period, they will then receive 
permanent appointments and will either continue to work at the main 
plfi nt or be transferred to one of the branch plants. 

Sectioll 162(a) (2) of the Code provides, in substance, that there 
shall be allowed as a deduction the ordi»ary and necessary traveling 
expenses, including the entire amount expended for mea» a»d lodg 
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ing, while away from home in the pursuit of a trade or business. For 
purposes of section 162(a) (2), the word "home' has been interpreted 
to mean the principal or regtllar business location of the taxpayer. 
A. taxpayer cannot deduct the cost, of meals and lodging while dis- 
charging his duties at his principal or regular place of employment, 
merely because he maintains his family resiclence at another location. 
See Rev. Rul. 54 — 407, C. B. 1954 — 2, 75. 

Since the employees in the instant case have accepted full-time em- 
ployment at the main plant for a test, period of one year, and as they 
may be permanently assigned to work at (hat location, it is evident 
that (1) their employment, at the main plant is not tempore»y but 
indelinite; (2) these employees have relinquished any other business 
location which they had previously established, or at least restricted 
their activities at such other location to a spare-time basis and convert 
it into a minor or temporary post of duty; and ('3) the main plant is 
their principal or regular post of duty, if not the only place ~here 
they are carrying on their trade or business, during such period. 

Accordingly, it is hehl that the location of the ma, in plant is their 
"home" for Federal income tax purposes, and they cannot deduct the 
cost of their meals and lodging there as tra velin&r expenses while away 
from home in pursuit of a trade or business under section 162(a) (2) 
of the Code. This is true whether a particular employee at the end 
of the test, period is given a permanent position at the main plant, 
whether he receives a~ permanent assignment to a branch plant in 
another city, or whether he is not, retained after that time. 

26 CFR 1. 162 — 6: Professional expenses. Rev. Rul. 60 — 865 
(Also Section 62; 1. 62 — 1. ) 

Aialpra& tice insurauce premiums paid by a physician who is an 
employee constitute ordinary and necessary expenses incurred in 
carrying on a trade or business within the meaning of section 
162(a) of the Internal Revenue Code of 1&)54. However, such pre- 
miums nray be deducted only from adjusted gross iucon&e in com- 
puting taxable income, provided the taxpayer does not use the tax 
table or the standard deduction in computing his iudividual tax 
liability for Federal income tax purposes. 

Advice has been requested whether the costs of malpractice, insur- 
ance premiums paid by a physician who is an employee may be de- 
ducted for Federal income tax purposes. 

The taxpayer, a physician, was employed by a hospital. Under 
local law, he could become personally liable for negligence, resulting 
in injury to his employer's patients, in the same nlanner and to the 
same extent as if he were in private practice. In order to protect 
himself against suits for malpractice, the taxpayer, along with most 
of his fellow employees who are physicians, obtained malpractice in- 
surance coverage. The premiums were paid by the taxpayer, and he 
was not reimbursed by his employer. 

Section 162(a) of the Internal Revenue Code of 1054 provides, in 
part, as follows: 

(a) IN C+ENEawn. — There shall be allo&ved as a deductiou all the ordinary aud 
necessary expenses paid or incurred during the taxable year in carrying on anv 
tratle or business, 

Section 1. (i2 — 1 of the Income Tax Regulations provides, in e8ect& 
that, expenses attributable to a trade or business carried on by the 
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taxpayer, where such trade or business consists of services performed 
as;in employee, are not allowable in computing adjusted gross income 

of the employee, with certain exceptions not here material. 
Tlie expenses in the instant case. were incurred in connection with 

the taxpayer's business as an employee. They were made to protect 
him from suits for malpractice to which he was subject in the same 

manner and to the same extent as if he were engaged in private prac- 
tice. Furthermore, it is conunon and accepted practice to incur such 

expenses in the profession in which the taxpayer is engaged, and such 
expenses are appropriate and helpful to his business. 

Accordingly, based on the foregoing, it, is held that malpractice in- 
surance premiums paid by a physician who is an employee are among 
the ordinary and necessary expenses incurred by a professional man 
in carrying on a trade or business within the meaning of section 162 (a) 
of. the Code. However, since the cost of such premiums is not among 
the expenses of employees which may be deducted from gross income 
in computing adjusted gross income under section 62 of the Code, such 
costs are deductible by the taxpayer from adjusted gross income in 
computing taxable income, as defined in section 68 of the Code, pro- 
vided he does not use the tax table or the standard deduction in com- 

puting his individual tax liability for Federal income tax purposes. 

26 CFR 1. 162 — 17: Reporting and substantiation 
of traveling and other business expenses of 
employees. 

Revenue Ruling 58 — 458, C. B. 1958 — 2, 07, relating to certain fixed 
mileage allowances or per diem alloivances received by employees, 
refers to the Standardized Government Travel Regulations in con- 
ne& tion with the maximum per diem allowance in lieu of subsistence 
authorized to be paid by the Federal Government while traveling 
outside the continental l'nited States. The following rates, obtained 
from oflicial Government sources, are published as a supplement to 
Revenue Ruling 58-458 and may be amended or supplemented from 
time to time. 

Rev Rul 58 — 453 
Supplement VII 

STANDARDIZED GOVERNMENT TRAVEL REGULATIONS 
Appendix I, Revised — Maximum Per Diem Rates in Lieu of Subsistence for 

Travelers Beyond the Limits of the Continental United States 

The changes, identified by asterisk, are effective June 1, 1960. 
itaaimam per 

&Rem rates 
$15 

Lacatiia 
Aden 

eAf"hanistan 
eKabul 
s Other 

Ala slra 
Anchorage 
Fairbanks 
Juneau 
Norue 
Other 

Albania 
Algeria 
American Samoa 
Andorra (See "Other Locali- 

ties" ) 
Angola 
Argelltilla 

21 
21 
21 
21 
15 
10 
15 
11 

18 
12 

Jttasi mam tier 
aieea rates Locality 

*Australia 
s Melbourne 
sSvdney 

Other 
Austria 
Bahamas 

( Apr 15 — Dec 14 incl ) 
(Dec. 15 — Apr. 14, incl. ) 

Basutoland (See "Other Lo- 
calities" ) 

Bechuanaland (See "Other 
Localities" ) 

Belgian Congo 
*Belgium 
B. ermuda 
Bolivia 

$17 
17 
12 
12 

17 
24 

14 
10 
20 
18 
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16 
11 
16 
14 
15 

Afarsimam per 
Locatittt iliem rates 
sBonin Islands (See "Other Lo- 

calitieso ) 
Brazil $15 

"'British Guiana 15 
British Honduras 16 
British Somaliland ( See "Other 

Localities" ) 
Brunei 18 
Bulgaria 14 

*Burma 
Mandalay 12 

s Rangoon 19 
Other 6 

*Cambodia 14 
Cameroun 17 
Canada 15 
Canary Islands 10 
Canton Island 15 

sCentral African 
Republic ' l4 

"'Ceylon 
*Colombo 18 
Other 14 

*Chad, Republic of' 14 
Chile 

Santiago 16 
Other 18 

"China 
*Taipei 
Other 

"Colombia 
"Congo, Republic of ' 
Costa Rica 

'Cuba 
sHavana 

s (Apr. — Nov. incl. ) 17 
*(Dec. — Mar. incl. ) 20 
s Other 14 

Cyprus 10 
Czechoslovakia 15 

sDahomey, Republic of ' 19 
Denmark 12 
Dominican Republic 

Ciudad Trujillo 
(Apr. 16 — Dec. 15 incl. ) 19 
(Dec. 16 — Apr. 15 incl. ) 22 

Other 11 
'Ecuador 

sGuayaquil 18 
th ' Oth ther 

El Salvador 20 
sEritrea 18 
Estonia 16 

"Ethiopia 18 
Fiji Islands 16 

s Finland 16 
France 

Paris 
Suresnes 1 
Other ll 

"French Guiana 8 18 
' Formerly a part of French Equatorial Afric 
2 Fprtueriy~ a part of French West Africa. 

585726' — Gi 

Afaximam per 
diem rates 

$15 
18 
14 

12 
11 
17 
7 

15 
18 
14 

15 
14 
20 

11 
14 
8 

16 
14 
14 
7 

18 

18 
15 
18 
9 

15 
17 
11 

18 
15 
18 
14 

15 
12 

28 
18 

14 
14 
10 
9 

20 
10 

Locality 
s French Somaliland 
French West Indies 

*Gabon Republic ' 
Gambia (See "Other Locali- 

ties" ) 
Germany 

Saarland 
Other 

s Ghana 
Gibralter 

'Great Britain and North Ire- 
land: 

London including Middle- 
sex County, Bushey Hall, 
and Denham 

*Other 
*Greece 
s Greenland (See "Other Locali- 

ties" ) 
G uam 
Guatemala 
G uinea 
Haiti 

Cap-Haitien 
Port-au-Prince 
Other 

Hawaii 
Honduras 
Hong Kong 

s Hungary 
Iceland 

*India 
Bombay 

*Calcutta 
New Delhi 
Other 

Indonesia 
*Iran 

*Khorramshahr 
*Tehran 
Other 

"Iraq 
sBaghdad 
0 ther 

*Ireland 
Israel 
Italy 

Rome 
Other 

"'Ivory Coast ' 
"'Abidjan 
'-Other 

slwo Jima. (See "Other Locali- 
ties" ) 

Japan 
Jerusalem (Palestine) 
Jordan 
Kenya 
Korea 

Seoul 
Other 
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Loca iity 
Mnzimam per 

&liem rates 
::KuIvait 
Laos 
I. a t, via 
Lebanon 
Liberia 

JIOIII'Ovla 
Other 

""Libya 
Liechtenstein 
I. ithuania 
Luxetubourg 

aMalagasy Republic (formerly 
Madagascar) 

Malaya 
a;tlauritauia ' 
Jlexico 

Chihuahua Ciudad Juarez, 
Ensenada, Guaymas, Jla- 
tamoros, iklexieali, tlexi- 
co, D. F. , Mouterrey, Noga- 
les, Nuevo Laredo, Piedras 
Negras, and Tijuana 

O ther 
MidIvay 

aMoroeco 
Alozambique 
Nepal 
Netherlauds 
Netherlands Autilles 

(Change in nauie) 
New Caledouia 
NeIv Zealand 

Auckland 
Wellington 
Other 

e Nicaragua 
Niger, Republic of ' 

'Nigeria 
La. gos 

"Other 
North Borneo 
Norway 
Nyasaland ( See "Rhodesia and 

Nyasalaud, Federation of") 
Pakistau 
Panama 

Panama City 
Other (including Canal 

Zone) 
Paraguay 
Peru 
Philippines 

M nila a ila 
0th" I r 

Polo nd 
POItugal 

Azores 
Aladeira Islands 
Other 

Portuguese Guinea 

$14 
15 
16 
12 

20 
8 

12 
12 
16 
14 

18 
12 
13 

12 
10 
15 
12 
10 
11 
12 

20 
14 

12 
12 
0 

18 
19 

18 
18 
13 
12 

13 
11 
13 

12 

7 
7 

12 
10 

e Forraerly a part of I&'I'ench West Africa. 

Maximum f&er 
diem rates Locality 

Puerto RIco 
San Juan 
0 ther 

a Qatar 
Rhodesia, northern( See Rho- 

desia and Nvasaland, Fed- 
eration of) 

Rhodesia, Southern (See Rho- 
desia and Nyasaland, Fed- 
eration of) 

Rhodesia and Nyasaland, Fed- 
eration of 

*Rumania 
'Rvukyu Islands (See "Other 

I. ocalities" ) 
Saarland (See Germany) 
Sarawak 

*8audi Arabia 
*Jidda 
':Riyad 
Other 

Senegal' 
8ierra Leone 

aSingapore 
*Soudanese Republic 

( 8oudan ) 
' 

Southwest Africa 
'Spain (See also Canary Is- 

lands) 
a Madrid 
"'Other 

Spanish Sahara ('See "Other 
I. oealities") 

Sudan 
Surinam 
8waziland (See "Other Locali- 

ties" ) 
e Sweden 
Switzerland 

'Tanganyika 
'"Thailand 

eBangkok 
Other 

To 0 g 
Trust Territories 

8omaliland 
Paeifie Islamls 

Tunisia 
: Turkey 

'Ankara 
a Istanbul 
Other 

Uganda 
Union of South Africa 

e Capetown 
"Johannesburg 
eOther 

Union of Soviet Socialist Re- 
publics 

$24 
18 
2o 

14 
14 

17 
2o 
10 
10 
10 
18 

10 
8 

13 
10 

12 
12 

15 
9 

10 
8 

20 

10 
11 
13 

13 
15 
0 

10 

12 
12 
9 

16 
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Locality 
"United Arab Republic 

'Egypt 
*Cairo 
o Other 

Syria 
Uruguay 

s Venezuela 
s Caracas 
a'. tlaracaibo 
*Other 

aViet-Nam 
Saigon-Cholon Area 
Other 

Virgin Islands 
(May — Nov. incl. ) 
(Dec. — Apr. incl. ) 

3fapimum per 
diem rates 

$18 
10 
11 
18 

28 
28 
22 

16 
10 

20 
80 

3faeimam per 
diem rates Locality 

*Volta Republic ' 
Wake 

"'West Indies 
*Jamaica (change in dates) 

*(Apr. 16 — Dec. 14 incl. ) 
(Dec. 15 — Apr. 15 incl. ) 

*Trinidad 
Other 

(Apr. 16 — Dec. 14 incl. ) 
(Dec. 1or — Apr. 15 incl. ) 

Yugoslavia 
Zanzibar (See "Other Locali- 

ties" ) 
Other Localities 

$19 
15 

14 
18 
17 

12 
16 

8 

s Formerly a part of French West Africa. 

Rev. Hul. 58 — 453 
Supplement VIII 

Revenue Ruling 58-458, C. B. 1958 — 2, 67, relating to certain 
fixed mileage anowances or per diem allowances received by em- 
ployees, refers to the Standardized Govermnent Travel Regulations 
in connection with the maximum per diem allowance in lieu of sub- 
sistence authorized to be paid by the Federal Government while 
traveling outside the continental United States. The following 
rates, obtained from oKcial Government sources, are published as 
a supplement to Revenue Ruling 58 — 458 and may be amended or sup- 
plemented from time to time. 

STANDARDIZED GOVERNMENT TRAVEL REGULATIONS 

Appendix I, Revised — Maximum Per Diem Rates in Lieu of Subsistence for 
Travelers Beyond the Limits of the Continental United States 

Loc 
aA 
Afghanistan: 

Kabul 
Other 

Alaska: 
Anchorage 
Fairbanks 
Juneau 
Nome 
Other 

Albania 
Algeria 
American Samoa 
Andora ( See "Other Locali- 

ties" ) 
Angola 
aArgentina 
Australia: 

Melbourne 
Sydney 
Other 

15 
6 

21 
21 
21 
21 
15 
10 
15 
11 

18 
14 

17 
17 
12 

See footnotes at end of table. 

The changes, identified by asteris 
3foa:im um 
per diem 

aiity rates 
den $16 

ta opimum 
per diem 

rates Locality 
oAustria: 

"'Vienna 
Other 

Bahamas: 
(Apr. 15 — Dec. 14, incl. ) 17 
(Dec. 15 — Apr. 14, incl. ) 24 

*Bahrein Island 14 
Basutoland ( See "Other Lo- 

calities" ) 
Bechuanaland 

(See "Other Localities" ) 
Belgium 
Beruruda 
Bolivia 
Bonin Islands 

(See "Other Localities" ) 
"Brazil: 

'"Brasilia 16 
*Beleni 16 
*Rio de Janeiro 16 

$16 
12 

ks, are efi'ective December 1, 1960. 
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ill»$ (. »I u»( 
per diem 

rat»s L o eel i t (( 
Brazil (continued ): 

Sao Paulo 
' Other 

British Guiana 
British Honduras 
British Somaliland 

( See "Other Localities" ) 
Brunei 
Bulga)da 
Burn(a: 

Jlandalay 
Rangoon 
Other 

Cambodia 
Can) eroun 
aCanada 
Canary Islands 
C;(nton Island 
Central African Republic ' 

aCey!on: 
'"Coloinbo 
Other 

Chad, Republic of ' 
Chile: 

Santiago 
Other 

China: 
Ta. ipel 
Other 

Coluntbia 
Congo, Republic of the' (includ- 

ing Ruanda-Urundi) 
Costa Rica 
«Cuba: 

«Havana 
Other 

Cyprus 
«Czechoslovakia 
«Dahomey, Republic of ' 
Denmark 
Dominican Republic: 

Cuidad Trujillo 
(Apr. 16-Dec. 15 incl. ) 
(Dec. 10 — Apr. 15 incl. ) 

Other 
Ecuador: 

Guayaquil 
Other 

I(:1 Salvadm 
Eritrea 
Estonia 
Ethiopia 
Fiji Islands 
"Finland 
"France: 

""Nice 
Paris 
Suresnes 
Other 

I('rench Guiana 
French Somaliland 
French %Vest Indies 
Gabon, Republic of ' 

See footnotes at end of table. . 

$16 
9 

15 
16 

13 
14 

20 
12 
14 

14 
15 

17 
14 
10 
12 
22 
12 

19 
22 
11 

18 
12 
20 
13 
16 
13 
10 
20 

12 
19 
6 

14 
17 
17 
10 
15 
14 

10 
11 
16 

14 
15 
15 
11 
13 
15 
18 
14 

12 

13 

15 
14 
20 

13 
16 
8 

16 
14 
14 
7 

13 

«Other 
«Ghana: 

":Accra 
a Other 

Gibraltar 
Great Britain an&1 North Ire- 

land: 
London including Middlesex 

County, Bushey Ilail, and 
Denham 

Other 
Greece 
Greenland (See "Other Locali- 

ties" ) 
Guam 
Guatemala 
Guinea 
'""Haiti: 

Cap-Haitien 
aPort-au-Prince: 

(Apr. 16-Dec. 15 in& 1) 
(Dec. 10 — Apr. 15 incl) 

Other 
Hawaii 
Honduras 
Hong Kong 
Hungary 
I& eland 
India: 

Bombay 
Calcutta 
New Delhi 
Other 

Indonesia 
Iran: 

Khorramshahr 
Tehran 
Other 

Iraq: 
Baghdad 
Other 

Ireland. 
Israel 
"Italy: 

Rome 
*Turin ' 
Other 

Ivory Coast: 
Abidjan 
Other 

Iwo Jima 
ties" ) 

Japan 
Jerusalem 
Jordan 
Kenya 
Korea; 

Seoul 
Other 

Kuwalt— 

14 

13 
lo 
13 
9 
6 

15 
17 
11 

18 
15 
13 
14 

j5 
1( 
12 

(See "Other L~ocali- 

14 
14 
10 
9 

20 
10 
14 

&(f upi »( am 
per diem 

Locatit(t ra. tce 

Gambia (See "Other Localities" ) 
«Germany: 

Saarland $12 
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3f as:imam 
per diem 

rates Locaftttt 
Laos 
Latvia 
Lebanon 
*Liberia: 

shionrovia 
Other 

Libya 
Liechtenstein 
Lithuania 
Luxembourg 
Malagasy Republic 

( f ormerly Madagascar ) 
sJIalaya 
Jlali, Republic of ' 

(formerly Soudanese Repub- 
lic) 

Mauritania ' 
*Malta 
s Mexico: 

'Acapulco 
"Mexico, D. F 
*Other 

JIidway 
"Monaco 
Morocco 
Mozambique 
Nepal 
*Netherlands: 

*The Hague 
*Other 

Netherlands Antilles (Change 
in name) 

New Caledonia 
New Zealand: 

Auckland 
Wellington 
Other 

Nicaragua 
Niger, Republic of ' 
Nigeria: 

Lagos 
Other 

North Borneo 
s Norway 
Nyasaland (See "Rhodesia and 

Nyasaland, Federation of") 
Pakistan 
Panama: 

Panama City 
Other (including Canal Zone) 

"Paraguav 
P eru 
*Philippines: 

M anila 
"Other 

Poland 
Portugal: 

Azores 
Madeira Islands 
Other 

Portuguese Guinea 
See footnotes at end of table. 

16 
12 

25 
8 

12 
12 
16 
14 
18 

14 
19 

18 
12 

15 
15 
12 
15 
14 
12 
10 
11 

16 
14 

20 
14 

12 
12 

18 
19 

18 

18 
15 

17 
18 
12 
18 

18 
9 
6 

7 
7 

12 
10 

Other 
Qatar 
Rhodesia, Northern (See Rho- 

desia and Nyasaland, Federa- 
tion of) 

Rhodesia, Southern ( See Rho- 
desia and iVyasaland, Federa- 
tion of) 

Rhodesia and Nyasaland, Fed- 
eration of 

Rumania 
Ryukyu Islands (See "Other 

Localities" ) 
Saarland (See Germany) 
Sarawak 
Saudi Arabia: 

Jidda 
Riyad 
Other 

Senegal, Republic of ' 
Sierra Leone 
Singapore 
Somali Republic 
Southwest Africa 
Spain ( See also Canary Is- 

lands): 
Madrid 
Other 

Spanish Sahara (See "Other 
Localities" ) 

sSudan 
Surinam 
Swaziland (See "Other Local- 

ities" ) 
Sweden 
Switzerland 
Tanganyika 
Thailand: 

Bangkok 
Other 

Togo 
Trust Territories: 

Pacific Islands 
*Tunisia 
Turkey: 

Ankara 
Istanbul 
Other 

Uganda 
Union of South Africa; 

Capetown 
Johannesburg 
Other 

Union of Soviet Socialist Re- 
publics 

United Arab Republic: 
Egypt: 

Cairo 
Other 

Syria 

18 
25 

14 
14 

17 
25 
10 
19 
10 
18 
10 
8 

18 
10 

15 
12 

16 
15 
9 

19 
8 

20 

11 
15 

10 

12 
12 

10 
11 

Sf a+imam 
per diem, 

rates LocaBty 
Puerto Rico: 

San Juan $24 



II 162. ] 

3IariIIlelll 
pcr di& m 

20 
30 
19 
15 

Locality rates 
Uruguay Jul 
Venezuela: 

Caracas 28 
t(aracaibo . 28 
Other 22 

Viet-Xam: 
Saigon-Cholon Area . 10 
Other 10 

Virgin I slands: 
(May — ~Vov. incl. ) 
(Dec. — Apr. incl. ) 

Volta Republic ' 
Wake 

js a%imam 
per diem 

ratee Locality 
West Indies 

Jamaica (change in dates) 
(A. pr. 16-Dec. 14 incl. ) $14 
(Dec. 15 — Apr. 1o incl. ) 18 

Trinidad 17 
Other: 

(Apr 16 — Dec 14 incl ) 
(Dec. 15 — Apr. 15 incl. ) 

Yugoslavia 
Zanzibar (See "Other Locali- 

ties" ) 
Other I. ocalities 9 

a Formerly a part of French Fquatorial Africa. ' Formerly a part of French West Africa. 
e Formerly Belgian Congo. 
s Revised rates apply from December 1, 1960 through november 30, 1961; thereafter the 

country rate of $12 is reinstated. 

(Also Section 6041; 1. 6041 — 3. ) Rev. Rul. 60 — 282 

Mileage and per diem allowances paid by employers to their 
employees, vvhich are in excess of the rates prescribed in Revenue 
Ruling 58 — 453, C. B. 1958 — 2, 67, but which constitute a reasonable 
business practice, are, under the circumstances, held to be equiva- 
lent to an accounting by an employee to his employer within the 
meaning of section 1. 162 — 17(b) of the Income Tax Regulations, 
where the allowances are based upon geographical differences in 
costs, or provide for minimum payments or higher rates for an ini- 
tial number of miles. However, such allowances in excess of those 
prescribed in Revenue Ruling 58 — 453, which are based upon differ- 
ences in grade or salarv, will not be approved for purposes of 
sectiou 1. 102 — 17 (b) of the regulations. 

Mileage and per diem allowances which are regarded as etiuiva- 
lent to an accounting by an employee to his employer, under section 
1. 162 — 17(b) of the regulations, will also be so regarded for pur- 
poses of section 1. 6041 — 3(i) of the regulations, relating to the re- 
porting, on Forms 1099, of payments to employees as reimburse- 
nleuts or advances for business expenses. 

Revenue Ruling 58-453, C. B. 1958 — 2, 67, amplified; Revenue Rul- 
ing 55 — 037, C. B. 1955 — 2, 20, and I. T. 3541, C. B. 1942 — 1, 41, superseded. 

Advice has been requested. (1) whether certain per diem and mileage 
allowances paid by employers to their employees, which are in excess 
of. the allowance prescribed in Revenue Ruling 58 — 458, C. B. 1958 — 2, 
67, will be approved by the Commissioner of' Internal Revenue as 
equivalent to an accounting by an employee to his employer for pur- 
poses of section 1. 162 — 17(b) of the Income Tax Regulations; (2) 
whether allowances, either within the scope of Revenue Ruling 58 — 458 
or approved by the Commissioner as equivalent to an accounting for 
purposes of section 1. 162 — 17(b) of the regulations, vill also be con- 
sidered an accounting by an employee to his employer for purposes of 
section 1. 6041 — 8(i) of the regulations, relating to the reporting by 
employers of reimbursements paid for travel expenses on Form 1099, 
and (3) whether Revenue Ruling 55 — 687, C, B. 1955 — 2, 26, and I. T. 
8541, C. B, 1942 — 1, 41, relating to the reporting as income of mileage 
allowances received by rural mail carriers, are still applicable in view 
of section 1. 162 — 17 of the regulations and Revenue Ruling 58-453. 

Section 1. 162 — 17 of the regnal]ations provides rules for the reporting 
of information on income tax returns by taxpayers who pay or incur 
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ordinary and necessary business expenses in connection with the per- 
formance of services as employees. Section 1. 162 — 17(b) of the regu- 
lations sets forth the rules for the reporting of expenses for which 
the employee is required to account to his employer. Subparagraph 
(4) of section 1. 162-17(b) of the regulations provides, in part, that, 
in lieu of requiring the submission of an expense account or other 
written statement to an employer showing the nature and amounts 
of the employee's expenses, "the Commissioner in his discretion may 
approve reasonable business practices under which mileage, per diem 
in lieu of subsistence, and similar allowances providing for ordinary 
and necessary business expenses in accordance with a fixed scale may 
be regarded as equivalent to an accounting to the employer. " 

Revenue Ruling 58 — 453, supra, holds that an employee, who pays 
or incurs ordinary and necessary business expenses for travel 
(including meals and lodging) and transportation for which he is 
paid by his employer a fixed mileage allowance or a per diem allow- 
ance in lieu of subsistence at rates not in excess of 125 percent of 
the maximum rates authorized to be paid by the Federal Govern- 
ment in the locality in which the travel is performed, will be deemed 
to have been required to account to his employer for such expenses 
for purposes of section 1, 162 — 17(b) of the regulations. Based upon 
this standard, the Revenue Ruling holds that a mileage allowance 
not in excess of 12. 5 cents per mile and a per diem allo~ance not 
in excess of $15 per day while traveling within the continental United 
States would fall within the scope of the Revenue Ruling. How- 

ever, if and when the maximum mileage and/or per diem allow- 

ance authorized to be paid by the Federal Government is changed, 
the 12. 5 cents per mile and/or the $15 per day will likewise be 
adjusted to 125 percent of the changed amount. Allowances not in 
excess of 125 percent of the amount authorized to be paid by the 
Standardized Government Travel Regulations for employees travel- 

ing outside the continental United States would also be within the 
scope of the Revenue Ruling. The Revenue Ruling also states that 
the presence of unusual circumstances which account for allowances 

in excess of the rates prescribed therein may constitute grounds for 
considering the amounts allowed as having been accounted for to 
the employer, but the payment of allowances in amounts greater 
than those specified in that Revenue Ruling will not, in and of itself, 
constitute an unusual circumstance. 

The following are some illustrations of mileage rates and per diem 
allowances in lieu of subsistence paid by particular employers for 
travel in the United States (other than the States of Alaska and 

Hawaii) which the Commissioner of Internal Revenue has been 

requested to approve as reasonable business practices which will be 

regarded as equivalent to an accounting by employees within the 
meaning of section 1. 162 — 17 (b) of the regulations. 

(1) 3f corporation operates nine divisions located in various sec- 

tions of the United States. Management employees of the company 
are reimbursed on an actual expense basis. Other executives are 
reimbursed for travel expenses on a per diem basis as follows: 

Grade of entptottee Cattfornia Ltt other etatee 

Group A executives $60. 00 $25. 00 

Group B executives 2or. 00 25. 00 
Group C executives 2o. 00 20. 00 
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The above allowances apply only for a full day of travel, expenses 
of the day of departure and the day of return being made on an 
actual reimbursement or pro rata, per diem basis, The allowance is 
supposed to cover expenses of hotel, meals, gratuities, cab and limou- 
sine fares, and other incidental expenses. Based upon the average 
rates of hotels patronized by its executives, it is the opinion of the 
company that $15 per day is inadequate and would require its 
employees to seek second-rate accommodations, which has never 
been demanded by the company, The company has established these 
allowances after a careful study by each division which indicated 
that the actual travel expenses of its employees would equal or exceed 
these allowances. 

It is held that the reasons set forth by the company do not consti- 
tute grounds for regarding the per diem allowances which are in 
excess of $15 as equivalent to an accounting to an employer within 
the meaning of section 1. 169 — 17(b) of the regulations. 

(9) N corporation has plants. m cities X and X. The business of 
the company requires its employees to travel to all parts of the United 
States. Al] employees required to travel on company business are 
given per diem allowance as follows: 

salary 
gradee 

Salary gradee "1S" and 
For nights event ln: "t" through "11u above 
City Y $9. 00 $9 
City Y 11. 50 14 
Cities under 100, 000 14. 00 16 
Cities over 100, 000 and under 750, 000 17. 50 20 
Cities over 750, 000 (except New York City) 20. 00 23 
New York City 24. 00 27 
Nights on trains 10. 00 10 

The per diem rates are paid on the basis of 24 hours of travel time. 
For travel of less than 94 hours, the employee is reimbursed for actual 
expenses incurred and an accounting is required. Likewise, an em- 
ployee in a travel status for 47 hours would receive the per diem rate 
for one day and reimbursements for actual expenses after the first 
o4 hours. These rates are designed to provide for hotel accommoda- 
tions, local transportation, tips, telephone and telegraph charges, 
excess baggage charges, etc. There is no additional payment, except 
in unusual circumstances, where the employee's actual expenses mate- 
rially exceed the per diem allowance. A. ny adclitional payment is 
based on an actual accounting. 

Higher per diem rates are paid to employees in higher salary 
grades because such einployees holding highly responsible positions 
are expected to utilize accommodations conforming to their status as 
high level representatives of the company. 

N corporation has established to its satisfaction that its per diem 
rates are essentially equivalent to actual reasonable expenses. The 
executives charged with the adnfinistration of the travel policy regu- 
larly compare their personal travel expenses with the allowable per 
diem to test the reasonableness of the rates. The rates are reviewed 
from time to time and adjusted as circumstances may justify, and N 
corporation has furnished evidence both that the rates are reasonable 
for the area in which paid and that the rates are adjusted periodically 
in accordance with changing circumstances. 
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It is held that the per diem allowances paid to employees in salary rades "1" through "11, " set forth above, will be regarded as equiva- 
ent to an accounting to an employer under section 1. 162 — 17(b) of 

the regulations. The rates in excess of $15 for employees in salary 
grades "12" and above will not be so regarded, since tlie amounts 
by which they are greater than the allowances paid to other employees 
(and considered reasonable) are based upon differences in grade or 
salary rather than on geographical di6erences in costs. 

(3) Members of the uniformed services (Army, Navy, Air force, 
Marine Corps, Coast Guard, Coast and Geodetic Survey, and Public 
Health Service) are paid mileage and per diem allowances for oHi. — 

cial travel at rates prescribed in regulations promulgated by the 
Secretaries of the Army, Navy, Air Force, Treasury, Commerce, and 
FIealth, Education and Welfare under authority of section 808(h) of the Career Compensation Act, of 1949, 37 U. S. C. 253(a). Under this authority, Joint Travel Regulations for the Uniformed Services 
have been issued setting forth the rates to be paid meinbers of the 
uniformed services. 

In establishing travel allowance, the Secretaries concerned are re- 
quired under section 308(f) of the Career Compensation Act of 1949, to consider, in prescribing (1) monetary allowances in lieu of trans- 
portation, ~the average cost, of first-class transportation, including 
sleeping accommodations; (2) per diem rates, the current economic 
data on costs of subsistence, including lodging and other related nec- 
essary incidental expenses; and (3) mileage rates, the average cost of 
first-class transportation including sleeping accommodations and cur- 
rent economic data on the cost of subsistence. The rates fixed in the 
Joint Travel Regulations are frequently reviewed and revised. 

The maximum mileage allowances presently prescribed in the Joint 
Travel Regulations for travel within and without, the United States 
and the maximum per diem allowances in lieu of subsistence for travel 
within the United States are equal to or less than the i. ates referred 
to in Revenue Ruling 58 — 458. The current per diem allowances for 
overseas travel are prescribed in Table 8, Appendix B, of the Joint 
Travel Regulations. Most of these rates are lower than or equal to 
125 percent of the rates prescribed in the Standardized Government 
Travel Regulations, but a few are in excess of 125 percent of such 
1'ates. 

It is held that the per diem allowances for oScial travel at rates 
prescribed in Table 8, Appendix B of the Joint Travel Regulations 
will be regarded as equivalent to an accounting to an employer un- 
der section 1. 162 — 17 (b) of the regulations. 

(4) 0 corporation has a large number of employees who a, re re- 
quired to have their automobiles available for use on company busi- 
ness during normal work hours and periods of on-call duty although 
the actual mileage driven during any one month may not be very 
great. The rate of reimbursement for the travel expenses of these 
employees is 29. 7 cents per mile for the first 150 miles and 4. 7 cents 
per mile for all mileage over 150 miles in each month. Tlie policy 
of the company is to reimburse only for actual costs. Rates are ad- 
justed when it is determined that the costs have increased or de- 
creased. The present rates are designed to provide for reimburse- 
ment of fixed costs attributable to the company business by the mile- 
age paid for the first 150 miles of travel each month. 
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Duiing a, six-month period in 1958, 81 percent of the more than 

1, 500 employees reimbursed under these rates were reimbursed at rates 
averaging 12. 5 cents per mile or less. The remaining employees were 
reimbursed at rates ranging from 12. 6 cents per mile to 99. 7 cents 
per mile. The average rate for all employees during the period was 

8. 63 cents per mile. 
It is held that reimbursements under the system of 0 corporation 

constitute a reasonable business practice which will be regarded as 
equivalent to an accounting to an employer under section 1. 1M — 17(b) 
of the regulations. 

(5) Section 609(a) of the Postal Field Service Compensation Act 
of 1955, 39 U. S. C. 1009, as amended by Public Law 85 — '399, 85th 

Cong. , 72 Stat. 107, approved. May 14, 1958, provides that rural inail 
carriers shall be paid for equipment maintenance a sum equal to 10 
cents per mile for each mile or major fraction of a mile scheduled or 

@. 50 per day, whichever is greater. 
The provisions of I. T. 8541, C. B. 194o — 1, 41, as amplified by Reve- 

nue Ruling 55 — 687, C. B. 1955 — 2, 96, require rural mail carriers to 
report on their income tax returns all receipts and expenditures with 
respect to vehicular equipment maintenance by including the fixed 
minimum mileage allowance received in their gross income and de- 

ducting) to the extent supported by proper evidence, the cost of opera- 
tion, repairs, upkeep, and depreciation incurred in connection with 
the use of vehicles in the performance of mail service for the 
Government. 

In view of section 1. 162 — 17(b) of the regulations and Revenue 
Ruling 58 — 453, it is held that rural mail carriers are considered as 
having accounted to their employer for their business expenses for 
the pu~rposes of section 1. 169 — 17(b) of the regulations. No accounting 
will be required on their Federal income tax returns for such allow- 
ances or the expenses covered thereby if the total amount. of the allow- 
ances received does not. exceed such expenses. 

The foregoing examples illustrate some of the principles which are 
applied in cletermining what per diem and mileage allowance paid 
by particular employers, which do not, fall within the scope'of. Reve- 
nue Ruling 58 — 458, will be approved as reasonable business practices 
which will be regarded as equivalent to an accounting to an employer 
for the purposes of section 1. 162 — 17 (b) of' the regulations, 

To summarize, per diem ancl mileage allowances in excess of the 
rates allowed by Revenue Ruling 58 — 458 will not be approved where 
the rates vary with the grade or sa, lary of the employee. However, it 
is recognized that hotel and other costs in certain localities are higher 
than such costs in other localities and that reasonable tolerances in 
per die»i allowances based upon such variations may be the basis for 
a reasonable business practice that will meet the requirements of sec- 
tion 1. 162 — 17(b) of the regulatioiis. AVhile the Federal government 
pays generally the same allowances for travel anywhere in the United 
States, other employers may fix rates based upon the actual expenses 
of their employees with reasonable variations based upon differing 
costs in difi'erent localities in the United States, provided it is showii 
by objective evidence that. the rates are reasonable for the area in 
which paid and that it is the policy of the payor to adjust the rates 
periodically as changing circumstances require. Finally, it, is also 
recognized that certain fixed expenses of operating an automobile 
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while on the business of an employer may be incurred which will not 
be refiected in a fixed mileage rate for those employees who may only 
be required to drive a small number of miles in any period. Under 
these circumstances, it may be reasonable practice to provide either 
a minimum allowance or a mileage schedule which pays a greater 
rate for an initial number of miles and a lower rate for all excess 
miles, 

Although the above principles illustrate payments of per diem and 
mileage allowances to employees, which, because of unusual circum- 
stances, have been considered as an accounting to their employers 
for their business expenses, the requirement of Revenue Ruling 58— 
458, 8Mpte, that any employer who wishes per diem or mileage pay- 
ments to his employees to be so considered should direct a request to 
that effect to the Commissioner of Internal Revenue, is still in efi'ect. 
A. s specified in the Revenue Ruling, the request should set forth in 
detail an explanation of the arrangements under which these particu- 
lar allowances are paid and the reasons for his belief that his special 
circumstances justify the same treatment as that accorded allowances 
falling within the scope of this ruling. 

Section 6041 of the Code requires an information return to be filed 
by persons making payments to employees amounting to $600 or more 
in any year. Generally, if. any part of such amounts are not required 
to be reported on a Withholding Tax Statement, Form W — 2, they 
must be reported on Form 10W, U. S. Information Return. 

Section 1. 6041-4(i) of the regulations includes among the pay- 
ments that need not be reported on Form 1099, advances, reimburse- 
ments, or charges for traveling and other business expenses of an 
employee to the extent that the employee is required to account to his 
employer (within the meaning of that term as set forth in paragraph 
(b) (4) of section 1. 162 17 of the regulations) and does so account. 
Employees who receive per diem and mileage allowances within the 
scope of Revenue Ruling 58 — 4N, or under plans that are approved 
by the Commissioner as equivalent to an accounting for the purposes 
of section 1. 162 — 17(b) of the regulations, are considered to have been 
required to account to their employer within the meaning of section 
1. 6041 — 8(i) of the regulations. Therefore, such reimbursements need 
not be reported on Form 1099. 

To the extent that I. T. 3541 and Revenue Ruling 55 — 687 require a 
specific accounting "supported by proper evidence" on the part of a 
rural mail carrier who receives a fixed minimum mileage allowance 
for the cost of operation, repairs, upkeep, and depreciation incurred 
in connection with his use of a vehicle in the performance of his postal 
services for the Government, it is held that such rulings are super- 
seded by section 1. 162 — 17(b) (4) of the regulations and Revenue Rul- 
ing 58 — 458. 

Revenue Ruling 58-458, supra, is hereby amplified. 

SECTION 164. — TAXES 
26 CFR 1. 164 — 1: Deduction for taxes. Rev. Rul. 60 — 289 

The tax imposed by the California Cigarette Tax Law of 1060 is 
deductible under section 164(a) of the Internal Revenue Code of 



1954 by the distributor who aifixes the stamps, or imprints such 
stamps by means of a meter stamping machine or, as otherwise 
provided, mahes paynient of the tax to the State Board of Equaliza- 
tion. However, where the tax is imposed directly on the user or 
consumer by reason of his being the first person in possession in the 
State of untaxed cigarettes, such user or consumer may deduct the 
tax that he pavs directly to the State. 

Advice has been requested as to the deductibility, for Federal income 
tax purposes, of the cigarette tax imposed by the State of. California 
under the Cigarette Tax Law enacted in 1959. 

Part 13 of Division 2 of the California Revenue and Taxation Code, 
Enacted Statutes 1959, Chapter 1040, effective duly 1, 1959, known as 
the California Cigarette Tax Law, imposes on all cigarettes upon 
distribution a tax at the rate of one and one-half mills ($0. 0015) on 
each cigarette. The distributor, as defined in the statute, is required 
to pay the tax upon his distribution of cigarettes. However, where 
the user or the consumer is the first person in possession in the State 
of untaxed cigarettes transported to the State, he must pay the tax. 
The tax is prepaid by the distributor by the use of stamps or meter 
impressions which must be a%xed to each package of cigarettes before 
it is distributed. The stamps are purchased. from the State Board of 
Equalization and meter-machine settings are prepaid when the meter 
on the machine is sealed by the Board. Any cigarettes with respect 
to which the tax has been paid are not subject to the tax uyon subse- 
quent distribution. The distributors are required to obtain licenses, 
furnish bond, keep records, make reports, and pay the tax as provided 
in the law. 

Section 164(a) of the Internal Revenue Code of 1954 provides as 
follows: 

(a) GEivERAL RULE. — Except as otherwise provided in this section, there shall 
be allowed as a deduction taxes paid or accrued within the taxable year. 

Section 1. 164 — 1 of the Income Tax Regulations provides that, in 
general, taxes are deductible only by the person upon whom they are 
imposed. 

The tax, in the instant case, is imposed upon the distributor who 
first receives the cigarettes within the State. In those cases in which 
the retailer or consumer is the first person in possession in the State 
of untaxed cigarettes transported to the State, he must pay the tax. 
But inasmuch as the tax does not normally fall upon tile retailer, it is 
not a retail sales tax. 

Accordingly, it is held that the tax imposed by the California 
Cigarette T~ax Law of 1959 is deductible under section 164(a) of the 
Code by the distributor who apexes the stamps, or imprints such stamps 
by means of a meter stamping device, or otherwise makes payment to 
the State Board of Equalization. Since the tax is not a retail sales 
tax, it is not deductible by the purchasers of the cigarettes under the 
provisions of section 164(c) of the Code. However, where the tax has 
been imposed directly on the user or consumer by reason of his being 
the first person in possession in the State of untaxed cigarettes, the 
tax paid directly to the State by such user or consumer is deductible 
by him under the provisions of section 164(a, ) of the Code. 
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(Also Sections 162, 212; 1. 162 — 1, 1. 212 — 1. ) Rev. Rul. 60 — 866 
The cnorth Carolina primary filing fee, required of candidates for 

political oifice by section 168 — 120 of the General Statutes of North 
Carolina, is not deductible as a business expense under section 162 
of the Internal Revenue Code of 1054, or as a tax under section 164 
of the Code, or as an expense paid or incurred for the production of 
income under section 212 of the Code. 

Revenue Ruling 57 — 845, C. B. 1957 — 2, 182, is revoked. 

Advice has been requested whether a business expense deduction 
may be allowed a candidate for political once on account of the 
payment of the primary filing fee required by section 163 — 120 of the 
General Statutes of North Ca~rolina; also, whether the fiiling fee is a 
t, ax for Federal income tax purposes and deductible as such by the 
candidate for political office who paid it during the taxable year. 

Section 168 — 120, Chapter 168, of the General Statutes of North 
Carolina imposes a' filing fee on c~andidates for political oSce, in. terms 
as follows: 

Filing fees required of candidates in, primary. — At the time of filing a notice 
of candidacy for nomination for any congressional or State ofiice, including 
judges of the Supreme and superior court and solicitors, each candidate for such 
oifice shall pay to the State Board of Elections a filing fee of one percent of the 
annual salary of such office. At the time of filing a notice of candidacy for 
nomination for any legislative or county oifice, each candidate for such oifice 
shall pay to the countv board of elections of the county of their residence a filing 
fee of one percent of the annual salary of such office: Provided, that all candi- 
dates for nominatiou for any county or township office operated on a fee basis 
shall pay to the county board of elections a fiat filing fee as follows: County 
commissioners, ten dollars ($10. 00); county board of education, five dollars 
($5. 00); sheriff, clerk of the superior court and register of deeds, forty dollars 
($40. 00), plus one per cent (1%) of the income of the oflice above four thousand 
dollars ($4, 000. 00); and any other county ofiicc on a fee basis, twenty dollars 
($20. 00), plus one per cent (1%%us) of the income of the office above two thousand 
dollars ($2, 000. 00); township constable, ten dollars ($10. 00), plus one per cent 
(1%) of the income of the ofiice above one thousand dollars ($1, 000. 00); and 
justice of the peace, ten dollars ($10. 00), plus one per cent (1%) of the income 
of the oflice above one thousand dollars ($1, 000. 00). The filing fees which shall 
be paid by candidates for a county or township office operated on a part salary 
and part-fee basis shall be one per cent (1%) of the first annual salary received 
and shall not include any fees received. 

Section 162 of the Internal Revenue Code of 1054 provides for the 
deduction, in coniputiiig taxable income, of all the ordinary and 
necessary expenses paid or incurred during the taxable year in carrying 
on any trade or business. Section 1. 162 — 1 of the Income Tax Regula~ 
tions provides that among the items included in business expenses are 
management expenses, commissions, labor, supplies, incidental repairs, 
operating expenses of automobiles, etc. However, the expenses in- 
curred in contending for political ofFice are not included in trade or 
business expenses. The Supreme Court of the United States has held 
that the expenditures of one seeking election as a judge were not in- 
curred in carrying on the taxpayer's business of "judging. " See 
i1A'ch e/ F. 3fcDonaM v. Comnninioner, 'M8 U. S. 57, Ct. D. 1617, C. B. 
1M', 94. Similarly, in the instant case the payment of the filing fee 
is not an expenditure in carrying out the functions of the oSce to which 
the taxpayer may be elected. 

Section 164 of the Code provides, in part, as follows: 
(a) GExER~z. RvrE. — Except as otherwise provided in this section, there shall 

be allowed as a deduction taxes paid or accrued within the taxable year ' 
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The word "taxes" as used in the statute is nowhere defined in the 

Cocle, and, it must be "given its ordinary and commonly accepted 
meaning as established by the judicial decisions. " See United Ccats 

Iaido»ro!!ament Comp&gny v. Coniiiiisvsioner, 25 B. T. A. 1882 at 1384. 
Generally, the word has been defined as an exaction of the state laid 

by some rule of apportionment according to which the persons or 

property taxed shale the public burden and the proceeds of which 

go into the state's genera1 revenue fund. 
An important factor in distinguishing a fee from a tax is the pur- 

pose for the imposition of the charge. Clearly, if the only or the pri- 
mary purpose is the r;iising of revenue, the charge is a tax, and gov- 
ernmental regulation arisinq merely as an incident will not alter the 
character of the exaction, See lVard v. maryland, 12 Wall. 418. On 
the other hand, "if. the fee is exacted for the primary purposes of reg- 
ulating and restraining an occupation or privilege deemed dangerous 
to the public or to be specially in need of public control, and compli- 
ance with certain conditions is required in addition to the payment of 
the prescribed sum, such fee is a license "' "' *. A charge imposed as a 
consideration for a privilege granted one by a governmental unit is 
not a 'tax' in the sense in which the word is ordinarily used. " See 88 
Cor pn8 t'u~i8 8ecundum 452 and 458. 

As indicated above, a fee niay be viewed as purely a regulatory 
measure or as a charge for a privilege or a service rendered. In 
sVafionc/ Biscuit Co. v. City of Phi7adelphicii 98 Atl. (2d) 182, the 
Supreme Court of Pennsylvania notes that the distinguishing features 
of a, fee as a regulatory measure are (1) that it is applicable only to a 
type of business or occupation vvhich is subject to supervision and regu- 
lation by the licensing authorities; (2) that such supervision and 
regula, tion are in fact conducted by the licensing authority; (3) that 
the payment of the fee is a condition upon which the licensee is per- 
mitted to ti ansact his business or pursue his occupation; and (4) that 
the legislative purpose in exacting the charge is to reimburse the 
licensing authority for the expense of the supervision and regulation 
conducted by it. 

In Eider v. Douylc&sg, 109 Pac. 444, the Nevada Court considered a 
similar primary filing fee as a charge for a service and stated: 

The right of the legislature to exact a reasonable fee from eaudidates for offi&e 

lias been sustained in practically every state where a primary law exists, upou 
the saiue principle that fees in actions at law and proceedings in courts and for 
the filing and recording of do& uiuents are sustained. 

In ac J econ v. Durham County Boar&i, 21 S. E. (2d) 842, at page 84o, 
the Supreme Court of Xorth Carolina, referring to the Vorth Carolina~ 
provision here under consideration, observed: 

[The fee] is only one of the reasonable means adopted by the legislature to 
regulate primary electioiis for the selectiou of candidates for public oflice and to 
pi event au indiscriminate scraiuble for oifice and the wholesale filing of petitions 
for abomination regardless of fituess or qualification "::& ". dominations for 
office must be in accord with reasonable rules and regulatious. The power and 
authority to control and regulate primaries and elections as they affect county 
and State ofilces rests exclusively iu the legislative branch of the state govern- 
Il1 ell t. 

Since the Xorth Carolina Supreme Court has held this levy was to 
re&rulate the primary election and was not a revenue measure, it is a 
regulatory fee. A regulatory fee is not. a tax within the common and 



accepted judicial meaning of the term, and. hence this fee would not 
be deductible as a tax under section 164 of the Code. See I. T. 2796, 
C. B. XIII — 2, 48 (1984); and I. T. 8511, C. H. 1941 — 2, 90. 

Section 212 of the Code provides, in patt, that in the & use of an 
individual there shall be allowed as a deduction all the ordinary and 
necessary expenses paid or incurred during the taxable year for the 
production or collection of income. 

Section 1. 212 — 1(f) of the regulations provides that campaign ex- 
penses of a candidate for public once do not constitute an allowable 
deduction under section 212 of the Code. 

Accordingly, it is held that a business expense deduction may not be 
allowed to a candidate for political ofEce on account of the payment 
of the North Carolina primary filing fee which is required by section 
168 — 120 of the General Statutes of North Carolina. Also, the North 
Carolina primary filing fee is not a tax for Federal income tax purposes 
and the taxpayer, a candidate for political once, may not deduct the 
amount of the fee paid during the taxable year as a tax or as an expense 
paid or incurred for the production of income. 

In Revenue Ruling 57 — 845, C. B. 1957 — 2, 182, it was held that a 
similar filing fee required by New Mexico statutes to be paid to the 
Secretary of State of New Mexico by each candidate for primary elec- 
tion, constitutes a tax imposed by the State which is deductible for 
Federal income tax purposes. Inasmuch as that Revenue Ruling is in 
confiict with the principles stated above, it is hereby revoked. 

Pursuant to authority contained in section 7805(b) of the Internal 
Revenue Code of 1954, the provisions hereof in respect of the nonde- 
ductibility, as taxes, of the referred to filing fees paid by candidates 
for public once will not be applied to fees paid prior to January 1, 1961. 

State income taxes paid by a corporation on sales of its property 
in a section 887 liquidation. See Rev. Rul. 60 — 286, page 109. 

26 CFR 1. 164 — 4: Taxes for local benefits. Rev. Rul. 60 — 827 
Assessments paid by property owners to a city-created parking 

improvement district constitute assessments against local benefits 
of a kind tending to increase the value of the property assessed 
within the meaning of section 164(b) (6) of the Internal Revenue 
Code of 1$i4, where such assessments are used to provide public 
parking facilities in or near the district. 'Huch assessments are not 
deductible for Federal income tax purposes except for so much of 
such assessments a. s is properly allocable to maintenance or interest 
charges. 

Advice has been requested whether assessments paid by property 
owners to a city-created parking improvement district are deductible, 
for Federal income tax purposes, where such assessments are used to 
provide public parking facilities within the central business area of 
the city. 

In 1958 the city adopted a new zoning ordinance requiring mini- 
mum numbers of ofi'-street parking spaces for each building, deter- 
mined by a formula for each type, size, and use of the buildiiig. The 
downtown business district was excluded from the requirements of 
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this ordinance since it was realized that to require ou-street parking 
spaces in a built-up area would be unreasonable. Iji order to provide 
the needed downtown parking spaces, the city, pursuant to authority 
granted by the applicable state statute, created parking improvement 
districts which purchased or leased parlking lots in or near each park- 

ing improvement district. 
To finance the parking lots, the city levied special assessments 

against commercial properties in each district. The assessments were 
determined by first calculating the number of oG-street parking spaces 
each business would have been required to furnish if it were subject 
to the 1958 zoning ordinance. Then each such business was credited 
with the number of spaces it, alrea. dy provided on its own land or on 

the land of others occupied under a long-term lease. The assessment 
was then based upon the share of total required parking spaces not 
already provided by such business. The funds collected from these 
assessments Ivere placed in special funds to be used only for the pur- 
pose of financing the off-street parking program of each district. The 
parking lots are primally public in nature, but have the basic purpose 
of providing parking space for the commercial area and enhancing the 
economic activity of the area. Xone of the spaces in these parking lots 
are reserved for a taxpayer paying the assessment or for his tenants 
or customers. 

Section 164 of the Internal Revenue Code of 1954 provides, in part, 
as follows: 

(a) GENERAL RULE. — Except as otherwise provided in this section, there shall 
be allowed as a deduction taxes paid or accrued within the taxable year. 

(b) DEOUOTION DENIED Iv GABE oF CERTAIN TAXEs. — No deduction shall be 
allowed for the following taxes. 

(5) Taxes assessed against local benefits of a kind tending to increase 
the value of the propertv assessed; but this paragraph shall not prevent- 

(a) The deduction of so much of such taxes as is properly allocable 
to maintenance or interest charges ~ ~ ". 

Section 1. 164 — 4(a) of the Incoine Tax Regulations provides, in 
part, that so-called taxes, more properly assessments, imposed because 
of aiid measured by some benefit inuring directly to the property 
against which the assessment is levied do not constitute an allowable 
deduction from gross income. A. tax is considered assessed against 
local benefits when the property subject to the tax is limited to prop- 
erty benefited. Special assessments are not deductible even though an 
incidental benefit, may inure to the public welfare. Section 1. 164— 
4(b) of the regulations provides that insofar as assessments against 
local benefits are made for the purpose of maintenance or repair or for 
the purpose of meeting interest, charges with respect to such benefits, 
they are deductible. In such cases the burden is on the taxpayer to 
show the allocation of the amounts assessed to the difierent purposes. 
If the allocation cannot be made, none of the amount so paid is 
deductible. 

Revenue Ruling 58 — 478, C. B. 1958 — 2, 100, at 101 states that assess- 
ments paid to a, township ~authority by benefited property owners are 
not deductible either as charitable contributions or as taxes where 
the assessments are used for the constnxction of a sewer and water 
system. However, the same Revenue Ruling holds that contributions 
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to such township authority are deductible under section 170 of the Code by the donors as charitable contributions made to or for the use of a political subdivision of a State. 
It is generally agreed that the value of downtown business property in some nieasure depends upon the number of people that can be attracted to the area. A parking lot in the area which will ease trafiic 

congestion will ordinarily induce additional numbers of people to 
come into the aiea, and thereby increase the value of the property. In the instant case, each assessment is determined by the need for 
parking spaces created by each particular business and is, therefore, 
proportional to the benefit expected to be realized from the improve- 
meilts. 

Based on the foregoing, it is held that such assessment against 
property owners for a city-created parking improvement district to 
be used to provide public parking facilities in or near the district 
constitutes assessments against local benefits of a kind tending to in- 
crease the value of the property assessed within the meaning of section 
164(b) (5) of the Code, and are, therefore, not deductible, for Federal 
income tax purposes, except for so much of the assessments as is 
properly allocable to maintenance or interest charges. 

SECTION 165. — LOSSES 
26 CFR 1. 165 — 1: Losses. Rev. Rub 60 — 3o0 

Losses sustained froIn damage to property as the result of a "sonic boom" caused by an airplane exceeding the speed of sound constitute 
casualty losses and are deductible under section 165 ot the Internal 
Revenue Code of 1954. 

Revenue Ruling o9 — 844, C. B. 19o9 — 2, 74, superseded. 

Advice has been requested whether losses sustained from damage to 
property as the result of a "sonic boom" caused by an airplane exceed- 
ing the speecl of sound constitute deductible casualty losses for Federal 
income tax purposes. 

During an air show certain airplanes exceeded the speed of sound 
at an altitude lower than usual for such activity. The resulting 
"sonic boom" caused damage to property. 

Section 165 of the Internal Revenue Cocle of 1054 provides, in part, 
as fo110ws: 

(a) GENEEAr. RUIE. — There shall be alloived as a deduction any loss sustained 
during the taxable year and not compensated for bv insurance or otherwise. 

A 

(c) LI5IITATIoN oN Lo'ssEs oF INDIvIDUALs. — In the case of an individual, the 
deduction under subsection (a) shall be limited to— 

(1) Losses incurred in a trade or business; 
(2) Losses incurred in any transaction entered into for profit, though not 

connected with a trade or business and 
(8) Losses of property not connected with a trade or business, if such 

losses arise from Are, storm, shipwreck, or other casualty, or from theft. 

The term "other casualty, " as used in section 165 (c) (8) of the Code, 
relates to a casualty analogous to a fire, storm, or shipwreck, a common 
element of which is that the loss occurs suddenly or unexpectedly. 

usuv26' — Ql 6 
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In the instant case the damage resulted from a disturbance similar 

in some ways to a windstorm and was sudden and unexpected. . Such 

losses constitute casualty losses within the meaning of the foregoing 
section of the Code. See Bay Durdem et al. v. Comms'8' oner, 8 T. C. 1, 
acquiescence, C. B. 1944, 8. 

In view of the foregoing, it is held that losses sustained from damage 

to property as the result of a "sonic boom" caused by an airplane 

exceeding the speed of sound are casualty losses deductible under 

section 165 of the Code. The burden of proving that any damage to 
the property is the result of a "sonic boom" and the amount of the 

resulting loss rests on the taxpayer claiming the deduction. 
Revenue Ruling 59 — 844, C. B. 1959 — 9, 74, is hereby superseded. 

SECTION 167. — DEPRECIATION 

96 CFR 1. 167(a) — 1: Depreciation in 
genera, l. 

Rev. Rul. 60 — 358 

For Federal income tax purposes, the cost of leased or rented 
television films may be depreciated by use of the "income forecast" 
method. 

Advice lias been requested as to the proper method for recovering 
the cost of leased. or rented television films (including taped shows for 
reproduction) for Federal income tax purposes. 

It has come to the attention of the Internal Revenue Service that 
the methods of. computing depreciation described in section 167(b) 
of the Code are in most cases inadequate when applied to television 
films, resulting in a distortion of income on the returns filed by tax- 
payers deriving income from such films. This distortion is caused 
by a strikingly uneven fiow of income, earned by groups of programs 
within the series, resulting from contract restrictions, methods of 
distribution and audience appeal of the programs. If the film series 
is a success, additional income will be forthcoming from reruns over 
a period of years, depending upon its popularity; whereas, unsuccess- 
ful film series may produce little or no income after the initial ex- 
hibition. Thus the usefulness of such assets in the taxpayer's trade 
or business is measurable over the income it produces and cannot be 
adequately measured by the passage of time alone. Therefore, in 
order to avoid distortion, depreciation must follow the "fiow of in- 
come. " 

Some producers of television films have used the so-called "cost 
recovery' method in reporting their income. By use of this method, 
no taxable income is reported until the income from the films exceeds 
the cost thereof. However, such "cost recovery" method is not ac- 
ceptable for Federal income tax purposes. 

After an extensive study and consideration of the matter, the Serv- 
ice has concluded that the so-called "income forecast" method is read- 
ily adaptable in computing depreciation of the cost of television films 
without producing any serious distortion of income. This method re- 
quires the application of a fraction, the numerator of which is the 
income from the films for the taxable year, and the denominator of 
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which is the forecasted or estimated total income to be derived from the films during their useful life, including estimated income from foreign exhibition or otlier exploitation of such films. The term "in- 
come" for purposes of computing this fraction nieans income from the films less the expense of distributing the films, not including deprecia- tion. This fraction is multiplied by the cost of films which produced income during the taxable year, after appropriate adjustment for estimated salvage value. The "income forecast" method may be illus- trated as follows: 
Example: Certain television balms which produced income within the first tax- able year cost 800m dollars, after appropriate adjustment for esti- mated salvage value. The income therefrom for the first taxable year was 600x dollars; second year 150~ dollars; and third year, 800m dollars. Total estimated income to be derived from the Alms 1200m dollars. 
600m dollars 
1200 ll X 8004 dollars=400r dollars (first year's ilepreciatiim ) 1200'' dollars 
160' dollars 

X 800m dollars=100m dollars (secmid year's depreciation) 1200' dollars 
800m dollars 

X 800m' dollars=200@ dollars (third year's depreciation) 1200@ dollars 

If the estimated income from the television fihns should be less than 
the cost thereof, thus resulting in a loss, the use of the "income fore- cast" method for computing depreciation will refiect such loss in the 
proper taxable years based on the amount of income from the films 
derived in each taxable year. 

If in subsequent years it is found that the income forecast was sub- 
stantially overestimated or underestimated by reason of circumstances 
occurring in such subsequent years, an adjustnient of the income fore- 
cast for such subsequent years may be made. In such case, the 
formula for computing depreciation would be as follows: income for 
the taxable year divided by the revised estimated income (the current, 
year's income and estimated future income), multiplied by the unre- 
covered depreciable film cost remaining as of the beginning of the 
taxable year. 

The total forecast or estimated income to be derived from the films 
should be based on the conditions known to exist at tile end of the 
period for which the return is made. This estimate can be revised 
upward or downward, as explained above, at the end of subsequent 
taxable periods based on additional information which became avail- 
able after the last prior estimate. 

Accordingly, it is the position of the Service that the "income fore- cast" method described above constitutes an acceptable method for 
computing a reasonable allowance for depreciation of the cost of tele- 
vision films under section 167 (a) of the Code. 

In applying the above methods of depreciation, television films shall 
not be depreciated below a reasonable salvage value, such value being 
the amount which it is estimated will be realizable tipon sale or other 
disposition of such films when they are no longer useful in the ta, xpay- 
er's business or in the production of his income. The time when such 
films are no longer useful in the taxpayer's business, etc. , may vary 



k 1671 70 

according to his policy with respect to the use thereof. If the tax- 
payer's policy is to dispose of the films after the initial showing, the 
salvage value may represent a relatively large proportion of the origi- 
nal cost of such films. However, if the taxpayer customarily uses the 
films after the initial showing for reruns, syndication, foreign exhi- 
bition, or other exploitation thereof, the salvage value may represent 
a relatively small proportion of the original cost. If there is a rede- 
termination of the "income forecast, " as explained above, salvage value 
may be redetermined based upon tlie known facts at the time of such 
redetermination of the "income forecast. " 

The principle of "income forecast" as set forth in this Revenue 
Ruling is limited in its application to television films, taped shows for 
reproduction and other property of a similar character. 

Expenditures for sea walls to counteract land subsidence. See 
Rev. Rul. 60 — 386, page 107. 

26 CFR 1. 167(a) — 3: Intangibles. 

Depreciation deduction based upon exhaustion of right-of-way ease- 
ments for pipelines used to transmit gas for considerable distances. 
See Rev. Rul. 60 — 317, page 4M. 

Ct. D. 1848 96 CFR 1. 167(c) — 1: Limitation on methods 
of computing depreciation under section 
167(b) (9), (3), and (4). 
INCOME TAX — INTERNAL REVENUE CODE OF 1954 — DECISION OF COURT 

1. DEDUCTIONS FROM GROSS INCOME — DEPRECIATION — USEFUL LIFE- 
DKcLINING BALANcE METHCD — SALVAGE. 

The useful life of a depreciable asset, as dedned in section 1. 167(a) — l(b) of the Income Tax Regulations, is the period over 
which the asset may reasonably be expected to be useful to the tax- 
payer in his trade or business, and not the period of the economic 
life of the asset. The regulation is valid. 

Use of the double declining balance method is denied taxpayer 
in computing depreciation on its passenger cars in its rental auto- 
mobile business because it held the cars for less than the three years of 'useful life" required by section 167(c) of the Internal Revenue 
Code of 1954 as a condition precedent to the use of this method. 
The rental trucks had a useful life to taxpayer of at least three years aud taxpayer could elect to use the declining balance method of 
depreciation. Having elected to use this method, however, tax- 
payer's trucks could not be depreciated below a reasonable salvage 
value. 

There is nothing inherent in the declining balance system which 
requires that depreciation should be allowed beyond what reason- 
ably appears to be the price that will be received when the asset is retired. This system merely affects the timing of depreciation not 
the ultimate amount deductible. 
2. JUDGMENT AFFIRMED. 

Judgment of the United States Court of Appeals for the Third 
Circuit, 268 Fed. (2d) 604, alarmed. 
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SUPRExiE CDURT oF THE I. K&TED 6 I'ATES 

Tfte Hertz Corporatio», &t co& pore&tio» (successor by inc&ger to Z. ErunL Connoi', 
I»c. , a co& porat(o&&), petitio»e&' v. V»ited States of j»&erica 

On writ of certiorari to the Uuited States Court of Appeals for the Third Circuit 

[June 27, 1000] 

MR. JUSTICE CLARK delivered the opinion of the Court. 
This case like Xo. 141, &1Iassey &)Iotors, I&le. , v. U»itc&t States, and iXO. 143, 

Con&»&tssioncr v. Epans [Ct. D. 1347, page 445, this Bulletin], both decided today, 
involves the depreciation alloivable on cars and trucks use(1 by petitioner's 
predecessor in its automobile rental business during the vears 1054 — 1050, in- 
clusive. The taxpayer electe(1 to avail itself of. the accelerated method of 
depreciation provided in section 167(b) (2) ' of the Internal Revenue Code oi 
1954 — known as "the declining balaiice method. " Section 107(c) of the ('ode 
limits the use of this method to property "ivith a useful life of 3 years or more. " 
The applicable Treasury Regulation, section 1. 107(a) — 1(b), issued in 1050, de- 
fines useful life as the "period over which the asset may reasonably be expected 
to be useful to the taxpayer in his tra(le or business. . . . " Adinittedly, if this 
regulatioii is valid, taxpayer's passenger cars covered by it would not meet the 
three-year requirement oi' section 107(c). The Commissioner denied the peti- 
tioner the right to use the declining balance method as to those cars. What 
we have said in j&Iassey and Eyu&is, supra, disposes of the contention as to the 
meaning of "useful life" here. We therefore hold, as did the Court of Appeals, 
26S F. 2d 004, that the regulation as to "useful life" involved here is valid and 
applicable to petitioner. 

The reinaining issues pose questions that relate to the depreciation on the 
trucks of the taxpayer which concededly had a useful life in excess of three 
years and svere therefore subject to depreciation under the decliiiing balance 
method authorized umler section 167(b) (2). Treasury Regulation section 
1. 167(a) — 1(b), issued in 1050 and subsequent to some of the tax years involved 
in petitioner's claiiu, was applied by the Commissioner. He ruled that the 
salvage value of the trucks at the time of disposition niust be accounted for in 
the depreciation equation. Petitioner contended that this resulted in a retro- 
active application of the regulation and, in any event, it was invalid because it 
was not authorized under the 19O4 Code. After petitioner paid the assessed 
tax and was denied a refund, this case was filed. The trial court held in favor 
of petitioner, but the Court of Appeals reversed. It held that the regulation 
applied and svas not retroactive because it ivas only declaratory of existing law 
and that salvage value must be computed in the depreciation equation. 1Ve 
granted certiorari, 361 C. 8. Sll, and heard the case as a companion to &IIassegr 

and Epa»s, s»pra. AVe agree ivith the result reached by the Court of Appeals. 
Petitioner succeeded J. Frank Connor, Inc. , by inerger in July 1950; the taxes 

accrued against Connor during the fiscal years 1954, 1955, and 1950. Connor was 
engaged in the business of renting and leasing automobiles and trucks, without 
drivers, during the pertinent years. In the preparation of its returns for the 
vears ending IIarch 31, 1954, 10o5, and 1050, Connor claimed depreciation on 

its automobiles on the basis of a four-year useful life. The taxes so computed 

' The statute provides: 
"(b) s * s the term 'reasonable allowance' * * * shall include * " s an allowance 

computed in accordance with regulations prescribed by the Secretary or his delegate, under 
any of the following methods: 

"(1) the straight line method. 
"(2) the declining balance method, using a rate not exceeding twice the rate which 

would have been used had the annual allowance been computed under the method described 
in paragraph (1), 

The applicable regulation provides: 
"Ssc. 1, 167(b) — 2. Dscr. &sino Bsi«xcs Xisrnon. — 
"(a) Appttcutto&s of &net&&od. — Under the decfining balance method a uniform rate is 

applied each year to the unrecovered cost or other basis of the property. The unrecovered 
cost or other basis is the basis provided by section 167(f), adjusted for depreciation previ- 
ously allowed or allowable, and for all other adjustments provided by section 1016 and 
other applicable provisions of l«w. The declining balance rate may be determined without 
resort to formula. Such rate determined under. section 167(b) (2) shall not exceed twice 
tlie appropriate straight line rate computed without adjustment for salvage. While sal- 

vsge is not taken into account in determinmg the annual allowances under this m& thod, 
in no eve&it shall an asset (or an account) be depreciated below a re«sonable salvage value. 
See section 167(c) and sec. 1. 167(c) — 1 for r&strictions on the use of the declining balance 
metho&l. " 
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xvere paid. Subsequently, and after merger, petitioner filed claims for refund 
on all three years. This claim was based on an election in accordance with 
$ 1. 167(c) — 1(c) ) of the Treasury Regulations issued under the 1054 Code, 
relating to the declining balance method of depreciation, ' We see nothing to 
the contention of retroactive application. The petitioner chose his own weapon, 
began the struggle under it and, at this late date, cannot be allowed ta 
abaudon it. 

As to the salvage issue, the petitioner claims that, under the method he chose, 
the Congress built in an artificial salvage value, t. e. , the amount remaining 
a. fter the application of the depreciation equa. tion. The regulation, however, 
says that "in no event shall an asset. . . be depreciated below a reasonable sal- 
vage value. " The issue is the narrow one of whether this regulation is valid 
under the congressional authorization providing that, as to depreciation, the 
term "reasonable allowance" shall include an allowance "computed in accord- 
ance with regulations prescribed by the Secretary or his delegate. " Internal 
Revenue Code of 1954, sectio~ 167(b). We think that it is. 

As we pointed out in the companion cases, the purpose of depreciation account- 
ing is to allocate the expense of using an asset to the various periods which are 
benefited by that asset. The declining balance method permits a rapid rate of 
depreciation in the early years of an asset's life. The Congress has permitted 
under this method an allowance not to exceed twice the "straight line" rate, 
which rate was approved in Jjf(tssey and Evttns, sttpra. In application, the tax- 
payer contputes his straight-line percentage rate and then doubles it for the first 
year. This doubled rate is then applied each subsequent year to the declining 
balance. Because of a belief that most assets do lose more value in the earlier 
years, this method is justified as an attempt to level off the total costs, including 
maintenance expense, which will generally be greater in the later years. This 
tneans, even under the Commissioner's theory, that if an asset is disposed of early 
in what was expected to be its useful life in the business, the depreciation taken 
may greatly exceed the difference between the purchase price of the asset and 
its retirement price; this is a result of the conscious choice to permit rapid 
depreication. But this, by hypothesis, is an unusual situation. There is nothing 
inherent in the declining balance system which requires us to assume that de- 
preciation should be allowed beyond what reasonably appears to be the price that 
will be received when the asset is retired. This would permit a knowing dis- 
tortion of the expense of employing the asset in the years after that point is 
reached. It therefore appears that the interpretation contended for by the tax- 
payer does not comport with the overriding statutory requirement that the de- 
preciation deduction be a reasonable allowance. Section 167(a). 

ln challenging the regulation, the taxpayer relies upon the following excerpt 
from S. Rep. No. 1622, 88d Cong. , 2d Sess. 201: 

"The salvage value is not deducted from the basis prior to applying the 
rate, since under this method at the expiration of useful life there remains 
an undepreciated balance which represents salvage value. " 

The regulation is consistent with the first part of the sentence, for salvage value 
is not deducted from the basis prior to the application of the rate. But petitioner 
contends that the regulation is contrary to the second part of the sentence which 
appears to equate salvage value under the declining balance method with the 
mathematical residue which must always exist under the system. This, it ap- 
pears to us, is but recognition that under this method there is some theoretical 
salvage value always left. But it only "represents salvage value" and when 
true salvage value exceeds this amount, the latter controls. Aioreover, the regu- 
httion can only carry out the fundamental concept of depreciation — that it is 

s "Ssc. 1. 167 (c) — 1. I IEHTATIoNs oN METHoDs os' CostPUTING DEPREcIATIoN UNDER SEOTfoN 167(b) (2), (9), aud (4) 
a 

"(c) Eteotion to use methods. — Subject to the limitations set forth iu paragraph (a) of this section, the methods of computing the allowance for depreciation specified in sec- tion 167(b) (2), (9), and (4) may be adopted without permission aud no formal election is required. In order for a taxpayer to elect to use these mehods for auy propertv de- scribed iu paragraph (a) of this section, he need only compute depreciation thereon under any of these methods for any taxable year ending after December 81, 1958, in which the property may first be depreciated by him. The election with respect to any property shall uot be binding with respect to acquisitions of similar property iu the same rear or subse- quent year which are set up in separate accounts. If a taxpayer has filed his return for a taxable vear ending after December 31, 1958, for which the return is required to be filed on or before September 15, 1956, au election to compute the depreciation allowance under uuy of the methods specified in section 167(b) or a change in such an election may be made in au ameuded return or claim for refund fi]ed on or before September 15, 1956. " 
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allowable only in such:lulouut, together with salvage value, as will effectuate 
the recovery of cost over the period of useful life. Icurtherlnore, the House Re- 
port said that, "The chauges »lade by your couunittee's bill merely affect tbe 
timing and not the ultimate amount of depreciation deductious with respect to 
a property. " ' Senator H»mphrey stated that under the declining balance method "[t]he total deduction over the life of the property will not be iucreased and only 
the sanle total sunl will bc given as a tax deduction o "::. " Hearings before 
the Senate Committee on Finance, 86d Coug. , 2d Sess. , Pt. 1, 95. Both of these 
state&»e»ts cle&lrly support the regulation, since, if the taxpayer prevailed, it. 
would be able to take a greater total amount of depreciation under the declinin ~ 

balance method than under the straight-line method, even if salvage value under 
the latter method were limited to scrap value. 

Petitioner also seems to rely ou administrative interpretatiou. He cites a 
footnote to what is kuown as Form 2106, issued by the Commissioner. This 
footnote Xo. 41 reads, "Salvage value is estiluated resale or trade in value of 
the vehicle, determined at the time of purchase. If declining balance method 
of depreciation is used, disregard salvage value i» computing depreciation. " 
Petitioner says this is a direct instructio» to "disregard salvage value" entirely 
since it is built into the e&iuation. However, we are not inclined to give the 
footnote such weighty consideration. The fornl is but a worksheet and the foot- 
note appears to refer to the fact. that salvage value is disregarded at the outset 
of the applicatiou of the depreciation equation, as provided by the Code. We 
likewise place no weight in the renlaining peripheral arguments of the petitiouer 
that salvage must be ignored altogether in the application of the declining bal- 
ance method. 

The judgment is 

Affirmed. 

MR. JUsTIGE DoUGLA$ dissents. 
MR. JUsTIcE HARLA'v, whom IIR. JUsTIcE WHITTAKER, and MR. JUsTIcE STEwART 

join, coucurring, in a separate opinion. 

26 CFR 1. 167(e) — 1: Change in method. 

Adjustments to basis for pre-]01, '3 clepreciation rec]uirecl by taxpay- 
er's change from the retirement method of computing depreciation 
to another method of computing depreciation. See Rev. Rul. 60 —:300, 
page 468. 

SECTION 170. — CHARITABLE, ETC. , CONTRIBU'TIONS 
AND GIFTS 

Rev. Rul. 60 —:367 26 CFR 1. 170 — 1: Charitable, etc. , contributions 
and gifts; allowance of deduction. 

(Also Sections 2055, 2522; 20. 2055 — 1, 25. 2522 (a) — 1. ) 
Contributions made to a college for the purpose of acquiring or 

coustructing a housing facility for use by a designated frateruity, 
under certain terr»s and conditions, constitute allowable 
deductions by the donors in computing their taxable income in the 
nlanner and to the extent provqded in section 170 of the Internal 
Revenue Code of 1954. It is further held that the alnount of all 
bequests, devises, legacies, and transfers to the college for such pur- 
poses will be deductible fronl the gross estates of decedents for 
Federal estate tax purposes; and the llmouut of all gifts to the 
college for such purposes will be deductible from the amount. Cf 
gross gifts made by donors during a calendar vear for Federal gift 
'tax pul'poses. 

s H. R. Rep. slo. 1887, 88d C. ong„2d Sess. 25. 
Senator Minikin made a similar statement on the floor of the Senate, but preceded it 

with the observation that depreciation cannot exceed the cost of the asset. Th«vay isa 

which the Senator presented the matter suggests that he did not mean that total deprecia- 
tion taken could not be greater under the declining balance method of depreciation than 
under the other accepted &nethods. IIowever, no such qunuflcation limits the impact of th& 

statement in the IIou. e Report. 



Advice has been requested whether gifts made to a university or 
college (hereinafter referred to as college) for the purpose of acquir- 

ing or constructing a housing facility for a designated fraternity, 
title to which will be in the college, are deductible for Federal income 
tax purposes under section 170 of the Internal Revenue Code of 1954 
and are also deductible for estate and gift tax purposes under sections 
9055 and 2592, respectively, of the Code. 

3. college has an enrollment of about 600 students. For many 
years housing for these students has been principally furnished either 
through college-owned dormitories or by fraternities. The college- 
owned dormitories accommodate approximately 115 students and the 
fraternities accommodate approximately 850 students. The remain- 
der of the students either live at home or rent rooms in private homes 
in the college town. 

Over the past several years increasing difhculty has been encoun- 
tered by the fraternities in properly maintaining their houses and in 
establishing any program of new construction to replace inadequate 
and deteriorated facilities. Accordingly, in a number of instances 
the presently existing fraternity houses are in a physical condition 
which does not measu~re up to the standards desirable for the housing 
of college students. Recognizing the importance of fraternity houses 
to the overall student housing problem and to student recruitment and 
enrollment, , the college trustees have adopted an oScial policy of 
improving and providing proper housing for all fraternity members 
as a part of the college's activity or function of seeing that all its 
students are properly housed. 

A number of prospective donors have indicated an interest in mak- 
ing gifts to the college for the purpose of improving the housing 
conditions of the fraternity members. The proposed gifts will be 
used by the college for the construction of housing for fratern. ity 
members or, in the event that the college had acquired ownership of 
existing fraternity housing, for the reconstruction and remodeling of 
such houses. None of the funds will be expended on improvements 
ov ned by any one other than the college. 

It is anticipated that various donors may desire to designate the 
use of part or all of their gifts for housing to be occupied. by members 
of particular fraternities. It will be the policy of the college to allow 
such clesignation and to honor the designation so long as this is con- 
sistent with the policy, needs, and activities of the college, but it will 
accept gifts with such designation only with the understa~nding that 
the designation is not to restrict or limit the full ownership rights of 
the colle~ge in the property acquired by use of the gift, or the future 
uses which the college may determine to make of the property. 

It is the expectation and declared policy of the college trustees that 
all frateimities will ultimately be treated alike by administrative 
control over the types of gifts accepted. Some fraternities, by reason 
of donor designation of gifts, may have their housing conditions 
improved sooner than othe~rs, but it is the policy of the college that 
ultimately all fraternities shall be on a comparable basis. It is the 
policy of the college that the amounts spent on a fraternity house, the 
size, the character and architecture of the accommodations will be 
controlled and determined by the college and will be consistent with 
the college's policy in respect of nonfraternity housing. 



The contemplated housing will be owned by the college and will be 
rented to fraternity members either as fraternity groups or as indi- 
vidual students, but leases will be for short-term periods. The rentals 
in either case will be substantially equivalent to the rentals charged 
for comparable housing facilities in the college dormitories 

Section 170(a) (1) of the Code states thai there shall be allowed as 
a deduction any charitable contribution (as defined in subsection (c) ), 
payment of which is made within the taxable year. Charitable contri- 
butions as described in subsection (c) include contributions or gifts to 
or for the use of a corporation organized and operated exclusiv~ely for 
educational purposes. Sections 20~55 (a) and 2522 of the Code provide, 
respectively, deductions for Federal estate tax and gift tax purposes 
for bequests and gifts to m for the use of corporations organized and 
operated exclusively for educational purposes. 

The Z' college is a corporation organized and operated exclusively 
for educational purposes. A gift to the college for the educational 
purposes of the college would be deductible under section 170(a) of 
the Code. On the other hand, a gift to a social fraternity for the 
purposes of the fraternity would not, be a gift to a corporat'wn organ- 
ized and operated exclusively for educational purposes and would not 
be deductible. See G. C. M. 5952, C. B. VIII — 1, 172 (1929), and Hev. 
Rul. 56 — 829, C. B. 1956 — 2, 125. 

A college might properly adopt as incident to its educational 
activities a program to assist in the housing of all its students by 
providing dormitories, by providing an information or rental once to 
obtain accommodations for its students in private homes, by exercising 
control over housing for its students, by purchasing or constructing, 
owning and operating houses for fraternity students, or by a combina- 
tion of such activities. The furnishing of housing for fraternity 
members ~ould not cease to be a college activity because the college 
participated in or undertook plans to have the whole or a part of the 
cost of a fraternity house defrayed by gifts from alumni of a 
particular fraternity. In order, however, for the gift to be deductible 
as a gift to the college, it must in reality be a gift to the college and 
must not, be a gift to the fraternity by using the college as a conduit. 

The e8ect of designation by a, donor as to the fraternity house for 
which his gift is to be used must not be such that his gift is for the 
benefit of the fraternity rather than for the benefit of the college. 
Therefore, the college must, as the r esult of the gift, have the attr ibutes 
of ownership in respect of the donated property, a~nd its rights as an 
owner must not, as a condition of. the gift, be limited by conditions or 
restrictions which in effect make a private group the beneficiary of the 
donated property. The making and acceptance of a gift on conditions 
which confer substantial rights on a private group are inconsistent 
with a gift wholly to the college. The college should, as an owner, be 
free to use the property acquired with the gift as its future policy 
suggests or requires. 

It is noted that it is the policy of the X' college to permit, donors to 
designate the fraternity for the housing of whose members they desire 
their. gifts to be expended and to honor such designation insofar as 
possible, but that the college accepts such gifts only with the under- 
standing that, although it may be the practice of the college to lease 
the house to the designated fraternity, the college v ill not. be obli- 
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gated to such use of the house or to make such lease. It is noted that 
it is also the policy of the X college that the contemplated housing 
will be leased under short-term leases at rentals which are closely 
comparable to the rentals charged for comparable housing facilities 
in the college dorinitories wliich in some cases may be less tlian com- 

mercial rentals. Such a policy is consistent with tlie concept that 
fraternity housing is merely an extension of the dormitory system 

and is consistent with rights of ownership in the college, just as the 
rental of dormitory rooms to students at less than commercial rentals 
is consistent with the college's ownership of the dormitory. How- 

ever, an obligation or understanding that the property will be leased 
to a designated fraternity under a long-term lease may be inconsistent 
with full ownership rights in the college. 

It is the policy of' the X college that arrangements regarding con- 

struction, maintenance, and operation of the fraternity housing will be 
consistent with the pattern for other student housing, and the college 
will retain discretion and control with respect to the amount spent on 
a fraternity house and with respect to the size, character, and archi- 
tecture of the accommodations. 

To sumniarize: 
(1) The X college has officially adopted a clearly defined policy 

of providing proper housing for all its students. A part of this 
official policy to which the college has committed itself is the 
improving and providing of appropriate housing for all frater- 
nity members. 

(9) In keeping with this policy, the college will accept gifts 
designated for improving or building a, house for a designated 
fraternity and will honor such designation so long as this is con- 
sistent with the policy, needs, and activities of the college, but the 
terms of the gift and the acceptance make it clear that the designa- 
tion does not restrict or limit the full ownership rights of the 
college in the property acquired by use of the gift or future uses 
which the college may determine to make of the property. 

(3) The college retains and presumably will exercise discretion 
and control with respect to the amount spent on a fraternity house 
and with respect to its size, character, and architecture, which 
will be consistent with the standards abend pattern of the college 
for other student housing and consistent with the expressed hous- 
ing policy of the college. No part of the gift v ill be spent on 
improvements owned by any one other than the college. 

(4) The policy of the college is that, leases will be for short- 
term periods and rentals will be closely coniparable to the rentals 
charged for comparable housing facilities in the college dormi- 
tories. 

In view of the foregoing, it is held that contributions or gifts made 
to the X college, under the circumstances outlined above, for the pur- 
pose of acquiring or constructing fraternity houses which will be 
owned by tlie college, constitute allowable deductions by donors in 
computing their taxable income in the maiiiier and to the extent pro- 
vided in section 170 of the Code. 

It is further held tliat the amount of all bequests, devises, legacies 
and transfers to the X college for the purpose and under the circum- 
stances outlined will be deductible, under section 2055 (a) of the Code, 
from the gross estates of decedents in computing the value of the 
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taxable estate for Federal estate tax purposes; and the amount of alj 
gifts to the. V college for these purposes and under the outlined cir- 
cumstances will be deductible, under section 2522 of the Cocle, from 
the amount of gross gifts in computing taxable gifts made by &konors 
during a calendar year for Federal gift tax purposes. 

(Also Sections 2055, 2&522&; 20. 2055 — 2, 25. 2522 Rev. Rul. 60 — 385 
(a) -2. ) 

Avhere a trust instrument provides that the trust income shall be 
paid to a life tenant, that the corpus may be invested in stock of 
regulated investment companies, and that dividends received by the 
trustee which represent capital gains realized from the sale of 
securities owned by such companies shall be treated as corpus and 
held for the benefit of a charitable remainderman, then the chari- 
table remainder interest is severable from the noncharitable inter- 
est, and its present worth may be ascertained. The present v orth 
of such a charitable remainder is deductible for income, estate, and 
gift tax purposes in the manner and to the extent provided in sec- 
tions 170, 2055, and 2522 of the Internal Revenue Code of 1954. 

However, if the trust instrument provides that dividends repre- 
senting capital gains realized as aforesaid shall (or, in the trustee's 
discretion, may) be treated as income and paid to the life tenant, or 
if the instrument could be so construed under applicable local law, 
then the charitable interest is not severable from the noncharitable 
interest since no known formula has been advanced for ascertaining 
the value of the charitable interest. Therefore, no deduction for 
income, estate, or gift tax purposes is allowable i~ith respect to the 
transfer. 

Revenue Ruling 55-620, C. B. 1955 — 2, 56, revoked. 

Advice has been requested concerning the alnount of allowable 
charitable deduction in a case where the charitable remainder interest 
in a, trust may or may not be severable from the noncharitable interest, 
depending upon whether the capital gains received are added to the 
trust income or corpus. 

A taxpayer transferred property to an irrevocable trust, with direc- 
tions to pay the trust income to his son for life and on the son's death 
to deliver the trust corpus to a charitable organization which meets 
the requirements of section 170 (income tax), section 2055 (estate tax) 
and section 2522 (gift tax) of the Internal Revenue Code of 1954. 
The trust instrument provides that the corpus of the trust may be 
invested in stock of regulated investment companies and that divi- 
dends received by the trustee which represent capital gains realized 
from the sale of securities owned by such companies shall be treated 
as corpus and held for the benefit of the charitable remainderman. 

I. T. 3707, C. B. 1945, 114, holds that where a, taxpayer creates an 
irrevocable trust, reserving the income to himself for life with re- 
mainder to a charitable organization which meets the requirements of 
section 28 (o) of the Internal Revenue Code of 1%0 (corresponding to 
section 170 of the 1954 Code), the present value of the remainder 
interest is deductible in the manner and to the extent provided in such 
section. 

Section 20. 2055 — 2 of the Estate Tax Regulations and section 
25. 2522(a) — 2 of the Gift Tax Regulations provide, in part, that where 
a trust is created or property tr~ansferred for both a charitable and 
a private purpose, a decluction may be taken only insofar as the 
charitable interest is presently ascertainable and hence severable from 
the noncharitable interest. 



Accordingly, it is held that where, as under the present facts, the 
charitable remainder interest is severable from the noncharitable in- 

terest, its present worth may be ascertained by multiplying the fair 
market value of the transferred property by the appropriate actuarial 
remainder factor lrom Table I of section 25. 2512 — 5 of the Gift Tax 
Regulations or Table I or II of section 20. 2031 — 7 of the Estate Tax 
Regulations, whichever is applicable. The present worth so deter- 
miiied is deductible for income, estate or gift tax purposes in the 
manner and to the extent provided in sections 170, 2055, and 2522 of 
the Code. 

However if the trust, instrument provides that dividends represent- 
) 

ing capital gains realized as aforesaid shall (or, in the trustee s discre- 
tion, may) be treated as income and paid to the life tenant, or if the 
instrument could be so construed under applicable local law, then the 
charitable interest is not severable from the non-charitable interest 
since no knohvn formula has been advanced for ascertaining the value 
of the charitable interest. Therefore, no deduction for income, estate, 
or gift tax purposes is allowable with respect to the transfer. 

In view of the position taken in Revenue Ruling 55 — 620 and pur- 
suant to authority contained in section '?805(b) of the Internal Rev- 
enue Code of 1954) the latter conclusion above, relatinp to capital gains 
treated as income to the life tenant, will not. be apphed in the case of 
contributions and gifts made before January 1, 1961. 

Revenue Ruling 55 — 620, C. B. 1955 — 2, 56) holds that the present 
worth of the remainder interest in an irrevocable trust passing to a 
charity, where the trust corpus is to be invested in stock of a regulated 
investment, company and trust income is to be paid to the donor for 
life, is deductible by the donor in the manner and to the extent pro- 
vided by section 170 of the Code, irrespective of whether the capital 
gain dividends received by the trustee are distributed as income to the 
donor or added to the corpus of the trust. Because Revenue Ruling 
55 — 620 is contrary to the above-stated position, it is hereby revoked. 

Transfer of limited partnership interest, to charitable organization. 
See Rev. Rul. 60 — 352) page 208. 

SECTION 172. — NET OPERATING LOSS DEDUCTION 
26 CFR 1. 1?2: Statutory provisions; T, D. 6486 ' 

net operating loss deduction. 
TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 

INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 81, 1958 

Regulations under section 172 of the Internal Revenue Code 
of 19&4, relating to net operating loss deduction, amended. 

DEPARTMENT OF TIIE TREASURY) 
OFFIOE oI' CDMMIssloNER oF INTERNAL REVENUE) 

TW'cehingtcm 85) D. C. 
To Officere rnid L")np/oyeeg of the Internal Revenue Service art@ 

0ther8 Concerned: 
On January 9, 1960, notice of proposed rulemaking with respect 
' The publication of this Treasury Decision in 25 F. R, 7788, dated August 13, 1960, con- 

tains (1) instructions for modifying the notice of proposed rulemaking published in 25 F. R. 178, dated January 9, 1960, and (2) the full context of the regulations with such 
modifications. As here published, the Treasury Decision reilects the full context of such 
regulations, with modifications, The individual instructions hare been omitted. 
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to the alnendment of the Income Tax Regulations (26 CFR Part 1) 
under section 172 of the Internal Revenue Code of. 1054 (relating to 
the net, operating loss deduction) to reflect the changes made by 
sections 14 and 64(b) of the Technical Amendments Act of 1058 
(72 Stat. 1611 and 1656) and section 208 of the Snrall Business Tax 
Revision Act of 1058 (72 Stat. 1678) [P. L. 85 — 866, C. H. 1058 — 8, 254] 
divas published in the Federal Register (25 F. R. 178). After con- 
sideration of all such relevant niatter as was presented by interested 
persons regarding the rules proposed, the folloiving amendment, of 
the re~mdations is hereby adopted. 

PAR~AGRAPEI 1. Section 1. 172 is revised to read as follows: 
f 1. 172 STATUTORY PROVISIONS; NET OPERATING LOSS DEDUCTION. 

SEC. 172. NET OPERATING LOSS DEDUCTIOX. 
(a) DEDUGTIoN ALLowED. — There shall be allowed as a deduction for 

the taxable year an amouut qua] to the aggregate of (1) the net operat- 
ing loss carryovers to such vear plus (2) the net operating loss carrybacks 
to such year. For purposes of this subtitle, the term "net operating 
loss deduction" means the deduction allowed by this subsection. 

(b) iNET OPERATING LOSS CARRYRACKS AND CARRYOVERS. — 
(1) YEARS To wHICH Loss AIAY DE cARRIED. — A net operating loss 

for any taxable year ending after December 31, 19O7, shall be— 
(A) A net operating loss carryback to each of the 3 taxable 

years preceding the taxable year of such loss, and 
(B) A net operating loss carryover to each of the 3 taxable 

years following the taxable year of such loss. 
(2) AIIOUNT oF CARRYRACKs AND cARRYovcRs. — Except as provided 

in subsection (i), the entire amount. of the net operating loss for any 
taxable year (hereinafter in this section referred to as the "loss 
year") shall be carried to the earliest of the 8 taxable years to 
which (by reason of subparagraphs (A) and (B) of paragraph (1) ) 
such loss may be carried. The portion of such loss which shall be 
carried to each of the other 7 taxable years shall be the excess, if 
any, of the amount of such loss over the sum of the taxable in- 
come for each of the prior taxable years to which such loss may 
be carried. For purposes of the preceding sentence, the taxable 
income for any such prior taxable vear shall be computed— 

(A) With the modifications specified in subsection (d) other 
than paragraphs (1), (4), and (6) thereof; and 

(B) By deterInining the amount of the net operating loss 
deduction without regard to the net operating loss for the loss 
year or for any taxable year thereafter, 

and the taxable income so computed shall not be considered to be 
less than zero. 

(c) NET OPERATING Loss DEFINED. — Ii'or purposes of this section, the 
term "net operating' loss" means (for any taxable year ending after De- 
cember 31, 1953) the excess of the deductions allowed by this chapter 
over the gross income. Such excess shall be computed uith the modifi- 
cations specified in subsection (d). 

(d) MCDIFICATIONS. — The DIodifications referred to in this iection 
are as follows: 

(1) NET OPERATING ross DEDUcTIoN. — No net operating loss deduc- 
tion shall be allowed. 

(2) CAPITAL GAIivs AND Losszs oF TAXPAYERs CTIIER THAN coRPGRA- 
TIovs. — In the case of a taxpayer other than a corporation— 

(A) The amount deductible on account of losses from sales 
or exchanges of capital assets shall not exceed the amount 
includible on account of gains from sales or exchanges of capital 
assets; and 
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(B) The deduction for long-term capital gains provided by 
section 1202 shall not be allowed. 

(8) DEDUcTIoN roR PERsoNAr. EXEMPTIGNB. — No deduction shall 
be allowed uuder section 161 (relating to personal exemptions). Xo 
deducation in lieu of any such deduction shall be allowed. 

(4) XGNBUBINEss DEDUcTIGNs oF TAxPAYERs CTHER TIIAN coRPGBA- 

TroNs. — In the case of a taxpayer other than a corporation, the 
deductions allowable by this chapter which are not attributable to 
a taxpayer's trade or business shall be allowed only to the extent 
of the amount of the gross income not derived from such trade or 
business. For purposes of the preceding sentence— 

(A. ) Any gain or loss from the sale or other disposition of- 
(i) Property, used in the trade or business, of a character 

which is subject to the allowance for depreciation provided 
in section 167, or 

(ii) Real property used in the trade or business, shall 
be treated as attributable to the trade or business; 

(B) The rnodifieations specified in paragraphs (1), (2) (B), 
and (8) shall be taken into account; and 

(C) Any deduction allowable under section 165 (c) (8) (relat- 
ing to casualty losses) shall not be taken into account. 

(6) SPECIAL DEDUcTIoNs Fos coRPGRATIGNs. — No deduction shall 
be allowed under section 242 (relating to partially tax-exempt in- 
terest) or u~der section 922 (relating to Western Hemisphere trade 
corporations). 

(6) CGMPUTATION oF DEDUGTIoN FGR DIvIDENDB REOEIVED, ETO. — 
The deductions allowed by sections 248 (relating to dividends re- 
ceived by corporations), 244 (relating to dividends received on cer- 
tain preferred stock of public utilities), and 245 (relating to divi- 
dends received from certain foreign corporations) shall be computed 
without re ard to section 246(b) (relating to limitation on aggre- 
gate amount of deductions): and the deduction allowed by section 
247 (relating to dividends paid on certain preferred stock of public 
utilities) shall be computed without regard to subsection (a) (1) 
(B) of such section. 

(e) LAw APPLIcABLE To CCIIPUTATIGNs. — In determining the amount 
of any net operating loss carryback or carryover to any taxable year, 
the necessary computations involving any other taxable year shall be 
made under the law applicable to such other taxable year. The preced- 
ing sentence shall apply with respect to all taxable years, whether they 
begin before, on, or after January 1, 1964. 

(f) TAxABLE YEABB BEGINNING IN 19M AND ENDING IN 19O4. — In the 
case of a taxable vear beginning in 1958 and ending in IM4— 

(1) In lieu of the amount specified in subsection (c), the net 
operating loss for such year shall be the sum of— 

(A) That portion of the net operating loss for such year 
computed rvithout regard to this subsection which the number 
of davs in the loss year after December 81, 1958, bears to the 
total number of days in such year, and 

(B) That portion of the net operating loss for such year 
computed under section 122 of the Internal Revenue Code of 
1989 as if this section had not been enacted which the number 
of days in the lost year before January 1, 1964, bears to the 
total number of days in such year. 

(2) The amount of any net operating loss for such year which 
shall be carried to the second preceding taxable year is the amount 
which bears the same ratio to such net operating loss as the num- 
ber of days in the loss year after December 81, 1968, bears to the 
total number of days in such year, In determining the amount 
carried to any other taxable year, the reduction for the second 
taxable year preceding the loss year shall not exceed the portion 
of the net operating loss which is carried to the second preceding 
taxable year. 

(8) The net operating loss deduction for such year shall be, in 
lieu of the amount specified in section 122(c) of the Internal 
Revenue Code of 1989, the sum of— 



(A) That portion of the net operating loss deduction for such 
year, computed as if subsection (a) of this section were ap- 
plicable to the taxable year, ivhi«h the nuiuber of days in 
such year after Deceinber 81, 1958, bears to the total number 
of days in such year, and 

(B) That portion of the net operating loss deduction for such 
year, computed under section 122(e) of the Interual Revenue 
Code of 1080 as if this paragraph had not been enacted, ivhich 
the nuuiber of days in such year before January 1, 1054, bears 
to the total number of days in such year. 

(4) For purposes of the second sentence of subsection (b)(2), 
the tax;ible income for such year shall be the sum of— 

(A) That portion of the net income for such year, computed 
without, regard to this paragraph, ivhich the number of days 
in such year before January 1, 1054, bears to the total number 
of ilays in such year, and 

(B) That portion of the net income for such year, com- 
puted— 

(i) Without regard to paragraphs (1) and (2) of section 
122(d) of the Internal Revenue Code of 1939, and 

(ii) By alloiving as a deduction an amount equal to the 
sum of the credits provided in subsections (b) and (h) of 
section 26 of such Code. 

which the number of davs in such year after December 31, 1958, 
bears to the total number of days in such year. 

(g) SPECIAL TRANSITIONAL RULES. — 
(1) LossEs FoR TAxABLE YEARs ENDING BEFGRE GAlvUARY 1, 1954. — 

For purposes of this section, the determination of the taxable years 
ending after December 81, 1058, to which a net operating loss for 
any taxable year ending before January 1, 1054, may be carried, 
shall be made under the Internal Revenue Code of 1939. 

(2) LOSSES FOR TAXABLE YEARS ENDING AFTER DECEIfBER 31, 1953. — 
For purposes of section 122 of the Internal Revenue Code of 1980— 

(A) The determination of the taxable years ending before 
January 1, 1954, to ivhich a net operating loss for any taxable 
year ending after December 81, 1053, may be carried shall be 
made under subsection (b) (1) (A) of this section; and 

(B) In determining the amount of the carryback to the first 
taxable vear preceding the first taxable year ending after De- 
cember 81, 1958, the portion of the net operating loss carried to 
such year shall be such net operating loss reduced by- 

(i) The net income for the second preceding taxable year 
computed as if the second sentence of section 122(b) (2) (B) 
of the Internal Revenue Code of 1989 applied, or 

(ii) If smaller, the portion of the net operating loss which 
by reason of subsection (f) of this section is carried to the 
second preceding taxable year. 

(3) TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953, AND END- 

ING BEFORE AUGUGT 17, 1954. — In the case of a taxable year which 
begins after December 81, 1958, and ends before August 17, 1054— 

(A) The net operating loss deduction for such year shall be 
computed as if subsection (a) of this section applied to such 
taxable year, and 

(B) For purposes of the secoiid sentence of subsection (b) 
(2), the taxable income for such taxable year shall be the net 
income for such taxable year, computed- 

(i) Without regard to paragraphs (I) and (2) of sectio~ 
122(d) of the Internal Revenue Code of 1080, and 

(ii) By allowing as a deduction an amount equal to the 
sum of the credits provided in subsectious (b) and (h) of 
section 26 of such Code. 

(4) ExcEss PRoFITs TAx NGT AFFEcTED. — For purposes of subchap- 
ter D of chapter 1 of the Internal Revenue Code of 1939, excess 
profits net income shall be «omputed as if this section had not been 
enacted aud as if section 122 of such Code coutiuued to apply to 
taxable years to which this subtitle applies. 
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(h) DIGALLowANOE ol' XET OPERATING Loss oF ELEcTING SMALL BCSI- 
NEss CORPORAIIONS. — In determining the amount of the net operating 
loss deductiou under subsection (a) of any corporation, there shall be 
disregarded the net operating loss of such corporation for any taxable 
year for which such corporation is an electing small business corporation 
under subchapter S. 

(i) CARRYBAcK 0F NET OPERATING Loss FQR TAKARLE YEARs BEGINNING 

LN 1957 ANn ENDING IN 1058. — In the case of a taxable year beginning in 
1957 and ending in 1958, the amount of any net operating loss for such 
year which shall be carried to the third preceding taxable year is the 
amount which bears the same ratio to such net operating loss as the 
number of days in the loss year after December 31, 1057, bears to the 
total number of days in such year. In determining the amount carried 
to any other taxable year, the reduction for the third taxable year pre- 
ceding the loss year shall not exceed the portion of the net operating 
loss which is carried to the third preceding taxable year. 

(j) CROSS REFERENCES. — 
(1) For treatment of net operating loss carryovers in certain cor- 

porate acquisitions, see section 881. 
(2) For special limitation on net operating loss carryovers in case 

of a corporate change of ownership, see section 382. 
[Sec. 172 as amended bv secs. 14 and 64(b), Technical Amendments Act 
1058 (72 Stat. 1611, 1656); sec. 208, Small Business Tax Revision Act 
1958 (72 Stat. 1678) ] 

PAR. o. Section 1. 179 — 1 is amended as follows: 
(A) By striking out paragraph (e) (2) thereof and inserting in lieu 

thereof the following: 
(2) Special transitional rules. — See section 172(a) for special transitional 

rules with respect to (i) net operating losses sustained in taxable years ending 
before January 1, 1954, (ii) net operating losses sustained in taxable vears end- 
ing after December 31, 1953, and (iii) the net operating loss deduction for tax- 
able years beginning after December 31, 1953, and ending before August 17, 1054. 

(B) By revising paragraph (f) thereof to read as follows: 
(f) Taxable years subject to 1999 Code. — (1) In general. — For the computa- 

tion of the net operating loss deduction for any taxable year (other than the 
taxable years described in subparagraphs (2) and (3) of this paragraph) 
Ivhich is subject to the 1039 Code, see $ 39. 122 — 5 of Regulations 118 (26 CFR 
(1930) 39. 122 — 5) or the corresponding section of prior applicable regulations. 

(2) Taxable years beginnetg in 1959 and, ending in 195~~. — The net operating 
loss deduction for a taxable year beginning in 1053 and ending in 1954, shall 
be, in lieu of the amount specified in section 122(c) of the 1039 Code and in 
) 30. 122 — 5 of Regulations 118 (26 CFR (1989) 89. 122 — 5), the sum of- 

(i) That portion of the net operating loss deduction for such taxable year, 
computed in accordance Ivith paragraph (b) of this section as though section 
172(a) of the 1954 Code applied to such taxable vear, which the number of 
days in such taxable year after December 31, 1953, bears to the total number of 
days in such taxable year, and 

(ii) That portion of the net operating loss deduction for such taxable year, 
computed in accords. nce Ivith section 122(c) of the 1930 Code and as though 
section 172(f) (8) of the 10O4 Code had not been enacted, which the number 
of days in such taxable year before January 1, 1054, bears to the total number of 
days in such taxable year. 

(8) Taxable years beginning after December 81, 1959, and ending before 
August 17, 195$. — In the case of a taxable year which begins after December 81, 
1958, and ends before August 17, 1054, the net operating loss deduction shall 
be computed in accordance with paragraph (b) of this section as though 
section 172(a) of the 1954 Code applied to such taxable year. 

(4) Statute of limitations, etc. ; interest. — If a refund or credit of any over- 
payrnent resulting from the application of subparagraph (2) or (8) of this 
paragraph is prevented on September 2, 1958, or within six months after such 
date, by the operation of any law or rule of law other than section 8760 of the 
1939 Code or section 7121 of the 1054 Code, relating to closing agreements, 
and other than section 8761 of the 1030 Code or section 7122 of the 1054 Code, 
relating to compromises, refund or credit of such overpayment may, neverthe- 
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less, be made or allowed if claim therefor is filed on or before March 2, 1959. 
No interest shall be paid or allowed on any overpayment resulting from the 
application of subparagraph (2) or (8) of this paragraph. See section 14(c) 
of the Technical Amendments Act of 1958 (72 Stat. 1011). 

(C) By adding the following new paragraphs at the end thereof: 

(g) Electing small business corporations. — In determining the amount of the 
net operating loss deduction of any corporation, there shall be disregarded the 
net operating loss of such corporation for any taxable year for which such 
corporation was an electing small business corporation under subchapter S 
(section 1371 and following), chapter 1 of the Code. In applying section 172(b) 
(1) and (2) to a net operating loss sustained in a taxable year in which the 
corporation was not an electing small business corporation, a taxable year in 
which the corporation was an eleci, ing small business corporation is counted 
as a taxable year to which such net operating loss is carried back or over. 
However, the taxable income for such year as determined under section 172 (b) (2) 
is treated as if it were zero for purposes of computing the balance of the loss 
available to the corporation as a carryback or carryover to other taxable years 
in which the corporation is not an electing small business corporation. See 
section 1374 and the regulations thereunder for allowance of a deduction to 
shareholders for a net operating loss sustained by an electing small business 
corporation. 

(h) Husband and uitfe. — The net operating loss deduction of a husband and 
wife shall be determined in accordance with this section, but subject also to 
the provisions of f 1. 172 — 7. 

P ~R. 8. Section 1. 172 — 2 is amended as follows: 
(A) By striking "248" in subparagraph (2) (i) of paragraph (a) 

thereof and inserting in lieu thereof a243 (a) ". 
(B) By striking "248" in the second sentence of the example in 

paragraph (b) thereof and inserting in lieu thereof "248 (a) ". 
PAR. 4. Section 1. 172 — 4 is amended as follows: 
(A) By revising paragraph (a) (1) and adding paragraph (a) (8) 

which read as follows: 
(a) General provisions. — (1) Years to ichicli loss may be carried. — (i) In 

general. — In order to compute the net operating loss deduction the taxpayer must 
first determine the part of any net operating losses for any preceding or suc- 
ceeding taxable years which are carryovers or carrybacks to the taxable year 
in issue. 

(ii) Loss for taxable years ending after December 81, 1957. — A net operating 
loss sustained in a taxable year ending after December 31, 1957, shall be carried 
back to the three preceding taxable years and carried over to the five succeeding 
taxable years. 

(iii) Loss for taxable years ending after December 81, 1958, and before Ja»u- 
ary 1, 1958. — A. net operating loss sustained in a ta~able year ending after De- 
cember 31, 1953, and before January 1, 1958, shall be carried back to the two 
preceding taxable years and carried over to the five succeedin taxable years; 
this rule shall apply even though the loss year is otherwise subject to the 1939 
Code. 

(iv) Loss for taxable years beginning after December 81, 19/9, and ending be- 

fore January 1, 195$. — A net operating loss sustained in a taxable year beginning 
after December 31, 1949, and ending before January 1, 1954, shall be carried back 
to the first preceding taxable year and carried over to the five succeeding taxable 
years. 

(8) Electing small business corporations. — k'or special rule applicable to cor- 
porations which were electing small business corporations under subchapter S 
(section 1371 and following), chapter 1 of the Code, during one or more of the 
taxable years described in section 172(b) (1), see paragraph (g) of $ 1. 172 — 1. 

(B) By adding the following new subparagraph (2 — a) after para, — 

graph (b) (2) thereof: 
(2-a) Taxable years begtn»i»g iii 1957 and, ending in 1958. — (i) Notwithstand- 

ing subparagraph (1) of this paragraph, in the case of a net operating loss 
585726' — 61 — 7 
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sustained in a taxable vear which begins in 1957 and ends in 1958, the amount 
of such loss which shall be carried back to the third preceding taxable year is the 
amount which bears the same ratio to such net operating loss (as determined 
under section 172(e) ) as the number of days in the loss year after December 31, 
1%7, bears to the total number of days in such year. 

(ii) To determine the portion of the net operating loss for such a taxable year 
ending in 1958 which shall be carried to any taxable year subsequent to such 
third preceding taxable year. there shall be substituted, in the application of sub- 
paragraph (1) (ii) of this paragraph, for the taxable income of such third pre- 
ceding taxable year an amount equal to the portion of the net operating loss 
which is carried back to such third preceding taxable year in accordance with 
this subparagraph, if such amount is smaller than the taxable income of such 
third preceding taxable year as computed under paragraph (a) of $ 1. 172 — 5. 

(C) By striking example (2) in paragraph (b) (4) thereof and 
inserting in lieu thereof the following new example: 

Eaample (9). (i) A taxpayer who makes his tax return on the basis of a 
Qseal year ending June 30 has a net operating loss (computed as provided in sec- 
tion 172(c) ) for the taxable year which begins July 1, 1957, and ends June 30, 
1958. The amount of the carrybaek from such taxable year to the taxable year 
ending June 30, 1%5, the third preceding taxable year, is 181/365ths of the net op- 
erating loss. If such amount is not less than the taxable income (computed as 
provided in (j 1, 172 — 5) for the taxable year ending June 80, 1M5, the amount of 
the carryback to the taxable year ending June 80, 1956, is the excess of the net 
operating loss over the taxable income so computed for the taxable year ending 
June 80, 1955; and the amount of the earryback to the taxable year ending 
June 80, 1957, is the excess of the net operating loss over the aggregate of the 
taxable incomes so computed for the taxable vears ending June 80, 195o, and 
1956. The amount of the carryovers to the taxable years ending June 80, 1959, 
1960, 1961, 1962, and 1968 is the excess of the net operating loss over the 
aggregate of the taxable incomes (computed as provided in $1, 172 — 5) for the 
taxable years ending June 80, 1M5, 1956, and 1957; 1955, 1956, 1%7, and 1959; 
19o5, 1956, 1957, 1959, and 1960; 1955, 1956, 1M7, 1959, 1960, and 1961; and 
1%5, 1956, 19o7, 1959, 1960, 1961, and 1962, respectively. 

(ii) If, however, the taxable income (computed as provided in $ 1. 172 — 5) 
for the taxable year ending June 80, 1955, exceeds the amount of the carry- 
back to such taxable year (181/365ths of the net operating loss for the loss 
year), then the amount of the carryback to the taxable year ending June 80. 
1956, is the excess of the net operating loss over the amount of the earryback 
to the taxable year ending June 80, 1955. The amount of the earrybaek to the 
taxable year ending June 80, 1957, is the excess of the net operating loss over 
the sum of the amount of the earryback to the taxable year ending June 30, 
1955, and the taxable income (computed as provided in $ 1. 172 — 5) for the 
taxable year ending June 80, 1956. The amount of the carrvovers to the tax- 
able years ending June 80, 1959, 1960, 1961, 1962, and 1963 is the excess of the 
net operating loss over the sum of the amount of the earrybaek to the taxable 
year ending June 30, 1955, and the aggregate of the taxable incomes (computed 
as provided in $ 1. 172 — 5) for the taxable years ending June 30, 1956, and 1957; 
1956, 1957, and 1959; 1956, 1957, 1959, and 1960; 1956, 1957, 1959, 1960, and 
1961; and 1956, 1957, 1959, 1960, 1961, and 1962, respectively. 

PAR. o. Section 1. 172 — o is amended by adding paragraph (a) (4) 
and revising paragraph (b) which read as follows: 

(4) Electing small business corporations. — For special rule applicable to 
corporations which were electing small business corporations under subchapter 
S (section 1871 and following), chapter 1 of the Code, during one or more of 
the taxable years described in section 172(b) (1), see paragraph (g) 
$ 1. 172 — 1. 

(b) Taxable year subject to 1939 Code. — (1) In general. — For the eoraputa- 
tion of the net income for any taxable year (other than the taxable years 
described in subparagraphs (2) and (8) of this paragraph) subject to the 1939 
Code which is subtracted from the net operating loss for any other taxable year 
to determine the portion of such loss which is a earryback or a earrvover to a 
particular taxable year, see $ 89. 122-4(c) of Regulations 118 (26 CFR (1939) 
39. 122-4(e) ) or the corresponding section of prior applicable regulations. 

(2) Taxable years beginnittg in 1953 and ending in 19&&. — The net income 
for any taxable year beginning in 1953 and ending in 1954 which is subtracted 



from the net operating loss for any other taxable year to determine the portion 
of such net operating loss which is a carrybaek or a carryover to a particular 
taxable year shall be the sum of- 

(i) That portion of the net income for such taxable year, computed as pro- 
vided in clauses (i) and (ii) of the first sentence of section 122(b) (2) (B) of 
the 1989 Code, which the number of days in such taxable year before January 
1, 1954, bears to the total number of days in such taxable year, and 

(ii) That portion of the net income for such taxable year, eomputed- 
(a) As provided in clauses (i) and (ii) of the first sentence of section 

122(b) (2) (B) of the 1989 Code but without regard to the modifications 
provided in section 122(d) (1) and (2) of such Code, and 

(b) By allowing as a deduction an amount equal to the sum of the 
credits allowable for such taxable year under section 26(b) (relating to 
credit for dividends received) and section 26(h) (relating to credit for 
dividends paid on certain preferred stock) of the 1989 Code in determining 
normal-tax net income, 

ivhieh the number of days in such taxable year after December 81, 1958, bears to 
the total number of days in such taxable year. 

(8) Taxable years beginning after December 81, 1959, and enNng before Au- 
gust 17, 195$. — The net income for any taxable year beginning after Decem- 
ber 81, 1958, and ending before August 17, 1954, which is subtracted from the 
net operating loss for ony other taxable year to determine the portion of such 
net operating loss which is a carryback or a carryover to a particular taxable 
year shall be the net income for such taxable year, eomputed- 

(i) As provided in clauses (i) and (ii) of the first sentence of section 
122(b) (2) (B) of the 1989 Code but without regard to the modifications pro- 
vided in section 122(d) (1) and (2) of such Code, and 

(ii) By allowing as a deduction an amount equal to the sum of the credits 
alloivable for such taxable year under section 26(b) (relating to the credit for 
dividends received) and section 26(h) (relating to the credit for dividends 
paid on certain perferred stock) of the 1989 Code in determining normal-tax 
net income. 

(4) Statute of limitations, etc. ; interest. — If a refund or credit of any over- 
payment resulting from the application of subparagraph (2) or (8) of this 
paragraph is prevented on September 2, 1958, or within six months after such 
date, by the operation of any law or rule of law other than section 8760 of the 
1989 Code or section 7121 of the 1954 Code, relatin to closing agreements, and 
other than section 8761 of the 1989 Code or section 7122 of the 1954 Code, 
relating to compromises, refund or credit of such overpayment may, neverthe- 
less, be made or allowed if claim therefor is filed on or before March 2, 1959. No 
interest shall be paid or allowed on any overpayment resulting from the appli- 
cation of subparagraph (2) or (8) of this paragraph. See section 14 (c) of 
the Technical Amendments Act of 1958 (72 Stat. 1611). 

PAR. 6. Section 1. 179. — 6 is revised to read as follows: 

$ 1. 172 — 6 ILLUSTRATIoN 0F NET OPERATING Loss CARRYBAOKS AND CARRY- 

ovERs. — The application of II 1. 172 — 4 may be illustrated by the following example: 
(a) Facts. — The books of the taxpayer, whose return is made on the basis 

of the calendar year, reveal the following facts: 
Taxable year 

1954 
1955 
1956 
1957 
1958 
1959 
1960 
1061 
1962 
1968 

Taxable income 

$15, 000 
80, 000 

20, 000 

80, 000 
85, 000 
75, 000 
17, 000 
58, 000 

Net 
operating loss 

($75, 000) 

(150, 000) 

The taxable income thus shown is computed without any net operating loss 
deduction. The assumption is also made that none of the other modifications 
prescribed in g 1. 172 — 5 apply. There are no net operating losses for 1950, 1951, 
1952, 1958, 1964, 1965, or 1966. 
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(b) Loss sustained in 1956. — The portions of the $75, 000 net operating loss for 
1956 tvhich shall be used as carrybacks to 1954 and 1955 and as carryovers to 
1()57, 1958, 1%9, 1960, and 1961 are computed as follows: 

(1) Cat ryback to 195/&. — The carryback to this year is $75, 000, that is, the 
amount of the net operating loss. 

(2) Ca~ rybacL to 1955. — The carryback to this year is $60, 000, computed as 
follows: 

$75, 000 Net operating loss 
Less: 

Taxable income for 1954 (computed without the deduction of the 
carryback from 1956) 15, 000 

Carryback 60, 000 

(3) Carr(toner to 1957. — The carryover to this vear is $30, 000, computed as 
follows: 
Net operating loss 
Less: 

Taxable income for 1954 (computed without the deduction 
deduction of the carryback from 1956) 

Taxable income for 1955 (computed without the deduction 
of the carryback from 1956 or the carryback from 1958) 

$75, 000 

$15 000 

30, 000 
43, 000 

Carryover 30, 000 

(4) Carryoscr to 1958. — The carryover to this year is $10, 000, computed as 
follows: 
Net operating loss 
Less: 

Taxable income for 1%4 (computed without the deduction 
deduction of the carryback from 1956) $15, 000 

Taxable income for 1955 (computed without the deduction 
of the carryback from 1956 or the carryback from 19oS) 30, 000 

Taxable income for 1%7 (computed without the deduction 
of the carrvover from 1956 or the carryback from 19o8) 20, 000 

Carryover 

$75, 000 

65, 000 

10, 000 

(5) Carryover to 1959. — The carryover to this year is $10, 000, computed as 
follows: 

$75, 000 
Less: 

Taxable income for 1954 (computed without the deduction 
of the carrvback from 1956) $15 000 

Taxable income for 1955 (computed without the deduction 
of the carryback from 1956 or the carrvback from 19o8) 30, 000 

Taxable income for 1957 (computed without the deduction 
of the carryover from 1%6 or the carrybacl- from 1958) 20, 000 

Taxable income for 1958 (a year in v hich a net operating 
loss was sustained) 0 

65, 000 

Carr over ' 
y 10, 000 

(6) Carryoi er to 1990. — The carryover to this year is $0, computed as follows: 
Net o crating loss P $75, 000 
Less: 

Taxable income for 1954 (computed without the deduc- 
tion of the carryback from 1%6) — — $15 000 

Taxable income for 1955 (computed without the deduc- 
tion of the carryback from 1956 or the carrvback 
from 1958 )- — — — —-- 30, 000 
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Taxable income for 1957 (computed without the deduc- 
tion of the carryover from 1956 or the carryback 
from 1958 )- $20, 000 

Taxable income for 1958 (a vear in which a net operating 
loss was sustained) 0 

Taxable income for 19o9 (computed without the deduc- 
tion of the carryover from 19o6 or the carryover 
from 195S) 

$90, 000 

Carryover 0 

(7) Cnrryover to 196L — The carryover to this year is $0, computed as follows: 
i%et operating loss $75, 000 
Less: 

Taxable income for 1954 (computetl without the deduc- 
tion of the carryback from 1956) $15, 000 

Taxable income for 1955 (computed without the deduc- 
tion of the carryback from 1956 or the carryback 
from 19oS) 80, 000 

Ta~able income for 1957 (computed without the deduc- 
tion of the carryover from 1956 or the carryback 
from 1958) 20, 000 

Taxable income for 1958 (a year in which a net operating 
loss was sustained) 0 

Taxable income for 1959 (computed without the deduc- 
tion of the carryover from 1956 or the carryover 
from 1958) 80, 000 

Taxable income for 1960 (computed without the deduc- 
tion of the carryover from 1956 or the carryover 
from 1958) 85, 000 

180, 000 

Carryover 0 

(c) Loss sustained in 1958. — The portions of the $150, 000 net operating loss 
for 1958 which shall be used as carrybacks to 1955, 1956, and 1957 and as 
carryovers to 1959, 1960, 1961, 19(i2, and 1968 are computed as follows: 

(1) Curryback to 1955. — The carrvback to this year is $150, 000, that is, the 
amount of the net operating loss. 

(2) Carryback to 7956. — The carryback to this year is $150, 000, computed as 
follows: 
Xet operating loss 
Less: 

Taxable income for 1955 (the $80, 000 taxable income for such year 
reduced by the carryback to such year of $60, 000 from 1956, the 
carryback from 19oS to 1955 not being taken into account) 

$150, 000 

Carryback 150, 000 

(8) Coi & ybucl' to 1957. — The carryback to this year is $150, 000, computed as 
follows: 
Xet operating loss 
Less: 

Taxable income for 1955 (the $80, 000 taxable income for 
such year reduced by the carryback to such year of $60, 000 
from 1956, the carryback from 1958 to 1955 not being 
taken into account) 

Taxable income for 1956 (a vear in which a net operating 
loss was sustained) 

$0 

$150, 000 

Carryback 150, 000 
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(4) Carryover to 19N. — The carryover to this vear is $150, 000, ccmputed as 
follows: 
Net operating loss 
Less: 

Taxable income for 1955 (the $30, 000 taxable income for 
such year reduced by the carryback to such year of $60, 000 
from 1956, the carryback from 1958 to 1955 not being 
taken into account) 

Taxable income for 1956 (a year in which a net operating 
loss was sustained) 

Tazable income for 1%7 (the $20, 000 taxable income for 
such year reduced by the carryover to such year of $30, 000 
from 1956, the carrvback from 1958 to 1957 not being 
taken into accotmt) 

— $150, 000 

$0 

0 

Carryover 150, 000 

(o) Carryove~ to 1960. — The carryover to this year is $130, 000, computed as 
follows: 
i%et operating loss — $150, 000 
Less: 

Taxable income for 1M5 (the $30, 000 tazable income for 
such year reduced by the carryback to such year of $60, 000 
from 19N, the carryback from 1MS to 1955 not being 
taken into account) $0 

Taxable income for 19o6 (a year in which a net operating 
loss was sustained 0 

Taxable income for 1957 (the $20, 000 taxable income for 
such year reduced by the carryover to such year of $30, 000 
from 19N, the carryback from 19oS to 1957 not being 
taken into account) 

Taxable income for 1959 (the $30, 000 taxable income for 
such year reduced by the carrvover to such year of $10, 000 
from 19N, the carryover from 1958 to to 1MO not being 
taken into account) o0, 000 

20, 000 

Carryover 130, 000 

(6) Carryoner to 1961 — The carryover to this year is $95, 000. computed as 
follows: 

Net operating loss 
Less: 

Taxable income for 1955 (the $30, 000 taxable income for 
such year reduced by the carryback to such year of $60, 000 
from 1956, the carryback from 1958 to 1M5 not being 
taken into account) 

Taxable income for 1M6 (a year in which a net operating 
loss was sustained 

Taxable income for 1%7 (the $20, 000 taxable income for 
such year reduced by the carryover to such year of $30, 000 
from 1956, the carryback from 1MS to 1M7 not being 
taken into account) 

Taxable income for 1M9 (the $30, 000 taxable inconre for 
such year reduced by the carryover to such year of $10, 000 
from 1956, the carryover from 1958 to 1959 not being 
takeu into account) 20, 

Taxable income for 1960 (the $3o, 000 taxable income for 
such year reduced by the carryover to such year of $0 
from 19N, the carryover from 1958 to 1960 not being 
taken into account) 35, 

Carryover 

$1o0, 000 

000 
55, 000 

95 000 



(7) Carryover to 1963 — The carryover to this year is $20, 000, computed as 
follows: 

Net operating loss 
Less: 

Taxable income for 1955 (the $80, 000 taxable income for 
such year reduced by the earrybaek to such year of 
$60, 000 from 1956, the carrybacl- from 1958 to 19o5 not 
being taken into account) 

Taxable income for 1956 (a year in which a net operating 
loss was sustained) 

Taxable income for 1957 (the $20, 000 taxable income for 
such year reduced by the carryover to such year of 
$80, 000 from 1956, the carrybaek from 1958 to 1957 not 
taken into account) 

Taxable income for 1958 (the $80, 000 taxable income for 
such year reduced by the carryover to such year of 
$10, 000 from 1956, the carryover from 1958 to 1959 not 
being taken into account) 

Taxable income for 1960 (the $85, 000 taxable income for 
such year reduced by the carryover to such year of $0 
from 1956, the carryover from 1958 to 1960 not being 
taken into account) 

Taxable income for 1961 (the $75, 000 taxable income for 
such year reduced by the carryover to such year of $0 
from 1956, the carryover from 1958 to 1961 not being 
taken into account) 

Carryover 

$150, 000 

$0 

20, 000 

85, 000 

75, 000 
180, 000 

20, 000 

(8) Carryover to 1968. — The carryover to this year is $8, 000, computed as 
follows: 

$0 

Net operating loss 
Less: 

Taxable income for 19o5 (the $80, 000 taxable income for 
such year reduced by the carryback to such year of 
$60, 000 from 1956, the carryback from 1958 to 1955 not 
being taken into account) 

Taxable income for 1956 (a year in which a net operating 
loss was sustained) 0 

Taxable income for 1M7 (the $20, 000 taxable income for 
such year reduced by the carryover to such year of $80, 000 
from 19o6, the earrybaek from 1M8 to 1957 not being 
taken into account) 0 

Taxable income for 1M9 (the $80, 000 taxable income for 
such year reduced by the carryover to such year of $10, 000 
from 1956, the carryover from 1958 to 1959 not being 
taken into account) 20, 000 

Taxable income for 1960 (the $85, 000 taxable income for 
such year reduced by the carryover to such year of $0 
from 1956, the carryover from 1958 to 1960 not being 
taken into account) 85, 000 

Taxable income for 1961 (the $75, 000 taxable income for 
such year reduced by the carryover to such year of $0 
from 19o6, the carryover from 1958 to 1961 not being 
taken into account) 75, 000 

Taxable income for 1962 (computed without the deduction 
of the carryover from 1958) 17, 000 

$150, 000 

147, 000 

Carryover 8, 000 

(d) Determination of act operating toss deduction for each year. — The carry- 
overs and carrybacks computed under paragraphs (b) and (c) of this section 
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are used as a basis for the computation of the net operating loss deduction in 
the follotving manner: 

Taxable year 
Carryover Carryback 

From 1956 Prom 1956 From 1958 From 1956 

Net operat- 
ing loss 

deduction 

1954 
1955 
1957 
1959 
1960 
1961 
1962 
1963 

$30, 000 
10, 000 

0 
0 

$150, 000 
130, 000 
95, 000 
20, 000 

3, 000 

$75, 000 
60, 000 $150, 000 

150, 000 

$75, 000 
210, 000 
180, 600 
160, 000 
130, 000 
95, 000 
20, 000 
3, 000 

PAR. 7. Section 1. 17o — 7 is amended as follows: 
(A. ) By striking the last sentence of paragraph (f) thereof and 

inserting in lieu thereof the fol]owing new sentence: 
If the husband and wife also file joint returns for the calendar years 1%7, 1M8, 
and 1959, having joint taxable income in 1957 and 19o8 and a joint net operating 
loss in 1959, the joint net operating loss carrybacks to 1M6, 1M7, and 1958 from 
1959 are computed on the basis of the joint net operating loss for 1959, since 
separate returns were not made for any taxable year involved in the computation 
of such carrybaclts. 

(B) By striking "it is assumed that reference to the modifications 
prescribed in I) 1. 172 — 5 is unnecessary", in the first sentence of para, - 

graph (g) thereof, and inserting in lieu thereof "it is assumed that, 
there are no items of adjustment under section 172(b) (2) (A) ". 

(C) By striking "but has a net operating loss of $200 for the fiscal 
year February 1, 1957, to January 81, 1958", in subdivision (i) of 
example (4) of paragr~aph (g) thereof, and illserting in lieu thereof 
"or for the fiscal year Februa~ry 1, 1957, to January 31, 1958, but has 
a net operating loss of $200 for the fiscal year February 1, 1958, to 
January 31, 1959". 

(D) By striking subdivision (iv) of example (4) of paragraph 
(g) thereof and inserting in lieu thereof the following new sub- 
division: 

(iv) The net operating loss carryover of AV from the fiscal vear beginning 
February 1, 1958, to her next fiscal year is $200, that is, her net operatin loss 
of $200 for the fiscal year beginning February 1, 1958, reduced by the sum of 
her $0 taxable income for 1956, her $0 taxable income for the taxable year 
January 1, 1957, to January 31, 1M7 (a year in which she had neither income 
nor loss), and her $0 taxable inconte for the fiscal year February 1, 1957, to 
January 31, 1958 (also a year in which she had neither income nor loss). The 
$0 taxable income for 1956 is computed as follows: 

(E) By striking "February 1, 1957" in subdivision (v) of example 
(4) of paragraph (g) thereof and inserting in lieu thereof "Feb- 
ruary 1, 1958". 

DANA LATHAMt 
Commissioner of Internal Ee~entte 

Approved August 9, 1960. 
FRED C. SCRIBNER& JR. 

& 

Acting 8ecretang of the Treastt~. 
(Filed by the Division of the Federal Register on August 12, 1960, 8 l48 a. m. 

and published in the issue of the Federal Register for August 13, 1960, 25 F. R. 
7733) 



91 f$ 179 

SECTION 170. — ADDITIONAL FIRST- YEAR 
DEPRECIATION ALLOWANCE FOR SMALL BUSINESS 

26 CFR 1. 170: Statutory provisions; addi- T. D. 6507 ' 
tional first-year depreciation allowance 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCO5IE TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 81, 1958 

Regulations prescribed under section 170 of the Internal Revenue 
Code of 1054. 

DEPARTMENT OF THE TREASURY) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 

Washington 88, D. C. 
To Officers and Ernp/oyees of the Interna/ Ee4)enue 8ercice and 

Others Concerned: 
On September 3, 1960, a notice of proposed rulemakinng regarding 

the regulations und. er section 179 of the Internal Revenue Code of 
1054, relating to additional first-year depreciation allowance, effective 
for taxable years ending after June 30, 1958, and. certain amendments 
to the Income Tax Regulations (26 CFR Part 1 ) to conform to the 
rules relating to additional first-year depreciation allowance was 
published in the Federal Register (25 F. R, 8554) . After considera- 
tion of all such relevant matter as was presented by interested persons 
regarding the rules proposed, the f ollowing regulations are hereby 
adopted. Such regulations supersede g 18. 1 — 3 of Treasury Decision 
6335 (26 CFR Part 18), approved November 13, 1958 (23 F. R. 8081) 
[ C. B. 1058 — 2) 1112]. 

PARAGRAPH 1. The following regulations are hereby prescribed. un- 
der section 179 of the Internal Revenue Code of 1054: 

TABLE OF CONTENTS 
Section 
1. 170 Statutory provisions; additional first-year depreciation allowance. 
1. 179 — 1 Additional Qrst-year depreciation allowance. 
1. 179 — 2 Dollar limitation. 
1. 179 — S De5nitions and special rules. 
1. 170 — 4 Time and manner of making election. 

$ 1. 179 STATUTGRY' PRovIsIoNs; ADDITICNAL FIRsT- YEAR DEPRK- 

CIATION ALLO%VANCE. 

SEC. 170. ADDITIONAL FIRST-YEAR DEPREOIATION ALLOW- 
ANCE FOR SMM L BUSINESS. 

(a) GENERAL RULE. — In the case of section 179 property, the term 
"reasonable allowance" as used in section 167 (a) may, at the election 
of the taxpayer, include an allowance, for the first taxable year for 
which a deduction is allowable under section 167 to the taxpayer with 
respect to such property, of 20 percent of the cost of such property. 

(b) DoLLAR LIMITATIoN. — If in any one taxable year the cost of sec- 
tion 170 property with respect to which the taxpayer may elect an 
allowance under subsection (a) for such taxable year exceeds $10, 000, 
then subsection (a) shall apply with respect to those items selected 
by the taxpayer, but only to the extent of an aggregate cost of $10, 000. 

r The publication of this Treasury Decision in 25 F. R. 12840, dated December 2, 1960, 
contains (1) instructions for modifving the notice of proposed rulemaking published in 

25 F. R. 85o4, dated September 8, 1960, and (2) the full contest of the regulations with 
such modifications. As here published, the Treasury Decision reflects the full contest of 

such regulations, with modifications. The iudividual instructions have been omitted. 
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In the case of a husband and wife who file a joint return under section 
0013 for the taxable year, the limitation under the preceding sentence 
shall be $20, 000 in lieu of $10, 000. 

( c) ELEcTICN. — 
(1) IN GENERAL. — The election under this section for any taxable 

year shall be DIade within the titne prescribed by law (including 
extensions thereof) for filing the return for such taxable year. The 
election shall be made in such manner as the Secretary or his 
delegate ntay by regulations prescribe. 

(2) ELEcTIGN IRREvocABLE. — Any election Inade under this section 
ntay not be revoked ex«ept with the consent of the Secretary or his 
delegate. 

(d) DEFINITIONS AND SPECIAL RULES. — 
(1) SEU~IoN IIG PROPERTT. — For purposes of this section, the term 

"section 179 property" nteans tangible personal property— 
(A) Of a character subject to the allowance for deprecia- 

tion under section 167, 
(B) Acquired by purchase after December 31, 1957, for use 

in a trade or business or for holding for produ«tion of income, 
and 

(C) With a useful life (determined at the time of such 
acquisition) of 0 years or more. 

(2) PUROHAsE DEFINED. — For purposes of paragraph (1), the 
term "purchase" tneans any acquisition of property, but only if— 

(A) The property is not acquired from a person whose rela- 
tiouship to the person acquiring it would result in the dis- 
allowance of losses under section 207 or 707 (b) (but, in 
applying section 267 (b) and (c) for putTtoses of this section, 
paragraph (4) of section 207(c) shall be treated as providittg 
that the family of an individual shall include only his spouse, 
ancestors, and lineal descendants), 

(B) The property is not acquired by one member of an 
afilliated group from another member of the same atfiliated 
group, and 

(C) The basis of the property in the hamls of the person 
acquiring it is not determined- 

(i) In whole or in part by reference to the adjusted 
basis of such property in the hands of the person from 
whom acquired, or 

(ii) Under section 1014(a) (relating to property ac- 
quired front a deceudent). 

(3) Cosr. — For purposes of this section, the cost of property 
does not include so ntuch of the basis of such property as is deter- 
mined by reference to the basis of other property held at any time 
by the person acquiring such property. 

(4) SEOTIoN tvoT To APPLx To TRUSTs. — This section shall not 
apply to trusts. 

(5) EsT~TEs. — In the case of an estate, auy autount apportioned 
to an heir, legatee, or devisee under section 107(g) shall not be 
taken into account in applying subsection (b) of this section to 
section 179 property of such heir, legatee, or devisee uot heltl by 
such est:1te. 

(0) DoLLAR LIxtITATIGN oF AFFILIATED GRoUP. — Fol' purposes of 
subsection (b) of this section— 

(A) All mentbers of an affiliated group shall be treated as 
one taxpayer, aud 

(B) The Secretary or his delegate shall apportion the dollar 
limitation contained in such subsection (b) among the mem- 
bers of such atfiliated group in such manner as he shall by 
regulations pres«ribe. 

(7) AFFILIATED GRGUP DEFINED. — For purposes of paragraphs (2) 
and (6), the ternt "atfiliated group" has the nteaning assigned to 
it by section 1504, except that, for sut h purposes, the phrase "more 
than 50 percent" shall be substituted for the phrase "at least 80 
percent" each place it appears in section 1504(a). 

(8) ADJUSTIIENT To ttAsls; wHEN xtADE. — In applying section 
107(f), the adjustment under section 1010(a) (2) resulting by rea- 
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son of an election made under this section with respect to any 
section 179 property shall be made before any other deduction 
allowed by section 167(a) is computed. 

(e) RKsvr, ATioxs. — The Secretarv or his delegate shall prescribe 
such regulations as may be necessary to carry out the purposes of this 
section. 
[Sec. 179 as added by sec. 204, Small Business Tax Revision Act of 
19o8 (72 Stat, 1679) [P. L. 85-866, C. B. 1958-8, 824j) 

$ 1. 179 — 1 ADDITIONAL FIRST- YEAR DEPRECIATION A. LLOWANCE. — (a) 
In genera/. — For taxable years ending after June 80, 1958, in the case 
of "section 179 property" acquired by purchase after December 31, 
1957, a taxpayer (other than a trust) may elect for the first taxable 
year~for which a, deductiou with respect to such property is allowable 
under section 167 to the taxpayer to mclude as part of the "reasonable 
allowance" allowable under section 167(a) an additional allowance 
of 20 percent of the cost or of a portion of the cost of such property. 
A trust is not eligible for the additional depreciation allowance under 
section 170. The allowance under section 170 is in addition to the 
depreciation allowable under section 167 computed on the balance of 
the unrecovered cost of the property after adjustment for the allow- 
ance under this section. For application of the dollar limitations of 
section 179(b), see $ 1. 170 — 2. For a definition of the term "section 
179 property" and for special rules, see $ 1. 170 — 3. For the time and 
manner of making the election under this section, see $ 1. 179-4. 

(b) P'roratio~ not required. — The allov ance under section 170 is 
determined without any proration based on the period of time the 
section 179 property ha, s been in service during the taxable year. For 
example, taxpayer A, who makes his income tax returns on the calen- 
dar year basis, purcliased and placed in service on A. ugust 7, 1958, 
section 179 property costing $8, 000. A elects to claim the additional 
first, -year depreciation on the total cost of $8, 000. A is entitled to a 
deduction of $1, 600 (20 percent of $8, 000) under this section for 1958, 
without proration. for tlie number of days in 1958 during which the 
property was in service. 

(c) Amount 8tlbj ect to ullotoance. — The allo~ance under section 179 
is equal to 20 percent of the cost, or portion of the cost, of section 179 
property selected by the taxpayer. Thus, all or a part of the cost 
of one item of property, or all or parts of the cost of several items of 
property, may be selected, subject to the dollar limitations of section 
179(b) and $ 1. 170 — 2. For example, B, who makes his income tax 
returns on the basis of the calendar year, purcliased section 170 prop- 
erty costing $9, 000 in March 1050. B elects to claim the additional 
first-year depreciation allowance, but only with respect to $8, 000 of 
the cost of the property. B's allowance under section 179 for 1959 is 
$600 (20 perceiit of $8, 000). 

(d) SuA!age. — The allowance under section 170 is computed with- 
out regard to aiiy salvage value which is estimated will be realizable 
upon the sale or other disposition of the section 179 property when it 
is no longer useful in the taxpayer's trade or business or in the produc- 
tion of his income and is to be retired from service by the taxpayer. 
But see paragraph (a) and (c) of $ 1. 167(a) — 1 for rules relating to 
salvage in computing the depreciation allowance under section 167 on 
the unrecovered cost of the section 179 property after the allowance of 
the d. eduction under section 179. 
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(e) tVhen aLioioance ie available. — (1) (i) The term "the first tax- 
able year for which a deduction is allowable under section 167 to the 
taxpayer with respect to such property" means the first, taxable year 
for which depreciation is allowable under section 167 on such prop- 
erty. See paragraph (b) of $ 1, 167(a) — 10. The provisions of this 
subdivision may be illustrated by the following examples: 

Encamp/e (1). 3I Corporation, which makes its income tax returns 
on the calendar year basis, purchases section 179 property costing 
$10, 000 on December 27, 1960, places it in service on the same elate, 
and does not use an averaging convention in determining the depre- 
ciation allov ance. Hince depreciation is allowable for the December 
27 — 81, 1960, period, 3I Corporation may elect to claim the additional 
first-year depreciation allowance of $2, 000 (20 percent of $10, 000) 
for 1960. 

Example (8). N Corporation, which files its income tax returns on 
the calendar year basis, purchases section 179 property costing $10, 000 
on August 10, 1960, and places it in service on the same date. N Cor- 
poration places the section 179 property in a multiple asset account 
under which it is assumed, for purposes of comput, ing depreciation, 
that all additions and retirements cluring the first half of the taxable 
year were made on the first day of that year, and that all additions 
and retirements during the second half of the taxable year were made 
on the first day oi the following year. Under these circumstances, N 
Corporation is entitled to elect the additional first-year depreciation 
allowance under section 179 on such property only for 1961, since that 
is the first year for which a deduction is allowable under section 167 on 
such property. 

(ii) In the case of an emer&agency facility which the taxpayer elects 
to amortize under the provisions of section 168, and which facility 
also qualifies as section 179 property, the additional first-year depre- 
ciation allowance is not available (except as hereafter provided) un- 
less the taxpayer elects under g 1. 168 — 2 to begin the amortization de- 
ductions under section 168 with the succeeding taxable year. If the 
taxpayer elects under $ 1. 168 — 2 to begin the amortization deductions 
under section 168 with the month following the month in which the 
facility was completed or acquired, and the facility qualifies as sec- 
tion 179 property, the additional first-year allowance is available 
only with respect to the portion of the facility which is not certified 
in accordance with section 168(e). If 100 percent of the facility is 
certified in accordance with section 168(e) and the taxpayer elects 
under $ 1. 168 — 2 to begin the amortization deductions under section 
168 with such following month, no additional first-year allowance is 
available with respect to any portion of the facility. 

(2) The additional first-year depreciation allowance on section 179 
property is not available if the cost of such property is to be recovered 
through amortization deductions under section 162 and the regIila- 
tions thereunder instead of through depreciation allowances under 
section 167 (a) . 

$ 1. 179-2 DoLLAR LIBIITATIQN. — (a) . llaximum amount subject to 
election. — (1) In any one taxable year the maximum amount oi the 
cost of section 179 property with respect to which the taxpayer may 
elect to take an allowance under section 179 is $10, 000, except that in 
the case of a husband and wife ivho file a, joint, income tax return 
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under section 6013(a) for the taxable year the limitation is $20, 000. 
But see paragraph (e) of this section. If the section 179 property 
purchased by the taxpayer exceeds the $10, 000 or $20, 000 limitation, 
as the case may be, the taxpayer may select the cost or portion of the 
cost of section 179 property to which his election is to apply. For ex- 
ample, X Corporation purchased five new delivery trucks in February 
1959 at a cost of $5, 000 each. The trucks qualify as section 179 prop- 
erty. X may select $2, 000 of the cost of each truck to be subject to 
the allowance under $ 1. 179 — 1, or the total cost of $5, 000 for each of 
any two trucks, or X may allocate the $10, 000 maximum cost among 
some or all of the trucks in any other manner it chooses. The selec- 
tion of property made by X' is irrevocable unless X obtains consent 
of the Commissioner to change. See paragraph (b) of $ 1. 179 — 4. 

(2) The dollar limitations of section 179 apply to each taxpayer, 
and not to each trade or business in which the taxpayer has an 
interest. For example, 6 is a single individual who makes his 
income tax returns on the calendar year basis. 6'- operates two sep- 
arate businesses on his own account and is a member of a partnership 
engaged in business. During 1960, 6 purchased section 179 property 
costing $8, 000 for one of his businesses and section 179 property cost- 
ing $6, 000 for the other. In addition, Cr's distributive share of the 
partnership's section 179 allowance for 1959 is $300. The maximum 
allowance available to 0 under section 179 for 1960, including his 
$300 distributive share from the partnership is $2, 000 (20 percent of 
$10, 000). See, however, paragraph (b) of this section. 

(b) Am, ount opportioned by gn estate. — The maximum amount of 
the cost of section 179 property with respect to which an estate may 
elect to take an allowance under section 179 is $10, 000. The maxi- 
mum allowance available to an estate under section 179 is $2, 000 
reduced, however, by any such section 179 allowance apportioned 
to an heir, legatee, or devisee. The amount of the allowance under 
section 179 apportioned from an estate to an heir, legatee, or devisee 
shall not be taken into account by such heir, legatee, or devisee in 
determining his $10, 000 or $20, 000 limitation (as provided in para- 
graph (a) oi this section). See section 179(d. ) (5). For example, 
D, a single individual 7-ho makes his income tax return on the basis 
of the calendar year, purchases section 179 property costing $12, 000 
in December 1960 for use in his business. D elects to claim the addi- 
tional first-year depreciation allowance on the maximum allowable 
cost, $10, 000, and claims a deduction under section 179 for $2, 000 
(20 percent of $10, 000). D is also a legatee of the XYZ estate, and 
in 1960 is allocated income of $1, 500 from the estate, $500 as his share 
of the estate's additional first-year depreciation allowance, and $200 
as his share of the estate's depreciation allowance under section 167. 
The net income of $800 ($1, 500 minus $700) received by D from the 
estate will be included in D's income tax return for 1960. The $500 
additional first-year depreciation allowance allocated to him by the 
estate will not a8ect his right to the allowance of $2, 000 under sec- 
tion 179. 

(c) Aft'looted group. — Taxpayers which constitute an affiliated 
group, as defined in paragraph (e) of g 1. 179 — 8, shall be treated as 
one taxpayer in applying the $10, 000 limitation of this section. The 
allowance may be taken by any one such member or allocated among 
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the several members in any manner, pursuant to allocation by the 
common parent corporation if a consolidated return is filed, or in 
accordance with an agreement entered into by the members of the 
group if separate returns are filed. The amount, of the allowance 
a~llocated to any member, however, shall not exceed 20 percent of the 
cost of section 179 property actually purchased by the member in the 
taxable year. If a consolidated return is filed, the common parent 
corporation shall file a statement in accordance with $ 1. 179 — 4. If 
separate returns are filed, the statement shall be filed by each member 
of an alFiliated group to ivhich is allocated any part of the deduction 
under section 179. Such statement shall include, in addition to the 
information required by $ 1. 179 — 4, the names of all the members of 
the alFiliated group, the taxable year of the common parent corpol'a, - 

tion, and a description of the manner in which the deduction under 
section 170 has been divided among them. An allocation among the 
members of an aSliated group of the allowance under section 179 
shall notq if a, consolidated return is filed, be revoked after the due 
date of the return (including extensions of time) of the common 
parent corporation for a taxable year for which an election to take 
the allowance is made. If the members of an afiiliated group do not 
file a consolidated return for a taxable year for which an election to 
take the alloivance is made, the allocation as to all members of the 
group shall not be revoked after the due date of the return (includ- 
ing extensions of time) of the common parent corporation. For the 
purpose of the preceding sentence, the taxable years of the other 
members of the afFiliated group ending with or ivithin the taxable 
year of the common parent shall be considered as corresponding to 
the taxable year of the common parent. Thus, where a common 
parent's taxable year ends November 30, 1060, the allowance will 
apply with respect, to section 170 property purchased in August 1050 
by an alMiated corporation whose taxable year ends June 30, 1960 
(a taxable year ending within the taxable year of the parent). 

(d) Partnership. — (1) In the case of a partnership, the election 
under section 170 with respect to section 179 property of the partner- 
ship shall be made by the partnership. See section 703 (b) . However, 
the amount of the section 179 allowance shall be determined sepa- 
rately as to each partner. The amount of the section 179 allowance 
available to a partner with respect to the cost of the section 179 prop- 
erty selected by the partnership is 20 percent of tlie maximum 
amount of the cost of such property allocable to the partner for 
the purpose of computing such allowance. This maximum is the 
individual partner's share of the total cost of the section 179 property 
(but not in excess of $10, 000 or $20, 000, whichever is applicable) 
computed by applying to the total cost of such property the percentage 
or fraction used in determining each partner's distributive share of 
the partnership's depreciation allowance under section 167 for the 
taxable year on such property. The partner's distributive share of 
the partnership's depreciation allowance under section 167 shall be 
determined in accordance with the provisions of section 704 and the 
regulations thereunder. The maximum amount of the allowance per- 
mitted under section 170 to the partnership shall be the aggregate 
of the maximum amounts allowable to the separate partners. The 
basis of the partnership's section 179 property must be adjusted to 
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refiect the amount of the section 179 allowance to the partnership. 
See paragraph (f) of $ 1. 179 — 8. A trust's share of partnership prop- 
erty shall not be taken into account in determining the amount of the 
section 179 allowance of a partnership. In no event is a partner 
entitled to a section 179 allowance of more than $9, 000 or $4l000, as 
the case may be, whether the allowance is in respect of section 179 
property of the partnership or in respect of section 179 property 
which he acquired separately, or both. See, however, paragraph (b) 
of this section. Any allocation among the partners of the section 179 
allowance shall not be modified, after the due date of the partnership 
return (without regard to extensions of time) for the year for which 
the election under section 179 is made. 

(2) The principles of this paragraph may be illustrated by the 
f ollowing examples: 

Exafnp/e (1). partnership ABCD is composed of partner A who 
is married and files a joint income tax return, and partners 8, C, and 
D who are single. Under the terms of the partnership agreement, 
the allocation of each partner's distributive share of depreciation 
under section 167 is 80 percent to A, 20 percent to 8, 45 percent to 0, 
and 5 percent to D. In 1960, the partnership purchases $100, 000 of 
section 179 property. The partnership elects to claim the additional 
first-year depreciation allowance under $ 1. 179 — 1 with respect to the 
maximum allowable amount of the cost of section 179 property. The 
partnership is entitled in 1960 to an additional first-year depreciation 
allowance of $9, 000 computed as follows: 

Distributive 
share of depre- 

ciation under 
section 167 

Allocable share 
of total cost of 

section 179 
property 

($100, 000 X 
col. 1) 

Ms™m 
amount subject 

to election (lesser 
of col. 2 or 
($10, 000 or 

$20, 000, ss the 
case msy be)) 

Section 179 
allowance 

(20% X col, 3) 

Partner A 
Partner B 
Partner C 
Partner D 

Total partnership allowance 

30% 
20% 
45% 
5% 

$30, 000 
20, 000 
45, 000 

5, 000 

$20, 000 
10, 000 
10, 000 
5, 000 

$4, 000 
2, 000 
2, 000 
1, 000 

9, 000 

In the foregoing example, the portion of the cost of. the property se- 
lected by the partnership is $45, 000, the total of column 8. The basis 
of the section 179 property' of the partnership must be adjusted to 
refiect the $9, 000 section 179 allowance. Such adjustment to the part- 
nership's basis is required even though a partner may not be entitled 
to deduct the amount or a portion of the amount of the section 179 
allowance available to him from such partnership for the reason that, 
the aggregate of the section 179 allowances available to him from such 
partnership and from other partnerships or sole proprietorships ex- 
ceed the appropriate limitation provided by section 179(b). If the 
partnership desired to elect only with respect to one-half of the maxi- 
mum allowable amount, the entries in columns 8 and 4 with respect to 
each partner would be reduced by one-half. In such case, the portion 
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of the cost of the property selected would be $22, 500, the total sec- 
tion 179 allowance would be $4, 500, and the basis would be adjusted 
accorclingly. 

Example (8). Partnership Elf'T is composed of partners E and 
F who are married and file joint income tax returns, and partner T 
which is a trust. Under the terms of the partnership agreement, the 
allocation of each partner's distributive share of depreciation under 
section 167 is 40 percent to E, 40 percent to E, ancl 20 percent to T. 
In 1960 the partnership purchases $50, 000 of section 179 property. 
The partnership may not select a cost of section 179 property in 
excess of $40, 000, which is the total of column 8 in the followiilg 
computation: 

Dtstrfbutfve 
share of depre- 

ciation under 
section 107 

Allocable share 
of total cost of 

section 179 
property 
(350, 000 && 

col. 1) 

Maximum 
amount subject 

to election (lesser 
of col. 2 or 
(310, 000 or 

320, 000, as the 
case may be)) 

Section 179 
allowance 

(20% X col. 3) 

Partner E 
Partner F 
Partner T 

40% 
40% 
20% 

$20, 000 
20, 000 

0 

$20, 000 
20, 000 

0 

$4, 000 
4, 000 

0 

Total partnership allowance 8, 000 

Since partner T is a trust, its share of partnership property may not 
be taken into account in determining the section 179 allowance of the 
partnership. Also, partner T is not entitled to any portion of the 
additional first-year depreciation allowance under section 179. The 
partnership is entitled in 1960 to an additional first-year depreciation 
allowance of $8, 000. 

(e) Joint 7etufna — In the case of a husband and wife who file a 
joint income tax return under section 6018(a), the maximum amount 
of the cost of section 179 property with respect to which the taxpayer 
may elect an allowance under section 179 is $20, 000, regardless of 
which spouse purchased the property. However, in the case of a 
husband and wife who elect under section 6018(b) to file a joint 
income tax return for a taxable year after the time prescribed by 
law for filing the return for such taxable year has expired, the dollar 
limitation under section 179 shall be the aggregate allowable dollar 
amount of section 179 property for which the election was made on 
their separate income tax returns. For example, IX, who purchased 
section 179 property costing $18, 000 in November 1960, filed a separate 
income tax return for 1960 on April 1, 1961, in which he elected to 
claim the additional first-year depreciation allowance on $10, 000 of 
the cost of such property used in his separate business. lV, who pur- 
chased section 179 property costing $7, 000 in October 1960 for use in 
her separate business, filed a separate income tax return in March 1961 
in which she elected to claim the additional first-year depreciation 
allowance on only $5, 000 of the cost of such property. After the due 



date of the return, H and TV elect under section 6018(b) to file a 
joint income tax return for 1960. Although H «nd $V purchased 
section 179 property costing $25, 000 in 1960, the maximum amount, 
with respect to which the additional first;year depreciation allowance 
may be claimed in their joint income tax return is $15, 000, the aggre- 
gate of the amounts elected on their separate income tax returns. 

$ 1. 179 — 8 DEFINITIQNs END sPKOIAL RULES. — The following defini- 
tions and special rules apply for purposes of section 179, $$ 1. 179 — 1, 
1. 179 — 2, 1. 179&, and this section. 

(a) 8ectwn 1'N prope~"ty. — The term "section 179 property" means 
any tangible personal property, new or used, of a character subject to 
the allowance for depreciation under section 167, acquired by purchase 
after December 81, 1957, for use in the taxpayer's trade or business or 
in the production of his income, and which has an estimated useful 
life (determined at the time of acquisition) of 6 years or more. Iior 
purposes of determining the estimatecl useful life of section 179 prop- 
erty, the provisions of paragraph (b) of $ 1. 167 (a) — 1 shall be applied. 
For definition of the term "purchase", see paragrapli (c) of this 
section. 

(b) Tangible personal property. — I~ocal law definitions mill not be 
controlling for purposes of determining the meaning of the term 
"tangible personal property" as it is used in section 179 and the reg- 
ulations thereunder. For purposes of section 179, the term "tangible 
personal property" includes any tangible property except land, and 
improvements thereto, such as buildings or other inherently perma- 
nent structures thereon (including items which are structural com- 
ponents of such buildings or structures). Assets accessory to the 
operation of a business, such as machinery, printing presses, trans- 
portation or o%ce equipment, refrigerators, individual air condition- 
ing units, grocery counters, etc. , generally constitute tangible per- 
sonal property for purposes of section 179, even though such assets 
may be termed fixtures under local law. The term does not include, 
for example, the wiring in a building, plumbing systems, nor central 
heating or central air conditioning ma~chinery, pipes, or ducts or other 
items, which are structural components of a building or other per- 
manent structure, nor does the term include trademarks, good~ill, or 
other intangibles. 

(c) Pvrchrj8e. — (1) The term "purchase" means any acquisition of 
property after December 81 1957, but only if all the requirements of 
subdivisions (i), (ii), and (iii) of this subparagraph are satisfied. 

(i) The property is not acquired by purchase if it is acquired from 
a person whose relationship to the person acquiring it would result 
in the disallowance of losses under section 267 or 707(b). In apply- 
ing the rules of section 267(b) and (c), section 267(c) (4) shall be 
treated as providing that the family of. an individual shall include 
only his spouse, ancestors, and lineal descendants. For example, a 
purchase of property from a corporation by a taxpayer who owns, Ili- 

rectly or indirectly, more than 50 percent in value of the outstanding 
stock of such corporation does not qualify as a "purchase" under sec- 

tion 179 (d) (2), nor does the purchase of property by a husband from 
his wife. However, the purchase of section 179 property by a tax- 

685726' — 61 8 
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payer from his brother or sister does qualify as a purchase for pur- 
poses of section 179(d) (9). 

(ii) The property is not acquired by purchase if acquired from any 
one member of an alfiliated group (as defined in paragraph (e) of this 
section) by another member of the same aKliated group. 

(iii) The property is not required by purchase if the basis of the 
property in the hands of the person acquiring it is determined in 
whole or in part by reference to the adjusted basis of such property 
in the hands of the person from whom acquired, or under section 
1014(a), relating to property acquired from a decedent. For ex- 
ample, property acquired by gift or bequest does not qualify as prop- 
erty acquired by purchase, for purposes of section 179(d) (9), nor 
does property received in a corporate distribution the basis of which 
is determined under section 801(d) (9) (B), property acquired by a 
corporation in a transaction to which section 851 applies, property 
acquired by a partnerslfip through contribution (section 728), nor 
property received in a partnership distribution which has a carryover 
basis under section 7M(a) (1). 

(9) If property is in the process of construction, reconstruction, or 
erection on December 81, 1957, the term "purchase" will apply only 
to that part, of the cost of such property which is attributable to such 
construction, reconstruction, or erection after December 81, 1957. The 
portion of the cost of such property attributable to construction, re- 
construction, or erection after December 81, 1957, consists of all costs 
of the property allocable to the period after that date, including the 
cost or other basis of. materials entering into such property. It is not 
necessary that such materials be acquired after December 81, 1957, or 
that their estimated useful lives independently determined be 6 years 
or more provided, however, that the property constructed, recon- 
structed, or erected. has an estimated useful life of 6 years or more. 

(d) Cost. — The cost of section 179 property does not include so 
much of the basis of such property as is determined by reference to 
the basis of other property held at any time by the taxpayer. For 
example, X Corporation purchases a new drill press costing $9, 000 in 
November 1960 which qualifies as section 179 property, and is granted 
a trade-in allowance of $9, 000 on its old drill press. The old drill 
press had a basis of $1, 900. Under the provisions of sections 101o 
and 1081(d), the basis of the new drill press is $8, 900 ($1, 200 basis 
of old drill press plus cash expended of. $7, 000). However, only 
$7, 000 of the basis of the new drill press qualifies as cost for purposes 
of the allowance under $ 1. 1Y9 — 1; the remaining $1, 200 is not part of 
the cost because it is determined by reference to the basis of. the old 
drill press. 

(e) Agliuted group. — For purposes of section 179, the term "affili- 
ated group" has the meaning assigned to it by section 1504 and 
paragraph (b) of $ 1. 150o — 9, except that the phrase "more than 50 
percent' shall be substituted for the phrase "at least 80 percent" each 
place it appears in those sections. 

(f) Adpsatrnent to basis. — A taxpayer who elects the additional 
first;year depreciation allowance under section 179 must make the 
necessary adjustment to basis of the section 179 property, as required 
by section 179(d) (8), in the records he is required to keep under 
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paragraph (c) of $ 1. 167(a) — 7, before any other deduction allowable 
by section 167(a) is computed. For example, , lI Corporation which 
mal-es its return on the basis of the calendar year and uses the 
straight-line method of depreciation, purchases:I $15, 000 machine 
on July 1, 1960, which qualifies as sec'tion 179 property, and elects to 
claim the additional first-year depreciation allowance. The machine 
has an estimated 10-year life and an estimated salvage value of $1, 000. 
For 1960, 3l Corporation is entitled to an alloivance of $2, 000 (20 
percent of $10, 000) under section 179. The cost basis of $15, 000 must, 
be adjusted by the &", 000 allowance before any other deduction under 
section 167 is computed. The adjusted basis of $1:3, 000, less $1, 000 
salvage, or $12, 000 may then be depreciated over the 10-year useful 
life of the machine in accorclance with the provisions of' section 167 
and the regulations thereunder. Since ill Corporation uses the 
straight-line method of depreciation for the mac'Iiine, it will be entitled 
to a total deduction of $2, 600 in 1960; that is $'&, 000 for additional 
first-year depreciation plus $600 ($12, 000 X 10 percent X 6 mos. ) 
depreciation on the balance of $12, 000. 

$ 1. 179 — 4 TIBIE AND AI:INNER oF M:iKIivo ELFOTIQN. — (a) Elec- 
tion. — A separate election must be made for each taxable year in which 
an additional first-year depreciation allowance is claimed with respect 
to section 179 property. The election under section 179 and $ 1. 179 — 1 
to claim an additional first-year depreciation allow ance on section 179 
property shall be made in a statement attached to the taxpayer's in- 
come tax return for the taxable year to which the election applies. 
The return and statement must be filed not later than the time pre- 
scribed by law (including extensions thereof) for filing the return 
for such taxable year. The statement shall indicate that the tax- 
payer elects under section 179 to cl;iim an additional first-year de- 
preciation allowance for section 179 property, and shall set forth the 
following information ~ ith respect, to the property selected: 

(1) Description of property (truck, printing press, etc. ). 
(2) Date property acquired (after December 31, 1957) . 
(8) Total cost of each item of property wit)i respect. to which 

the election is made. 
(4) Portion of cost of property selectecl. 
(5) Estimated useful life at date of acquisition (at least 6 

years). 
(6) Additional first-year depreciation. 

The taxpayer shall maintain records which permit specific identifiica- 
tion of section 179 property and refiect how and from whom such 
property was acquired. Except as provided in paragraph (d) (1) of 
this section, an election will not be valid unless the statement is sub- 

mitted at the time and in the manner prescribed herein. The election 
to claim an additional first-year depreciation allowance under this 
section with respect to any property is irrevocable and shall be binding 
on the taxpayer with respect to such property for the taxable year for 
which the election is made and for all subsequent taxable years, unless 

the Commissioner gives his consent, to revoke the election. Similarly, 
the selection of section 179 property by the taxpayer to be subject to 
tlie additional first-year depreciation allowance must be adhered to in 
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computing the taxpayer's taxable income for the taxable year for 
which the selection is made and for all subsequent taxable years, unless 
consent to change the selection of property is given by the 
Commissioner. 

(b) Eeiiocation. — A request to revoke an election under section 170 
and $ 1. 170 — 1 or to change the property' selected for the additional 
first-year depreciation allowance shall be in writing and shall be 
addressed to the Commissioner of Internal Revenue, Washington 25, 
D. C. The request shall include the name and address of the taxpayer 
and shall be signed by the taxpayer or his duly authorized repre- 
sentative. It niiist be fiiled no later than 6 months af'ter the date 
prescribed by law (without regard to extensions of time) for filing 
the income tax return for the year in which the allowance under 
$ 1. 170 — 1 was claimed, shall be accompanied by a statement showing 
the year and property involved, and shall set forth in detail the 
reasons for the request, to revoke the election or to change the selec- 
tion of property. Ordinarily, a request for consent to revoke the 
election or to change the selection of property will not be granted if 
it appears from all the facts and circumstances that the only reason 
for the desired change is to obtain a tax advantage. 

(c) L'/ective date. — The provisions of this section apply only to 
income tax returns and statements filed after the date of publication 
of these regulations in the Federal Register as a Treasury decision. 
Elections made under the provisions of Treasury Decision 6335 (26 
CFR 18. 1 — 3), approved November 13, 1058 (23 F. R. 8070) continue 
in effect. 

(d) Special rm?ea. — (1) lf the taxpayer has exercised the election 
by claiming the additional allowance on his income tax return for any 
taxable year, but failed to attach the statenient required by para- 
graph (a) of this section or by $ 18. 1 — 3(b) of Treasury Decision 6335 
and the last day prescribed by law (including extensions of time) for 
filing the return falls on or before the ninetieth day after the date the 
regulations under section 179 are published in the Federal Register as 
a Treasury decision, the election will not be invalid, provided that 
on or before such ninetieth day the required statement is submitted to 
the district director for the district in which his income tax return 
for such year was filed. 

(2) If the last day prescribed by law (including extensions of time) 
for filing an income tax return for any taxable year ending after 
June 30, 1958, falls on or before the ninetieth day after the date the 
regulations under section 179 are published in the Federal Register 
as a Treasury decision, consent is hereby given to the taxpayer to 
revoke his election under section 179 and Treasury Decision 6335 for 
such taxable year or to change his previous selection of property sub- 
ject to the additional first-year depreciation allowance, provided that 
on or before such ninetieth day he submits to the district director for 
the district in which his income tax return for such year was filed a 
statement showing the neiv selection of property or that the election 
for such taxable year is being revoked. Amended income tax returns 
for the year of revocation or change and for any other taxable year 
affected, or treated as affected, by the revocation or by the change in 
the selection of property must a~cconipany such statement. 
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PAR. 2. Paragraphs (a) ancl (c) of $ 1. 167(a) — 1 are amended to read 
as follows: 

eI 1. 167(a) — 1 DEPREGIATIQN IN GENERAL. — (a) Iteasoaable allo&I&ance, — Sec- 
tion 167(a) provides that a reasonable allowance for the exhaustion, wear and 
tear, and obsolescence of property used in the trade or busiuess or of property 
held by the taxpayer for the production of income shall be allowe&1 as a deprecia- 
tion deduction. The alloIvance is that amount which should be set aside for the 
taxable year in a««ordance with a reasonably consistent plan (not necessarily 
at a unifornI rate), so that the aggregate of the amounts set aside, plus the 
salvage value, will, at the end of the estimated useful life of the depreciable 
property, equal the cost or other basis of the property as provided in section 
167(f) and $ 1. 167(f) — 1. An asset shall not be depreciated below a reasonable 
salvage value under any method of computing depreciation. See paragraph (c) 
below for definition of salvage. The allowance shall not reflect amounts repre- 
senting a mere reduction in market value. See section 179 and r& 1, 179 — 1 for a 
further description of the term "reasonable allowance. " 

(c) Salaagc. — Salvage value is the amount. (deter&nined at the time of ac«uisi- 
tion) which is estimated will be realizable upon sale or other disposition of an 
asset when it is no longer useful in the taxpayer's trade or business or in the 
production of his income and is to be retired from service by the taxpayer. 
Salvage value shall not be changed at any time after the determination made at 
the time of acquisition merely because of changes in price levels. However, if 
there is a redetermination of useful life under the rules of paragraph (b), sal- 
vage value may be redetermined based upon facts known at the time of such 
redetermination of useful life. Salvage, when reduced by the cost of removal, 
is referred to as net salvage. The time at Ivhich an asset is retired from servi&« 
may vary according to the policy of the taxpayer. If the taxpayer's policy is 
to dispose of assets which are still in good operating condition, the salvage value 
may represent a relatively large proportion of the original basis of the asset. 
However, if the taxpayer customarily uses an asset until its inherent useful life 
has been substantially exhausted, salvage value may represent no more than 
junk value. Salvage value must be taken into account iu determining the de- 
preciation deduction either by a reduction of the amount subject to depreciation 
or by a reduction in the rate of depreciation, but in no event shall an asset (or 
an account) be depreciated beloIv a reasonable salvage value. See, however, 
paragraph (a) of &j 1. 167(b)-2 for the treatment of salvage under the declining 
balance method, and $ 1. 179 — 1 for the treatment of salvage in computing the 
additional first-year clepreciation allowance. The taxpayer may use eitlar 
salvage or net salvage in determining depreciation allowances but such pra& tice 
must be consistently followed and the treatment of the costs of removal must 1&e 

consistent with the practice adopted. For specifi&c treatment of salvage value 
see ()f 1. 167(b) — 1, 2, and 6. Avhen an asset is retired or disposed of, appropriate 
adjust&nents shall be made in the asset and depreciation reserve accounts. F&&r 

example, the amount of the salvage adjusted for the costs of removal may be 
credited to the depreciation reserve. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1054 (68A Stat. 017; 
26 U. S. C. 7805) . ) 

DANA LATHA M 
& 

Comm& 8ioner of Interna~ Eetenne, 
Approved November 20, 1060. 

DAVID A. LINBSAY& . actin&7 Secretary of tlie Tteaat&ry. 

(Filed by the Division of the lcederal Register on December 1, 1966, 8: 49 a. m. , 
and published in the issue of the Federal Register for December 2, 1966, 2 & 

F. R, 12640) 
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PART VII. — ADDITIONAL ITEMIZED DEDUCTIONS FOR INDIVIDUALS 

SECTION 212. — EXPENSES FOR PRODUCTION OF 
INCOME 

Rev. Rul. 60-859 26 CFR 1. 212 — 1: Nontrade or nonbusiness 
expenses. 

(Also Sections 162, 268; 1. 162 — 1, 1. 268(a) — 1. ) 
Amounts paid by investors or traders in securities with respect to 

stock dividends or liquidating dividends on stock they have borrowed 
incident to a short sale are capital expenditures and are not de- 
ductible as no~business expenses under section 212 of the In- 
ternal Revenue Code of 10o4 or as business expenses under section 
102 of the Code. 

I. T. 0080, C. II. 1000 — 1, 84, distinguished. 

The Internal Revenue Service has been asked whether I. T. 8989, 
C. B. 1950 — 1, 34, permits the deduction of amounts paid by investors or 
traders in securities with respect to stock borrowed in connection with 
a short sale, in either of the following situations: (a) a stock dividend 
is distributed in respect of the borrowed shares while the loan is out- 
standing and the borrower, in covering his short position, purchases 
shares equal to the number distributed in addition to the number 
originally borrowed; or (b) a liquidating dividend is distributed in 
respect of. the borrowed shares while the loan is outstanding and the 
borrower reimburses the lender for the amount of such dividend. 

l. T. 3989 holds that amounts equal to dividends paid by an investor 
Ivith respect to stock borrowed to cover short sales are allowable deduc- 
tions under section 28(a) (2) of the Internal Revenue Code of 1989, 
new section 212 of the Internal Revenue Code of 1954. That ruling 
also holds that the deductibility of amounts paid in connection with 
stock borrowed under such conditions should be determined. by the 
same standards whether the taxpayer is a trader or an investor. 

The rule of I. T. 8989 is applicable only to amounts paid by the bor- 
rower with respect to ordinary cash dividends on the borrowed stock 
and does not apply to expenditures made with respect to stock divi- 
dends on such stock. 

In the cases of Comm& sionev v. Eorbnf H. Wiesler, 161 Fed. (2d) 
997, certiorari denied 882 U. S. 842, and CovItmissioner v. F. A. WHson, 
163 Fed. (2d) 680, certiorari denied 882 U. S. 842, cited in I. T. 8989 
as authority for the position stated therein, payments with respect to 
ordinary cash dividends were likened to interest on indebtedness. A. 
stock or liquidating dividend, however, brings about a diminution of 
the calIital represented by each of the shares to be returned. More- 
over, either form of dividend a8ects the borrower's obligation to make 
the lender whole in respect of the borrowed stock regardless of the 
duration of the borrowing transaction. The stock dividend increases 
the number of sha, res which must be returned; the liquidating dividend 
requires the borrower to compensate the lender for the reduction in 
the capital represented by each share returned. 

The additional shares purchased in the first situation and the com- 
pensating payment in the second situation are each in the nature of a 
repayment of principal. The amount paid in either case is part of the 



105 [f 213. 

cost of replacing the borrowed stock and is, hence, a capital ex- 
penditure. 

Accordingly, it, is held that amounts paid by investors or traders i11 
securities with respect to stock dividends or liquidating dividends on 
stock they have borrowed incident to a short sale are capital expendi- 
tures and are not deductible as nonbusiness expenses under section 212 
of the Code or as business expenses under section 162 of the Code. 

Deductibility of North Carolina, priinary filIng fee as a nontrade or 
nonbusiness expense. See Rev. Rul. 60 — 866, page 63. 

SECTION 218. — MEDICAL, DENTAL, ETC. , EXPENSES 
26 CFR 1. 218 — 1: Medical, dental, etc. , expenses. Rev. Rul. 60 — 255 
(Also Sections 15 &, 262; 1. 152 — 2, 1. 262 — 1. ) 

The amount paid by an adopting parent for metlical services 
rendered directly to a child before its placement in the adopting 
parents' home constitutes a u1edical expense, provided that (1) the 
child qualifies as a tlependent of the adoptiug parent at the time 
the u1e&lical services are reuderetl or at the tiuic the expenses there- 
for are paid, (2) the uiedical expenses are paitl by the adopting 
parent, or his agent, fm the medical care of the particular chil&1 
and are not paid merely as reiu1bursement for expenses iucurred 
and paid by the adoption agency or other persons prior to adoption 
negotiations between the agency and the adoptin parent, aud (8) 
the atlopting parent can clearly substantiate that auy deduction 
claimed is directly attributable to the n1edical care of the chiM. 

Revenue Ruling 50 — 401, C. II. 1950 — 2, 100, motlifietl. 

Revenue Ruling 56 — 401, C. B. 1956 — 2, 1%, has been reconsidered 
insofar as it relates to the deductibility of medical expenses attributa- 
ble to the medical care of a child prior to its adoption by a taxpayer. 

Revenue Ruling 56 — 401 states, "No part of the expenses, such as 
doctor or hospital bills and legal or agency fees, paid by a, taxpayer 
in connection with, and for the purpose of, adopting a child are de- 
ductible by the individual as a, charitable contribution or as a medical 
expense. Such payments are personal expenses of the taxpayer. the 
deduction of which is prohibited by section 262 of the Internal Rev- 
enue Code of 1054. " 

Section 213 of the Code allows as a deduction (subject to certain 
limitations) expenses paid during the taxable year, not compensated 
for by insurance or otherwise, for the medical care of the taxpayer, 
his spouse, and his dependents, as defined in section 152 of the Code. 

Section 1. 218 — 1(e) (6) of the Income Tax Regulations provides, in 
part, that in the case of medical expenses for the care of a per~son 

who is the taxpayer's spouse or dependent, the deduction under sec- 
tion 213 is allowable if the status of such person as "spouse" or "de- 
pendent" of the taxpayer exists either at the time the medical serv- 
ices were rendered or at the time the expenses were paid. 

For taxable years beginning prior to January 1, 1050, sect, ion 152 
of the Code includes ivithin the definition of the term "depentlent" 
a child of the taxpayer. , a child legally aclopted by the taxpayer, and 

an indivichial who, for the taxable year of the taxpayer, has a~s his 



principal place of abode the home of the taxpayer and is a member of 
the taxpayer's household. For taxable years beginning after Decem- 
ber 81, 1958, section 152(b) (2) of the Code was amended by Public 
Law 86 — 376, 86th Cong. , 78 Stat. 699, C. B. 1959 — 2, 707, to enlarge 
the definition of the term "dependent" by, in effect, waiving the re- 
quirement that a child reside as a member of a taxpayer's household 
for the entire taxable year, if the child were placed with the taxpayer 
by an authorized placement agency for legal adoption by such tax- 
payer, and the child is a member of the individual's household. See 
FI. R. Report No. 816, 86th Cong. , C. B. 1959 — 2, 901. 

In view of the provisions of the foregoing sections of the Code and 
the regulations, it is held that the amount paid by an adopting parent 
for medical services rendered d. irectly to a child before its placement 
in the adopting parents' home constitutes a medical expense under sec- 
tion 218 of the Code, provided that the child qualifies as a dependent 
of the adopting parent, under section 152 of the Code, at the time the 
medical services are rendered or at the time the expenses therefor are 
paid and the medical expenses are paid by the adopting parent, or bis 
agent, for the medical care of the particular child and are not paid 
merely as reimbursement for expenses incurred and paid by the adop- 
tion agency or other persons prior to adoption negotiations between 
the agency and the adopting parent. If the medical expenses are paid 
by the adoption agency or other agent of the adopting parent, pursuant 
to an agency agreement made prior to such payment, reimbursement 
therefor by the adopting parent is considered a payment by him of 
medical expenses. However, the adopting parent must clearly substan- 
tiate that any deduction claimed is directly attributable to medical 
care of the child. 

Revenue Ruling 56 — 401 is accordingly modified to remove the con- 
clusion that no part of the expenses, such as doctor or hospital bills, 
paid by a taxpayer in connection with adopting a child are deductible 
by the individual as a medical expense. 

SECTION 215. — ALIMONY, ETC. , PAYMENTS 

26 CFR 1. 215 — 1: Periodic alimony, etc. , payments. 

Treatment of support payments paid by a husband under a decree 
entered prior to March 1, 19M, whIch was later modified. See Rev. 
Rul. 60 — 238, page 17. 

PART IX. — ITEMS NOT DEDuCTIBLE 

SECTION 262. — PERSONAL LIVING, AND FAMILY 
EXPENSES 

26 CFR 1, 262-1: Personal, living, and. 
f amily expenses. 

Hospital expenses of a child paid by its adopting parents. See Rev. 
Rul. 60 — 255, page 105. 
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SECTION 268. — CAPITAI. EXPENDITURES 

Rev. Rul. 60 — '386 26 CFR 1. 268(a) — 1: Capital expenditures; in 
general. 

(Also Sections 162, 167; 1. 162 — 1, 1. 167 (a) — 1. ) 
Amounts expended by a taxpayer for the construction of sea 

walls, dikes, bulkheads, pumps and drainage systems, to counteract 
the effect of land subsidence, constitute capital expenditures. The 
amount of these expenditures may be recovered over the useful life 
of the facilities. 

The Internal Revenue Service has been requested to set forth the 
proper treatment for Federal income tax purposes of expenditures 
made by a taxpayer to counteract, the efFects of land subsidence. 

The taxpayer owns a tract of land along the western coastal plain 
of the United States. Numerous oil and gas wells have been drilled 
on this tract of land. Originally, the land on which the operations 
are conducted was a barrier to the sea. Several years ago, however, 
it became evident that the land was subsiding, a situation which still 
continues. 

In order to prevent the property from becoming inundated, the 
taxpayer has spent large sums of money to erect sea walls which now 
constitute a barrier to the sea. In addition to the construction of such 
sea, walls and related bulkheads, the taxpayer has elevated the top of 
many of its wells and other facilities. 

As circumstances required, sea walls were raised and further sea- 
wall construction was undert~aken to counteract the efFects of the con- 
tinued subsidence. The location of the strengthened sea walls in all 
cases overlay the existing sea walls so that none of the older facilities 
were removed or abandoned but, used to the fullest extent through in- 
corporation into the later construction. Drainage systems, comprising 
pipes, pumps and relatecl facilities, to dispose of surface and seepage 
water have been constructed. In addition, the taxpayer has been 
required to rearrange and move various parts of his equipment and 
drainage facilities. 

Section 162 of the Internal Revenue Code of 1954 provides for the 
allowance as a deduction of all the orclinary and necessary expenses 
incurred during the taxable year in carrying on any trade or business. 

However, under the provisions of section 268 of the Code, no cle- 

ductions shall be allowed for (1) any amounts paid out for new~ build- 
ings or for permanent improvements or betterments made to increase 
the value of any property or estate or for (2) any amount expended 
in restoring property or in making good the exhaustion thereof for 
which an allowance is or has been made. 

Section 167 of the Code provides for the allowance as a deprecia- 
tion deduction of a reasonable allowance for the exhaustion, wear 
and tear (including a reasonable allowance for obsolescence) of prop- 
erty usecl in the trade or business, or of property held for the produc- 
tion of income. 

It is evident that certain expenclitures as, for instance, repairs, 
maintenance and moving costs occasioned by subsidence, constitute 
ordinary and necessary business expenses currently deductible under 

section 162 of the Code. On the other hand, expenditures for sea 

wa]]s, clikes, and bulkheads, as well as pumps~and drainage systems, 
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the benefits of which are to be derived by the taxpayer over more 
than one taxable year, are nondeductible capital expenditures subject 
to an allowance for depreciation under section 167 of the Code. 

There are many cases in which expenditures were made necessary 
which did not extend the life of the property or increase its value. 
The expenditures provided protection against future damage, or 
adapted buildings or operations to new surroundings, or created 
something new or better by substitution of difFerent materials or struc- 
tures, or where the expenditures made the property more valuable 
from either a monetary point of view or for use in the business. 

In Parkersburg Iron and Steel Company v. Burnet, 48 Fed. (2d) 
168, Ct. D. 860, C. B. X — 2, 857 (1987), the taxpayer was the recipient 
of Government contracts. Army engineers, upon inspection of the 
plant, suggested that certain physical changes be made therein. The 
taxpayer complied with these suggestions and, for Federal income tax 
purposes, contended that the changes constituted ordinary and neces- 
sary business expenses on the ground that they did not increase either 
the productivity, the e]ficiency, or the value of the plant. The court 
held that the expenditures were made for permanent improvements and. 
as such had to be capitalized. See also II'otel Sulgraee, Inc. v. Com- 
m&'sioner, ol T. C. 619, and E. E. O. Theatres, Inc. v. United States, 163 
Fed. Supp. 598. 

Revenue Ruling 79, C. B. 1953 — 1, 41, holds that amounts expended 
for the construction of protective works or for moving houses to pre- 
vent storm losses to property abutting the Great Lakes are not allow- 
able deductions but constitute capital expenditures. See also Revenue 
Ruling 54 — 191, C. B. 1954 — 1, 68, relating to the construction of earthen 
terraces on farm land for the prevention of soil erosion, and Revenue 
Ruling 57 — 80, C. B. 1957 — 1, 109, relating to capitalization and amortiza- 
tion of costs of sheet piling the side of a dock. 

On the other hand, in the case of IlHno& N'erchants Truest v. Com- 
musioner, 4 B. T. A. 103, acquiescence, C. B. V — 2, 2 (1M6), a sudden 
lowering of the water level in the south branch of the Chicago River 
left the upper ends of certain wood piles, upon which the taxpayer's 
building rested, exposed to the air, causing that part of the piles to 
decay from d. ry rot. As a consequence, the wall on the river side of the 
taxpayer's building settled to a point where it was likely that the entire 
building would collapse. In order to maintain the building in serv- 
iceable condition, it was necessary to saw ofF the rotted piles at a point 
below the new water level and to insert concrete supports between the 
ends of the submerged piles and the fioor of the building, thus raising 
the river wall. This wall was also considerably shored up. The 
United States Board of Tax Appeals (now the Tax Court of the 
United States) held that the taxpayer was entitled to deduct the cost 
of this work as a business expense for repairs since the work did not 
extend the life of the property or increase its value. 

In the instant case, a portion of the taxpayer's lands, which have 
been a natural barrier to the Pacific Ocean, has been irretrievably lost 
by subsiding into the ocean. Consequently, new barriers and drainage 
systems had to be constructed. This construction represents entirely 
new assets and a complete substitution of structures, utilizing difFer- 
ent materials, which adapt the properties to changed surroundings, 
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provide protection from future damage and make the properties more 
valuable for use in the taxpayer's business. 

Accordingly, it, is held that expenrlitures made by the taxpayer in 
the instant case for sea walls, dikes, and bulkheatls, as well as pumps 
and drainage systems, to counteract, the eA'ect of land subsidence con. — 

stitute capital expenclitures within the purview of section 268 of the 
Code. The cost of the sea wall, dikes, and bulkheads, as ~ ell as drain- 
age systems, may be recovered over the expected useful life thereof, de- 
pending' upon its construction and the rate of subsidence to which it, 

may be subject, through an allowance for depreciation as provided in 
section 167 of the Code. 

Costs incurred by a corporation in issuing a stock dividend. See 
Rev. Rul. 60 — 254, page 42. 

Amounts equal to dividends paid with respect to stock borrowed 
to cover short sales. See Rev. Rul. 60 — 359, page 104. 

26 CFR 1. 268 (a) — 2: Examples of capital 
expenditures. 

Legal expenses incurred to establish the fact that a municipal ordi- 
nance does not prohibit the operation of the taxpayer's business 
within the municipal limits. See Rev. Rul. 60 — 261, page 42. 

SECTION 265, — EXPENSES AND INTEREST RELATING 
TO TAX — EXEMPT INCOIIE 

26 CFR 1. 265 — 1: Expenses relating to tax- Rev. Rul. 60 — 286 

exempt income. 
(Also Sections 164, 887; 1. 164 — 1, 1 637 — 1. ) 

State income taxes paid by a corporation upon gains realized 
on the sale of all of its assets, pursuant to a plan of complete 
liquidation under section 887(a) of the Internal Revenue Code 

of 1954, are not deductible as "taxes" under section 164 of the 
Code in vieiv of the limitation imposed by section 265 of the Code 

on the deductibility of "expenses" allocable to tax exempt income. 

Advice has been requested whether state income taxes paid by a 

corporation upon gains realized on the sale of all its assets, pursuant 

to a plan of complete liquidation under section 887(a) of the Internal 
Revenue Code of 1954, are deductible as "taxes" under section 164 of 
the Code in view of the limitation imposed by section 265 of the Code 

on the deductibility of "expenses" allocable to tax-exempt income. 

Having adopted a plan of complete liquidation under section '367 

of the Code, the taxpayer cor oration sold all of its property ant l 

distributed the proceeds thereof to its shareholders. The gains real- 

ized. on these sales were subject to a state income tax which the tax- 

pa er paid during the taxable year of liquidation. 
kamic. ion a ection N7(a) of the Code provides that, in prescribed circum- 

sta, nces, no no oain or loss shall be recognized to a corporation on t ie 

sale or exchange of its property during a 12-month period preceding 
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the complete liquidation of the corporation. Thus, the gains realized 
by the taxpayer in the instant cases were not recognized for Federal 
in. come tax purposes. 

Section 161 of the Code provides, in substance, that, in computing 
taxable income, there shall be allowed as a deduction those items 
specified in section 161 to section 179 of the Code, subject to the 
exceptions provided in section 261 to section 278 of the Code. 

The pertinent provision. of section 164 of the Code reads as follows: 
(a) "' a ". Except as otherwise provided in this section, there shall 

be allowed as a deduction taxes paid or accrued within the taxable year. 

Section 261 of the Code provides that, in computing taxable in- 
come, no deduction shall in any case be allowed in respect of the items 
specified in section 262 to 278 of the Code. 

The pertinent provision of section 265 of the Code reads as follows: 
No deduction shall be allowed for— 

(1) EXPENSES. — Any amount otherwise allowable as a deduction which 
is allocable to one or more classes of income * * * wholly exempt 
from the taxes imposed bv this subtitle. 

Section 1. 265 — 1(b) (1) of the Income Tax Regulations provides 
that, a class of income wholly exempt from Federal income tax 
includes any class of income which is wholly excluded from gross 
income under any provision subtitle A of the Code or wholly exempt 
from Federal income tax under the provision of any other law. 

In Hawaiian Tru8t Company, Limited v. United 8tates, 178 Fed. 
Supp. 687, the taxpayer, hereinafter referred to as "Refiners, " was 
a corporation organized under the laws of Hawaii and principally 
engaged in the manufacture and sale of petroleum products and 
the distribution of butane. During the taxable year 1955, Refiners 
sold all of its assets pursuant to a plan of complete liquidation 
and was formally dissolved in 1956. Pursuant to section 887 of 
the Code, no gain or loss was recognized to Refiners for Federal 
income tax purposes upon the sale of its assets. 

In its Federal income tax return for 1955, Refiners claimed a 
deduction for accrued Territorial net income taxes. These taxes 
were imposed upon Refiners' net, income reportable for Territorial 
net income tax purposes. This income included the gains realized 
by Refiners upon the sale of its assets in 1955. The Commissioner 
of Internal Revenue disallowed that portion of the Territorial net 
income tax allocable to the gain from the sale of Refiners' assets as 
a, deduction for Federal income tax purposes on the grounds that 
section 265 of the Code prohibited the deduction of expenses allocable 
to income exempt from Federal income tax. The court, in holding 
that the Commissioner correctly disallowed the claimed deduction 
for Territorial taxes paid, cited section 265(1) of Code and section 
1. 265 — 1(b) of the regulations and stated, in part, as follows: 

From the foregoing, it is apparent that there are only two classes of 
income involved; taxable income and exempt income, the latter being defined 
as that which is not required to be included in gross income. 

As we have seen, it is agreed that "Vo gain or loss to Refiners was recog- 
nized on the sale of its assets to Standard and Honolulu Gas, " under the 
provisions of Section 967 of the Code of 1954. Accordingly, it must qualify 
as exempt income. Since the gain is not included in Refiners' income, it 
follows that there is no basis for allowing a deduction for the expenses —, 
that is to say, the Territorial tax — related to such income. 
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Accorclingly, it is helcl that, gains not recognized under 887(a) of 
the Co&le constitute wholly exempt i»come tor purposes of section 
965 of the Code a»cl, hence, state income taxes allocable to such income 
represent "expenses" which are not deductible as "taxes" under sec- 
tion 164 of the Code. 

The Iiolding in the instant case is distinguishable from the decision 
in the case of Cotton i&fates Fert~'lieer Company v. Conbmt'sst'oner, 
98 T. C. 1160, acquiescence, C. B. 1058 — 1 4. In that case the taxpayer's 
fertilizer pl~ants were destroyed by lire. To collect the insurance 
proceeds, it was necessary for the taxpayer to employ an architect 
and a contractor to recreate the plans and specifications of the de- 
stroyed plants. The insurance proceeds exceeded the adjusted basis 
of the destroyed property and were expended for replacement prop- 
erty, the cost of which exceeded the proceeds. The t, axpayer elected 
under section 112(f) (8) (A) of the Internal Revenue Code of 1M0 
(now section 1088(a) of the 1054 Code) not to report the gain. The 
Tax Court of the United States held that section o4(a) (5) of the 
1930 Code (now section 265 of the 1954 Code) was not applicable 
because nonrecognized gain under section llo(f) (8) (A) of the 1M0 
( ode was not, a class of exempt income. The court stated, in efFect, 
that the gain was»ot exempt from Federal income taxation but the 
tax was nierely postponed. Moreover, section 118(a) (9) of the 1M9 
Code operates to reduce the basis of the replacement property by the 
amount of the gain which was not recognized under 119(f) (8) (A) of 
the 1M9 Code. In the instant case, the net efFect of section 387(a) of 
the 1954 Code is to release items of corporate gain completely from 
Federal income taxation. 

SUBCHAPTER C. — CORPORATE DISTRIBUTIONS AND ADJUSTMENTS 
PART I. — DISTRIBUTIONS BY CORPORATIONS 

Subpart A. — Etfects on Recipients 

SECTION 805. — DISTRIBUTIOVS OF STOCK AND STOCK 
RIGHTS 

96 CFR 1. 805 — 2: Election of shareholders as 
to medium of payment. 

(Also Section 819; 1. 819 — 11. ) 
TITLE 26 — IiVTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 

INCOAIE TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 91, 1959 

T. D. 6476 ' 

Regulations under sections 303(b) (2) and 312 of the Internal 
Revenue Code of 10o4 amended. 

DEPARTMEXT OF THE TRFASURYt 
OFFICE OF CO5IMISSIOXER OF INTERNAL REVENUE, 

lVasht'ngton 85, D. C. 
To Officers and Employees of the Internal Eeventte 8ervt'ce and Others 

Concerned: 
On July 10, 1056, notice of proposed ruleniaking regarding arne»d- 

ments to tj 1 soa — s anct paragraph (a) of tj 1 sr2 — 11 of the Income Tsr 
sa r. a. eisa. 
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Regulations (26 CFR Part 1), prescribed under sections 305(b) (9) 
and 812 of the Internal Revenue Code of 1054, relating to distributions 
by corporations, was published in the Federal Register (91 F. R. 
5104). After consideration of all such relevant matters as were pre- 
sented by interested persons regarding the rules proposed, the follow- 
ing amendments to the regulations are hereby adopted. The amend- 
ments adopted do not include regulations pertaining to the election 
of shareholders as to the medium of the payment of a dividend and 
the nature of an election, as set forth in proposed paragraphs (a) and 
(b) of $ 1. 305 — 9 of the aforesaid notice of proposed rule making. 
Paragraph (a), except the last sentence in subparagraph (1) thereof, 
and paragraph (b) of $ 1. 305 — 9 continue in e8ect under notice of 
proposed rule mal. -ing and will be given further consideration before 
final action. is taken tli~ereon. 

PAILAca. ~rli 1. Section 1. 305 — 9 is amended by providing a heading 
for paragraph (a), reserving paragraph (b), and revising existing 
paragraph (b) and redesignating such paragraph as paragraph (c). 
These alnended provisions read as follows: 

$ 1. 805 — 2 ELEGTIoN oF SHAsEHCLDEas As To MEDI~ oF PAYMENT. — (a) Gen- 
eral. " ~ " 

(b) [Reserved] 
(c) Amount of distribution. — (1) Where a distribution of stock or rights to 

acquire stock of a corporation is treated as a distribution of property to which 
section 801 applies by reason of section 805(b) (2), the amount of the distribu- 
tion, in accordance with section 801(b) and $ 1. 801 — 1, is the fair market value 
of such stock or rights on the date of distribution. Accordingly, where a cor- 
poration makes a distribution, to which section 805(b) (2) is applicable, which 
is payable either in propertv or in its own stock or rights to acquire its stock the 
amount distributed with respect to all shareholders receiving stock or rights is 
the fair market value, on the date of distribution, of the stock or rights received. 
The amount distributed with respect to shareholders receiving property is the 
fair market value, on the date of distribution, of such property received or, in 
the case of corporate distributees, the adjusted basis of such property in the 
hands of the distributing corporation if less than its fair market value. Where 
a corporation which regularly distributes its earnings and profits, such as a 
regulated investment company, declares a dividend pursuant to which the 
shareholders may elect to receive either money or stock of the distributing cor- 
poration of equivalent value and, on a date shortly before the distribution, there 
is a determination of the amount of stock to be distributed to those shareholders 
who elect to receive stock equal in value to the amount of money that could 
be received instead, the amount of the distribution of the stock received by any 
shareholder will be considered to equal the amount of the money which could 
have been received instead. 

(2) The application of section 805(b) may be illustrated by the following 
examples: 

Example (1). (i) COI1Ioration X declared a dividend payable in additional 
shares of its conimon stock to the holders of its outstanding common stock on 
the basis of two additional shares for each share held on the record date but 
with the provision that, at the election of any shareholder made within a speci- 
fied period prior to the distribution date, he may receive one additional share 
for each share held on the record date plus $12 principal amount of securities 
of Co~ration Y owned by Corporation X. The fair market value of the stock 
of Corporation X on the distribution date was $10 per share. The fair market 
value of the $12 principal amount of securities of Corporation Y on the distri- 
bution date was $11 but such securities had a cost basis to Corporation X of $0. 

(ii) The distribution to all shareholders of one additional share of stocl « 
Corporation X (with respect to which no election applies) for each share out- 
standing is not a distribution to which section 801 applies. 

(iii) The distribution of the second share of stock of Corporation X to those 
shareholders who do not elect to receive securities of Corporation Y is a dia- 
tribution of property to which section 801 applies, whether such shareholders 
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are individuals or coI~orations. The amount of the distribution to which 
section 801 applies is $10 per share of stock of Corporation X held on the record 
date (the fair market value of the stock of Corporation X on the distribution 
date) . 

(iv) The «listribution of securities of Corporation Y in lieu of the second 
share of stocl- of Corporation X to the shareholders of Corporation X, whether 
individuals or corporations, who elect to receive such securities, is also a dis- 
tribution of property to which sectio~ 801 applies. 

(v) In the case of the individual shareholders of Corporation X who elect 
to receive such securities, the amount of the distribution to which section 801 
applies is $11 per share of stock of Corporation X held on the record date (the 
fair market value of the $12 principal amount of securities of Corporation Y 
on the distribution date). 

(vi) In the case of the corporate shareholders of Corporation X electing to 
receive such securities, the amount of the distribution to Ivhich sectiou 301 
applies is $9 per share of stock of Corporation X held on the record date (the 
basis of the securities of Corporation Y in the hands of Corporation X). 

Example (2). On January 10, 1960, Corporation X, a regulated investment 
conIpany, declared a dividend of $1 per share on its common stock payable on 
February 11, 1960, in cash or in stock of Corporation X of equivalent value 
determined as of January 22, 1960, at the election of the shareholder made on 
or before January 22, 1960. The amount of the distribution to which section 
301 applies is $1 per share whether the shareholder elects to take cash or stock 
and whether the shareholder is an individual or a corporation. Such amount 
will also be used in determining the dividend paid deduction of Corporation X 
and the reduction in earnings and profits of Corporation X. 

PAR. 2. The title of $ 1. 812 — 11 and paragraph (a) of that section 
are amended to read as follows: 

$ 1. 812 — 11 EFFEcT oN EARNINGs AND PRoFITs OF CERTAIN OTHER TAX-FREE 
ExcHANGEs. TAx-FREE DIsTRIBUTIoNs AND TAx-FREE TRANsFERs PROM ONE CGR- 
PORATIGN To ANGTHER. — (a) If property is transferred by one corporation to 
another, and, under the law applicable to the year in which the transfer Ivas 
made, no gain or loss was recognized (or was recognized only to the extent of the 
property received other than that permitted by such law to be received without 
the recognition of gain), then proper adjustment and allocation of the earnings 
and profits of the transferor shall be made as between the transferor and the 
transferee. Transfers to which the preceding sentence applies include contribu- 
tions to capital, transfers under section 851, transfers in connection with re- 
organizations under section 368, transfers in liquidations under section 382 and 
intercompany transfers during a period of atfiliation. However, if, for example, 
property is transferred from one corporation to another in a transaction under 
section 351 or as a contribution to capital and the transfer is not followed or pre- 
ceded by a reorganization, a transaction under section 802(a) involving a sub- 
stantial part of the transferor's stock, or a total or partial liquidation, then 
ordinarily no allocation of the earnings and profits of the transferor shall be 
made. For specific rules as to allocation of earnings and profits in certain re- 
organizations under section 868 and in certain liquidations under section 882 see 
section 881 and the regulations thereunder. For allocation of earnings and 
profits in certain corporate separations see section 812(i) and $ 1. 812 — 10. 

A 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A. Stat. 917; 26 
U. S. C. 7805) ). 

CHARLES I. FOX) 
Act~'tl g Commits&'o~er of Internal Iteeenue. 

Approved June 28, 1960. 
FREn C, SCRra&ER, , IR. , 

Acting 8ecretary of the 2'rebury. 
(Filed by the Division of the Federal Register on June 30, 1960, 8:51 a. m. , an«l 

published in the issue of the Federal Register for July 1, 1960, 25 P. R. 6183) 



114 

Subpart B. — Eifects on Corporation 

SECTION 812. — EFFECT ON EARNINGS AND PROFITS 

26 CFR 1. 812. 11: E6ect on earnings and profits 
of certain other tax-free exchanges, tax-free 
distributions and tax-free transfers from 
one corporation to another. 

Amended regulations relating to the allocation of earnings and 
profits in certain. tax-free transfers. See T. D. 64'l6, page 111. 

Subpart C. — Deknitions; Constructive Ownership of Stock 

SECTION 816. — DIVIDEND DEFINED 

26 CFR 1. 816 — 1; Dividends. 

Distributions made by a corporation to its shareholders. See Rev. 
Rul. 60 — M2, page 118. 

PART II. — CORPORATE LIQUIDATIONS 

Subpart A. — Eifects on Recipients 

SECTION 8M. — COMPLETE LIQUIDATIONS OF 
SUB SIDIA. RIES 

26 CFR 1. 832 — 1: Distributions in liquidation 
of subsidiary corporation — General. 

Purchase by a corporation of all of the capital stock of another 
"going business" corporation, followed by the complete liquidation 
of the latter into the former. See Rev. Rul. 60 — 262, below. 

SECTION 884. — BASIS OF PROPERTY RECEIVED IN 
LIQUIDATIONS 

Rev. Rul. 60-262 26 CFR 1. 884 — 1: Basis of property received 
in liquidations. 

(Also Section 8M; 1. 8M — 1. ) 
A new corporation was organized in 1%5 by an individual for the 

purpose of acquiring the going business of another corporation. 
The following month, the new corporation purchased all the capital 
stock of the "going business" corporation, which had. no stock con- 
nections with the above individual prior to the sale. Within two 
years after such purchase, the acquiring corporation (parent) liqui- 
dated its wholly-owned subsidiary in a transaction to which section 
8M of the Internal Revenue Code of 1%4 applies. The continuing 
corporation, under the provisions of section 884(b) (2) of. the Code, 
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computed a new "stepped-up" basis for the assets acquired upon 
the liquidation of its subsidiary, based upon the consideration paid 
by it for the capital stock of the subsidiary. Held, under these 
circumstances, since the continuing corporation f ulfilled all the 
requirements of section 334(b) (2) of the Code, it is entitled to the 
benefits of that section. The fact that the continuing corporation 
was originally organized by an individual for the purpose of obtain- 
ing a "going business" would not operate to deny it the benefits of 
section 334(b) (2) of the Code. 

In similar circumstances the purchase of stock by a new corpora- 
tion to acquire a "going business" was considered in substance a 
purchase of assets under the Internal Revenue Code of 1939. See 
Revenue Ruling 60 — 246, page 462, this Bulletin, announcing that the 
Internal Revenue Service will follow the decision of the United 
States Court of Appeals for the Fifth Circuit in Un'teij Stateg v. 
3E. 0. O'. Corpoxatt'on, 274 Fed. (2d) 713. 

In this connection, the formal steps themselves are significant 
under the 1954 Code and the element of purpose or intent is imma- 
terial. A. ccordingly, the continuin&e corporation is entitled to a 
"stepped-up" basis in the assets received, equal to the adjusted basis 
to it of the capital stock of the "purchase" subsidiary corporation. 
See section 1. 334 — 1(c) of the Income Tax Regulations. 

Subpart B. — Elreets on Corporations 

SECTION 337. — GAIN OR LOSS ON SALES OR EX- 
CHANGES IN CONNECTION WITH CERTAIN LIQUIDA- 
TIONS 

26 CFR 1. 337 — 1: General. 

State income taxes paid by a corporation on sales of its property 
in a section 337 liquidation. See Rev. Rul. 60 — 236, page. 109. 

Subpart D. — Definition 

SECTION 346. — PARTIAL LIQUIDATION DEFINED 

26 CFR 1. 346 — 1: Partial liquidation. Rev. Rul. 60 — 232 

Where the termination of all or part of one business of a corpo- 
ration resulted in a genuine contraction of the corporate business, 
a distribution by the corporation in redemption of a portion of its 
capital stock constituted a distribution in partial liquidation with- 
in the meaning of section 846(a) of the Internal Revenue Code of 
1964, to the extent that the distribution did not exceed the net pro- 
ceeds from the sale of the business assets plus that portion of the 
working capital reasonably attributable to the terminated business 
activities and no longer required in the operation of the continuing 
business activities. 

Revenue Ruling 56-878, C. R. 1955 — 1, 868, modified. 

Advice has been requested whether a distribution of certain prop- 
erty by a corporation to its shareholders in redemption of a portion 

685796' — 61 9 
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of its stock qualifies as a distribution in partial liquidation of the 
corporation within the meaning of section 346(a) of the Internal 
Revenue Code of 1954. 

The instant corporation was engaged principally in the business 
of repairing contractors' equipment. The corporation also bought, 
sold and traded used contractors' equipment. It, had an inventory of 
such equipment which it rented to contr:ictors. The corporation 
owns the building in which the business was conducted. 

The above-described business was actively conclucted until the date 
of its recent sale in an arm' s-length transaction, the buyer having no 
business connection with the corporation and its stockholders. The 
assets sold consisted of rental equipment, all miscellaneous inventory, 
all work in process and a service truck. The buyer leased the real 
estate of the corporation and also other property, consisting of shop 
equipment, machines, tools, office furniture and fixtures and storage 
equipment. The corporation thereafter was engaged only in the busi- 
ness of leasing such property to the buyer. 

The termination of the foregoing business made advisable the 
partial liquidation of the corporation. Accordingly, pursuant to a 

plan of partial liquidation, the corporation distributed an amount in 
cash and securities equal to the net proceeds from the sale of the busi- 
ness assets plus that portion of the working capital (cash, accounts 
receivable, etc. ) attributable to the business activity terminated by the 
sale, This distribution was pro rata to the stockholders and each 
stockholder turned in for cancellation and redemption a portion of 
his stock in the corporation. 

The issue is whether the amount of the distribution which is treated 
as in partial liquidation within the purview of section M6(a) of the 
Code may exceed the net proceeds realized from the sale of the busi- 
ness assets. 

Revenue Ruling 55 — 878, C. B. 1955 — 1, 868, holds that where there is 
a genuine contraction of the corporate business activity, a distribution 
by a, corporation in redemption of a portion of its capital stock is 
treated as in partial liquidation to the extent that the distribution does 
not exceed the net proceeds derived by the corporation from the bulk 
sales of its inventories, but that any excess distribution is taxable as a 
dividend under sections 115 (a) and (g) of the Internal Revenue 
Code of 1989. 

Section 846(a) (2) of the 1954 Code states, in part, that a distribu- 
tion shall be treated as in partial liquidation of a corporation if the 
distribution is not, essentially equivalent to a dividend, is in redemption 
of a part of the stock of the corporation pursuant to a plan, and occurs 
within the taxable year in which the plan is adopted or within the 
succeeding taxable year. 

Section 846(b) of the 1954 Code states, in part, that a distribution 
shall be treated as a distribution within the meaning of the general 
rule of subsection (a) (2), if it is "* "' * attributable to the corpora- 
tion's ceasing to conduct, or consists of the assets of, a trade or busi- 
ness which has been actively conducted throughout the 5-year period 
immediately before the distribution * * *. " 
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It does not appear that prior case law, as developed under the 1939 
Code, prohibited the distribution of working capital in addition to 
the proceeds of the sale of assets in situations where there was a 
genuine contraction of corporate activity. 

The amount of working capital utilized in the operation of a 
terminated business would clearly be "attributable to" that business, 
as it was necessary to the conduct of the terminated business. Since 
section 346(b) of the Code merely defines one type of distribution 
which is included in the general rule set forth in section 346(a), the 
same result obtains under the general rule and, therefore, the amount 
distributable in partial liquida, tion may include that portion of the 
working capital which is reasonably attributable to the business ac- 
tivity terminated. 

In view of the foregoing, the Service holds that, in general, the 
amount which may be properly distributed as a paitia1 liquida- 
tion includes not only the net proceeds derived from the sale of ope- 
rating assets, or the assets themselves, but also includes that portion 
of the working capital (including cash) reasonably attributable to 
the business activity terminated. 

In determining the amount of working capital reasonably attrib- 
utable to the operation of the business activity terminated, the Service 
will take into consideration all pertinent factors. The amount of 
working capital actually used in the business activity just prior to 
its termination will be the primary consideration. However, an un- 
usual or abnormal increase just prior to the distribution in the size 
of inventories, work in process, accounts receivable, cash accounts, 
or other items, may indicate an attempt to secure partial liquidation 
treatment of' a distribution involving an amount of working capital 
in excess of that normally required in the operation of the business 
terminated. The amount of cash and other liquid assets is never 
in itself an indication of the amount of working capital attributable 
to a business activity since a corporation may retain liquid assets 
in excess of the needs of its business. Because the determination of 
the amount of working capital attributable to any business activity 
is a factual matter, a specific determination on this point will be made 
by the Service only after an examination of the income tax return 
of the corporation making the distribution in partial liquidation. 

Under the facts set forth in the instant, case, it is held that the dis- 
tribution by the corporation, limited in amount to the net proceeds 
from the sales of assets related. to the contractor's equipment business 
plus that portion of the working capital reasonably attributable to 
the terminated business activity and no longer required in the opera- 
tion of the continuing business activities, constitutes a partial liqui- 
dation within the meaning of section 346 (a) of the Code. 

Revenue Ruling 55 — 373, 8upra, is modified to the extent it holds that, , 
in the situation there concerned, any excess of the amount distributed 
over the net proceeds from the bulk sale of inventories, regardless of 
the portion of the ~orking capital treasonably attributable to the 
terminated business activities, was taxable as a, dividend under section 
115 (a) and (g) of the 1939 Code, 
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(Also Section 816, 1. 816 — 1. ) Rev, Bul. 60 — M9 

Where a corporation, which has substantial accumulated earn- 
ings but, due to the steady decline in the demand for its products, 
distributes cash, realized from the sale of portfolio bonds and excess 
inventories, to its shareholders in redemption of a part of its stock, 
such distribution does not constitute a partial liquidation withi~ the 
purview of section 346 of the Internal Revenue Code of 1954. Such 
distribution will represent a dividend under section 301 of the Code. 

Advice has been requested relative to the tax consequences of a 
proposed distribution by a corporation of cash, realized from the sale 
of United States Government bonds and excess inventories, to its 
stockholders under the circumstances described below. 

iV corporation has 8, 800 shares of common stock, par value of 10m 

dollars per share, of which 900 shares are held in the treasury. The 
balance sheet indicates accumulated earnings of 1, 500m dollars. 

The corporation was engaged in the business of buying raw skins 
and tanning and selling the leather to a certain segment of the leather 
trade. It showed consistent profits until two years ago when the 
demand therefor sufFered a serious, if not a permanent, decline. In 
an efFort to revitalize the business, the corporation changed over to buy- 
ing raw skins of another kind and tanning and selling the leather 
to another segment of the leather trade. However, the situation did 
not improve with the result that continuing losses were incurred and 
a large inventory of 5, 000m dollars was accumulated. 

Early in the year under consideration, lX corporation determined 
that further purchases should be curtailed and inventories liquidated, 
Pursuant to this policy, the inventory was reduced to 8, 000m dollars. 
In doing so, the corporation had sustained substantial operating losses. 
IIowever, in view of the depressed state of the market and the grim 
future prospects, the process of liquidating its inventory is expected 
to be continued and the operations will be carried on at a modified 
basis with purchases kept at a minimum. In this manner, it is felt 
that the operating losses can be minimized and if the business decline 
continues, then a complete liquidation will eventually be voted by the 
stockholders. Accordingly, the 3X corporation proposes to redeem 
a portion of its stock with cash from the sale of United States Series G 
bonds and from the proceeds of the inventories being liquidated in 
the ordinary course of business. 

Section 881 of the Internal Revenue Code of 1054, relative to gain 
or loss to share holders in a corporate liquidation, provides in part 
as follows: 

(a) GENERAL RUI. E. — 
(2) PARTIAL LIQUIDATIoN. — Amounts distributed in partial liquidation 

of a corporation (as defined in section 346) shall be treated as in part or 
full paynient in exchange for the stock. 

Section 846 of such Code provides in part as follows: 
(a) IN GENERAL. — For purposes of this subchapter, a distribution shall be 

treated as in partial liquidation of a corporation if— 

(2) the distribution is not essentially equivalent to a dividend, is in re- 
demption of a part of the stock of the corporation pursuant to a plan, and 
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occurs within the taxable year in which the plan is adopted or within the 
succeeding taxable year, including (but not limited to) a distribution which 
meets the requirements of subsection (b). * * e 

Where a corporation has earnings available, in order for the dis- 
tribution of assets by it to its shareholders to be treated as a partial 
liquidation, the distribution must result from a genuine contraction 
of. the business of the corporation. See Joseph W'. Imkr v. Commis- 
sions, 11 T. C. 886, acquiescence, C. B. 1949 — 1, 2. See also Rev. Rul. 
59 — 240, C. B. 1959 — 2, 112, and Rev. Rul. 60 — 282, page 115, this Bulletin. 
In the instant case, the earnings and profits of prior years were re- 
tained in the corporation and resulted in building up a large in- 
ventory and investment of funds in Government bonds. 

Under the foregoing set of facts, it is held that neither the sale of 
investments nor the sale of a large part of the inventory in the 
ordinary course of business constitutes a genuine contraction of the 
business of the corporation. Accordingly, the proposed distribution 
of cash for the portion of the stock of cV corporation to be redeemed 
will not constitute a distribution in partial liquidation within the 
purview of section 846 of the code. The provisions of section 801 
will apply to this distribution and, accordingly, the distribution will 
be taxed as a, dividend to the extent provided in section 816. 

PART III. — CORPORATE ORGANIZATIONS AND REORGANIZATIONS 

Sabpart A. — Corporate Organizations 

SECTION 851. — TRANSFER TO CORPORATION CON- 
TROLLED BY TRANSFEROR 

26 CFR 1. 851 — 2: Receipt of property. 

A transfer of depreciable property by an individual to a corpora- 
tion controlled by the transferor. See Rev. Rul. 60 — 802, page 228. 

Sabpart B. — Efforts on Shareholders and Security Holders 

SECTION 857. — ASSUMPTION OF LIABILITY 

26 CFR 1. 857 — 2: Liabilities in excess of basis. 

A transfer of depreciable property to a new corporation controlled 

by the transferor in which the amount of the liability to which the 

property is subject exceeds the total of the adjusted basis of the 

property transferred. See Rev. Rul. 60 — 802, page 228. 
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PART V. — CARRYOVERS 

SECTION 881. — CARRYOVERS IN CERTAIN CORPORATE 
ACQUISITIONS 

26 CFR 1. 881(a): Statutory provisions; carryovers T, D. 6480' 
in certain corporate acquisitions; general rule. 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953 

Regulations prescribed under section 381 (a), (b), and (c) (1) 
of the Internal Revenue Code of 1954. 

DEPARTMENT OF THE TREASURY& 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 
W'ash& gton 8o, D. C. 

To Offtcers anat Einp'toyees of the Internal Severe Service and 
Others Concerned: 

On January 99, 1960, notice of proposed rulemaking regarding 
the regulations under section 881 (a), (b), and (c) (1) of the Internal 
Revenue Code of. 195, relating to net operating loss cariyovers in 
certain corporate acquisitions, was published in the Federal Register 
(25 F. R. 756). After consideration of all such relevant matter as 
was presented by interested persons regarding the rules proposed, 
the following regulations are hereby adopted. Except as otherwise 
speci6cally provided therein, such regulations shall be applicable 
to taxable years beginning after December 81, 1958, and ending after 
August 16, 1954. 

TABLE OF CONTENTS 

CARRYOVERS 
Section 
1. 381(a ) 

1. 381(a)-1 

1. 381(b) 

1. 381(b)-1 

1. 381(c)(1) 

1, 381(c)(1)-1 
1. 381(c)(1) — 2 

Statutory provisions; carryovers in certain corporate acqui- 
sitions; general rule. 

General rule relating to carryovers in certain corporate acquisi- 
tions. 

Statutory provisions; carryovers in certain corporate acquisi- 
tions; operating rules. 

Operating rules applicable to carryovers in certain corporate 
acquisitions. 

Statutory provisions; carryovers in certain corporate acquisi- 
tions; items of the distributor or transferor corporation; net 
operating loss carryovers. 

Net operating loss carryovers in certain corporate acquisitions. 
Net operating loss carryovers; two or more dates of distribu- 

tion or transfer in the taxable year. 
Avrfroarrv: $f 1. 381(a) to 1. 381(c) (1) — 2, incl. , issued under sec. 780o, I, R. C. 

19o4; 68A Stat. 917; 26 U. S. C. 7805. 

' The publication of this Treasury Decision in 25 F, R. 6555, dated July 13, 1960, con- 
tains (1) instructions for modifying the notice of proposed rule making published in 25 F. R. 756, dated January 29, 1960, and (2) the full context of the regulations with such 
modifications, As here published, the Treasury Decision refiects the full context of such 
regulations, with modifications. The individual instructions have been omitted. 
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CARRYOVERS 

eI 1. 881(a) STATUToRv PRovIsIQNs i CARRvovERs IN CERTAIN CGR- 
PORATE ACQUISITIONS I GENERAL RULE. 

SEC. 381. CARRYOVERS IN CERTAIN CORPORATE ACQUISI- 
TIONS. 

(a) GENERAL RULE. — In the case of the acquisition of assets of a 
corporation by another corporation— 

(1) In a distribution to such other corporation to which section 
332 (relating to liquidations of subsidiaries) applies, except in a 
case in which the basis of the assets distributed is determined un- 
der section 334(b) (2); or 

(2) In a transfer to which section 361 (relating to nonrecogni- 
tion of gain or loss to corporations) applies, but only if the transfer 
is in connection with a reorganization described in subparagraph 
(A), (C), (D) (but only if the requirements of subparagraphs 
(A) and (B) of section 354(b) (1) are met), or (F) of section 
368(a) (1), 

the acquiring corporation shall succeed to and take into account, as 
of the close of the day of distribution or transfer, the items described 
in subsection (c) of the distributor or transferor corporation, subject 
to the conditions and limitations specified in subsections (b) and (c). 

$ 1. 881(a) — 1 GENERAL RULE RELATING To CARRYovERs IN CERTAIN 
CGRPGRATE AGQUIsITIGNs. — (a) Allotcance of ca '~overs. — Section 881 
provides that a corporation which acquires the assets of another 
corporation in certain liquidations and reorganizations shall succeed 
to, and take into account, as of the close of the date of distribution 
or transfer, the items described in section 881(c) of the distributor 
or transferor corporation. These items shall be taken into account 
by the acquiring corporation subject to the conditions and limitations 
specified in sections 881 and 889(b) and the regulations thereunder. 

(b) Determination of transactions and items to which section 881 
applies. — (1) Qualified transactions. — Except to the extent provided 
in section 881(c) (BO), relating to the carryover of unused pension 
i, rust deductions in certain liquidations, the items described in section 
881(c) are required by section 881 to be carried over to the acquiring 
corporation (as defined in subparagraph (9) of this paragraph) only 
in the following liquidations and reorganizations: 

(i) The complete liquidation of a subsidiary corporation upon 
which no gain or loss is recognized in accordance with the provisions 
nf section 88M, but only if the basis of the assets distributed to the 
acquiring corporation is not required by section 884(b) (2) to be the 
adjusted basis of the stock with respect to which the distribution is 
made; 

(ii) A statutory merger or consolidation qualifying under section 
868 (a) (1) (A) to which section 861 applies; 

(iii) A reorganization qualifying under section 868(a) (1) (C); 
(iv) A. reorganization qualifying under section 868(a) (1) (D) if 

the requirements of section 854(b) (1) (A) and (B) are satisfied; 
and 

(v) A mere change in identity, form, or place of organization quali- 
fying under section 868 (a) (1) (F) . 

(9) Acquiring corporation defined. — (i) Only a single corpora- 
tion may be an acquiring corporation for purposes of section 881 and 
the regulations thereunder. The corporation which acquires the as- 
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sets of its subsidiary corporation in a complete liquidation to which 
section 881(a) (1) applies is the acquiring corporation for purposes 
of section 881. Generally, in a transaction to which section 381(a) 
(9) applies, the acquiring corporation is that corporation which, pur- 
suant to the plan of reorganization, ultimately acquires, directly or 
indirectly, all of the assets transfened by the transferor corporation. 
If, in a transaction qualifying under section 381 (a) (0), no one corpora- 
tion ultimately acquires all of the assets transferred by the transferor 
corporation, that, corporation which directly acquires the assets so 
transferred shall be the acquiring corporation for purposes of section 
381 and the regulations thereunder, even though such corporation ulti- 
mately retains none of the assets so transferred. whether a corpo- 
ration has acquired all of the assets transferred by the transferor cor- 
poration is a question of fact to be cletermined on the basis of all the 
f acts and circumstances. 

(ii) The application of this subparagraph may be illustrated by 
the followin~ examples: 

Eaamp/e I1) . Y Corporation, a wholly-owned subsidiary of X Cor- 
poration, directly acquired all the assets of Z Corporation solely in 
exchange for voting stock of X Corporation in a transaction qualifying 
under section 368(a) (1) (C). Y Corporation is the acquiring corpo- 
ration for purposes of section 381. 

Evamp/e (8). X Corporation acquired all the assets of Z Corpo- 
ration solely in exchange for voting stock of X. Corporation in a 
transaction qualifying under section 368(a) (1) (C). Thereafter, pur- 
suant to the plan of reorganization X Corporation transferred all the 
assets so acquired to Y Corporation, its wholly-owned subsidiary (see 
section 368(a) (9) (C) ). Y Corporation is the acquiring corporation 
for purposes of section 381. 

Encamp/e (8). X Corporation acquired all the assets of Z Corpo- 
ration solely in exchange for the voting stock of X Corporation in a 
transaction qualifying under section 868(a) (1) (C). Thereafter, pur- 
suant to the plan of reorganization X Corporation transferred one- 
half of the assets so acquired to Y Corporation, its wholly-owned sub- 
sidiary, and retained the other half of such assets. X Corporation is 
the acquirino corporation for purposes of section 881. 

Eaampte )$). X Corporation acquired all the assets of Z Corpo- 
ration solely in exchange for voting stock of X Corporation in a trans- 
action qualifying under section 868(a) (1) (C). Thereafter, pursuant 
to the plan of reorganization X Corporation transferred one-half of 
the assets so acquired to Y Corporation, its wholly-owned subsidiary& 
and the other half of such assets to M Corporation, another wholly- 
owned subsidiary of X Corporation. X Corporation is the acquiring 
corporation for purposes of section 881. 

(3) Transactions and items not covered by section 881. — (i) Section 
881 does not apply to partial liquidations, divisive reorganizations, or 
other transactions not described in subparagraph (1) of this para- 
graph, Moveover, section 881 does not apply to the carryover of an 
item or tax attribute not specified in subsection (c) thereof. In a 
case where section 381 does not apply to a transaction, item, or tax 
attribute by reason of either of the preceding sentences, no inference 
is to be drawn from the provisions of section 881 as to whether any 
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item or tax attribute shall be taken into account by the successor 
corporation. 

(li) If, pursuant to the provisions of subparagraph (9) of this 
paragraph, a corporation is considered to be the acquiring corporation 
even though a part of the acquired assets is transferred to one or more 
corporations controlled by the acquiring corporation, or all the ac- 
quired assets are transferred to two or more corporations controlled 
by the acquiring corporation, then the carryover of any item described 
in section 881(c) to such controlled corporation or corporations shall 
be determined without regard to section 881. Thus, for example, if 
a parent corporation is the acquiring corporation f' or purposes of 
section 881 notwithstanding the fact that, pursuant to the plan of 
reorganization, it transferred to its wholly-owned subsidiary property 
acquired from the transferor corporation which the transferor cor- 
poration had elected to inventory under the last-in first-out method, 
then the question ivhether the subsidiary corporation shall continue 
to use the same method of inventorying with respect to that property 
shall be determined without regard to section 881. 

(c) Fox'eign corporution8. — A foreign corporation may be a dis- 
tributor, transferor, or acquiring corporation for purposes of section 
881. Thus, for example, the net operating loss carryovers of a foreign 
corporation, determined under the provisions of section 179 and sub- 
chapter I, chapter 1 of the Code, may be carried over to a domestic 
acquiring corporation if the domestic corporation acquires the assets 
of the foreign corporation in a liquidation or reorganization described 
in section 881(a) and the requirements of F51. 867 — 1, if applicable, 
have been complied with. 

(d) Inteivial Eevenue Code of 1MB. — Any reference in the regula- 
tions under section 881 to any provision of the Internal Revenue Code 
of 19M shall, where appropriate, be deemed also to refer to the cor- 
responding provision of the Internal Revenue Code of 1989. 

1. 881(b) STATUTORY PROVISIONS) CARRYOVERS IN CERTAIN COR- 

PORATE ACQUISITIONS; OPERATING RULES. 

SEC. 881. CARRYOVERS IN CERTAIN CORPORATE ACQUISI- 
TIOA~S 

(b) OrzaATINc, RtrzEs. — Except in the case of an acquisition in con- 
nection with a reorganization described in subparagraph (F) of sec- 

tion 868(a)(1)— 
(1) The taxable year of the distributor or transferor corpora- 

tion shall end on the date of distribution or transfer. 
(2) For purposes of this section, the date of distribution or 

transfer shall be the day on which the distribution or transfer is 
completed; except that, under regulations prescribed by the Sec- 
retary or his delegate, the date when substantially all of the 
property has been distributed or transferred may be used if the dis- 

tributor or transferor corporation ceases all operations, other than 
liquidating activities, after such date. 

(8) The corporation acquiring property in a distribution or 
transfer described in subsection (a) shall not be entitled to carry 
back a net operating loss for a taxable year ending after the date 
of distribution or transfer to a taxable year of the distributor or 
transferor corporation. 

1. 881(b) — 1 OPERATING RULES APPLICABLE To CARRYOVERS IN 

CERTAIN CQRPoRATE AOQUlsITIONS. — (a) Closing of tazul&le year. — 
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(1) In generuL — Except in the case of a reorganization qualifying 
under section 368(a) (1) (F), the taxable year of the distributor or 
transferor corporation shall end with the close of the date of dis- 
tribution or transfer. 

(2) Reorganizations under section 868(a) (1) (F). — In the case 
of a reorganization qualifying under section 868(a) (1) (F) (whether 
or not such reorganization also qualifies under any other provision of 
section 368(a) (1) ), the acquiring corporation shall be treated (for 
purposes of section 881) just as the transferor corporation would 
have been treated if there had been no reorganization. Thus, the 
taxable year of the transferor corporation shall not end on the date 
of transfer merely because of the transfer; a net operating loss of the 
acquiring corporation for any taxable year ending after the date of 
transfer shall be carried back in accordance with section 172(b) in 
computing the taxable income of the transferor corporation for a 
taxable year ending before the date of transfer; and the tax attri- 
butes of the transferor corporation enumerated in section 381(c) 
shall be taken into account by the acquiring corporation as if. there 
had been no reorganization. 

(b) Date 0 j dF8tnbution or transfer. — (1) The date of distribution 
or transfer shall be that day on which are distributed or transferred 
all those properties of the distributor or transferor corporation which 
are to be distributed or transferred pursuant to a liquidation or reor- 
ganization described in paragraph (b) (1) of $ 1. 881(a) — 1. If the dis- 
tribution or transfer of all such properties is not made on one day, 
then, except as provided in subparagraph (9) of this paragraph, the 
date of distribution or transfer shall be that day on which the dis- 
tribution or transfer of all such properties is completed. 

(9) If the distributor or transferor and acquiring corporations file 
the statements described in subparagraph (3) of this paragraph, 
the date of distribution or transfer shall be that day as of which (i) 
substantially all of the properties to be distributed or transferred 
have been distributed or transferred, and (ii) the distributor or trans- 
feror corporation has ceased all operations (other than liquidating 
activities). Such day also shall be the date of distribution or trans- 
fer if the completion of the distribution or transfer is unreasonably 
postponed beyond the date as of which substantially all the properties 
to be distributed or transferred have been distributed or transferred 
and the distributor or transferor corporation has ceased all operations 
other than liquidating activities. A corporation shall be considered 
to have distributed or transferred substantially all of its properties to 
be distributed or transferred even though it retains money or other 
property in a reasonable amount to pay outstanding debts or preserve 
the corporation's legal existence. A corporation shall be considered 
to have ceased all operations, other than liquidating activities, when 
it ceases to be a going concern and its activities are merely for the 
purpose of winding up its affairs, paying its debts, and distributing 
any remaining balance of its money or other properties to its share- 
holders. 

(8) The statements referred to in subparagraph (9) of this para- 
graph shall specify the day considered to be the date of distribution 
or transfer and shall specify, as of such date, (i) the nature and 
amount of the total assets which were distributed or transferred and 
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the dates so distributed or transferred, (ii) the nature and amount of 
the assets not distributed or transferr~ed and the purpose for which 
they were retained, and (iii) the date on which the distributor or 
transferor corporation ceased all operations other than liquidating 
activities. Such statements shall be attached to the timely filed income 
tax return of the distributor or transferor corporation for its taxable 
year ending with such date of distribution or transfer and to the timely 
filed income tax return of the acquiring corporation for its first taxable 
year ending after such date, except that, with respect to any income 
tax return filed before October 11, 1960, any such statement shall be 
filed before October 11, 1960, with the district director with whom 
such return is filed. 

(4) If- 
(i) The last day of the acquiring corporation's taxable year is 

a Saturday, Sunday, or legal holiday, and 
(ii) The day specified in subparagraph (1) or (2) of this para- 

graph as the date of distribution or transfer is the last business 
day before such Saturday, Sunday, or holiday, 

then the last day of the acquiring corporation's taxable year shall be 
the date of distribution or transfer for purposes of section 881(b) 
and this section. For purposes of this subparagraph, the term "busi- 
ness day" means a day which is not a Saturday, Sunday, or legal 
holiday, and also means a Saturday, Sunday, or legal holiday if the 
date of distribution or transfer determined under subparagraph (1) 
or (2) of this paragraph is such Saturday, Sunday, or holiday. 

(c) Return of distributo or transferor corporation. The distribu- 
tor or transferor corporation shall file an income tax return for the 
taxable year ending with the date of distribution or transfer described 
in paragraph (b) of this section. If the distributor or transferor 
corporation remains in existence after such date of distribution or 
transfer, it shall file an income tax return for the taxable year be- 

ginning on the day following the date of distribution or transfer and 
ending with the date'on which the distributor or transferor corpora- 
tion's taxable year would have ended if there had been no distribution 
or transfer. 

(d) CarrybacIe of net operating losses. — For provisions relating to 
the carryback of net operating losses of the acquiring corporation, see 

paragraph (b) of $ 1. 881(c) (1) — 1. 

$ 1. 881(c) (1) STATUTORY PROVISIONS ~ 
CARRYOVERS IN CERTAIN 

CORPORATE ACQUISITIONS; ITEMS OZ TIIE DISTRIBUTOR OR TRANSPEROR 

CORPORATION ) NET OPERATING LOSs CARRYOVERS. 

SEC. 381. CARRYOVERS IN CERTAIN CORPORATE ACQUISI- 
TIONS. 

(c) ITEMs DF TIrE DIsTRIRUToR oR TRANsFERoR CoRFQRATIQN. — The 
items referred to in subsection (a) are: 

(1. ) NET OFERATnue Ross OARRrovERs. — The net operating loss 
carryovers determined under section 172, subject to the following 

conditions and limitations: 
(A) The taxable year of the acquiring corporation to which 

the net operating loss carryovers of the distributor or trans- 
feror corporation are first carried shall be the first taxable 
year ending after the date of distribution or transfer. 

(B) In determining the net operating loss deduction, the 
portion of such deduction attributable to the net operating 
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loss carryovers of the distributor or transferor corporation to 
the first taxable year of the acquiring corporation ending 
after the date of distribution or transfer shall be limited to 
an amount which bears the same ratio to the taxable income 
(determined without regard to a net operating loss deduction) 
of the acquiring corporation in. such taxable year as the num- 
ber of days in the taxable year after the date of distribution 
or transfer bears to the total number of days in the taxable 
year. 

(C) For the purpose of determining the amount of the net 
operating loss carryovers under section 172(b) (2), a net oper- 
ating loss for a taxable year (hereinafter in this subparagraph 
referred to as the "loss year") of a distributor or transferor 
corporation which ends on or before the end of a loss year of 
the acquiring corporation shall be considered to be a net 
operating loss for a year prior to such loss year of the acquiring 
corporation. For the same purpose, the taxable income for a 
"prior taxable year" (as the term is used in section 172(b) (2) ) 
shall be computed as provided in such section; except that, 
if the date of distribution or transfer is on a day other than 
the last day of a taxable year of the acquiring corporation- 

(i) Such taxable year shall (for the purpose of this 
subparagraph only) be considered to be 2 taxable years 
(hereinafter in this subparagraph referred to as the "pre- 
acquisition part year" and the "post-a. cquisition part 
year" ); 

(ii) The pre-acquisition part vear shall begin on the 
same day as such taxable year begins and shall end on the 
date of distribution or transfer; 

(iii) The post-acquisition part year shall begin on the 
day following the date of distribution or transfer and 
shall end on the same day as the end of such taxable year; 

(iv) The taxable income for such taxable year (com- 
puted with the modifications specified in section 172(b) 
(2) (A. ) but without a net operating loss deduction) shall 
be divided between the pre-acquisition part year and the 
post-acquisition part year in proportion to the number of 
days in each; 

(v) The net operating loss deduction for the pre-acqui- 
sition part year shall be determined as provided in section 
172(b) (2) (B), but without regard to a net operating 
loss year of the distributor or tran'sferor corporation; 
and 

(vi) The net operating loss deduction for the post- 
acquisition part year shall be determined as provided in 
section 172(b) (2) (B). 

$ 1. 381 (c) (1) — 1 NET OPERATING LOSS CARRYOVERS IN CERTAIN 
CGRPGRATE AcQUIsITIQNs. — (a, ) Cat'ryo'per requirement. — (1) Sec- 
tion 881(c) (1) requires the acquiring corporation to succeed to, and 
take into account, the net operating loss carryovers of the distributor 
or transferor corporation. To determine the amount of these carry- 
overs as of the close of the date of distribution or transfer, and to 
integrate them with any carryovers and" carrybacks of the acquiring 
corporation for purposes of determining the taxable income of the 
acquiring corporation for taxable years ending after the date of dis- 
tribution or transfer, it is necessary to apply the provisions of section 
179 in accordance with the conditions and limitations of section 
881(c) (1) and this section. See also section 389(b) and the regu- 
lations thereunder. 

(9) The net operating loss carryovers and carrybacks of the acquir- 
ing corporation determined as of the close of the date of distribution 
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or transfer shall be computed without reference to any net operating 
loss of a distributor or transferor corporation. The net operating 
loss carryovers of a, distributor or transferor corporation as of the 
close of the date of disti ibution or transfer shall be determined with- 
out, reference to any net operating loss of the acquiring corporation. 

(b) Car rybacle of net operating losses. — A net operating loss of the 
acquiring corporation for any taxable year ending after the date of 
distribution or transfer shall not be carried back in computing the 
taxable income of a distributor or transferor corporation. However, 
a net operating loss of the acquiring corporation for any such taxable 
year shall be carried back in accordance with section 179(b) in com- 
puting the taxable income of the acquiring corporation for a taxable 
year ending on or before the date of distribution or transfer. If a 
distributor or traiisferor corporation remains in existence after the 
date of distribution or transfer, a net operating loss sustained by it 
or any taxable year beginning after such date shall be carried back 
in accordance with section 177(b) in computing the taxable income of 
such corporation for a taxable year ending on or before that date, but, 

may not be carried back or over in computing the taxable income of 
the acquiring corporation. This paragraph may be illustrated by the 
following examples: 

Example (1). On December 31, 1954, X Corporation merged into 
. Y Corporation in a statutory merger to which section 361 applies, 
and the charter of Y Corporation continued after the merger. Y Cor- 
poration sustained a net operating loss for the calendar year 1955. 
Y Corporation's net operating loss for 1955 may not be carried back 
in coniputing the taxable income of X Corporation but shall be car- 
ried back in computing the taxable income of Y Corporation. 

Ei'a»~pie (8). On December 31, 19M, X Corporation and Y Cor- 

poration transferred all their assets to Z Corporation in a statutory 
consolidation to which section 361 applies. Z Corporation sustained 

a net operating loss for the calendar year 1955. Z Corporation's net 

operating loss for 1955 may not be carried back in computing the 

taxable income of X Corporation or Y Corporation. 
Example (8). On December 31, 1954, X Corporation ceases all 

operations (other than liquidating activities) and transferred sub- 

stantially all its properties to Y Corporation in a reorganization 

qualifying under section 368(a) (1) (C). Such properties comprised 

all of X Corporation's properties which were to be transferred pur- 

suant to the reorganization. In the process of liquidating its assets 

and winding up its affairs, X Corporation sustained a net operating 

loss for its taxable year beginning on January 1, 1955. This net, 

operating loss of X Corporation shall be carried back in computing 

the taxable income of that corporation but may not be carried back 

or over in computing the taxable income of Y Corporation. 

(c) First taxable year to which carryovers apply. — (1) The net 

operating loss c"rryovers available to the distributor or transferor 

corporation as of the close of the date of distribuiton or transfer shall 

first be carried to the first taxable year of the acquiring corporation 

ending after that date. This rule applies irrespective of whether the 

date of distribution or transfer is on the last day, or any other day, 

of the acquiring corporation's taxable year. Thus, such net operating 

loss carryovers shall first be used by the acquiring corporation with 
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respect to the computation of its net operating loss deduction under 
section 172 (a), and its taxable income determined under the provisions 
of section 172(b) (2), for such first taxable year. However, see para- 
graph (f) of this section. 

(2) The net operating loss carryovers available to the distributor 
or transferor corporation as of the close of the date of distribution 
or transfer shall be carried to the acquiring corporation without 
diniinution by reason of the fact that the acquiring corporation does 
not acquire 100 percent of the assets of the distributor or transferor 
corporation. Thus, if a parent corporation owning 80 percent of all 
classes of a stock of its subsidiary corporation were to acquire its share 
of the assets of. the subsidiary corporation upon a complete liquidation 
described in paragraph (b) (1) (i) of $ 1. 881(a) — 1, then, subject to 
the conditions and limitations of this section, 100 percent of the net 
operating loss carryovers available to the subsidiary corporation as of 
the close of the date of distribution ~ould be carried over to the parent 
corporation. 

(d) Limitation on net operating loss deduction for first taxable 
year ending after date of distribution or transfer. — (1) That part of 
the acquiring corporation's net operating loss deduction, determined 
in accordance with sections 172 (a) and 881(c) (1), for its first taxable 
year ending after the date of distribution or transfer which is at- 
tributable to the net operating loss carryovers of the distributor or 
transferor corporation, is limited by section 881(c) (1) (B) and this 
paragraph to an amount equal to the acquiring corporation's post- 
acquisition part year taxable incoine. Such postacquisition part year 
taxable income is the amount which bears the same ratio to the acquir- 
ing corporation's taxable income for the first taxable year ending after 
the date of distribution or transfer (determined under section 68 
without regard to any net operating loss deduction but taking into 
account other items to which the acquiring corporation succeeds under 
section 881) as the number of days in such first taxable year which 
follow the date of distribution or transfer bears to the total number 
of days in such taxable year. Thus, if the date of distribution or 
transfer is the last day of the acquii. ing corporation's taxable year, 
the net operating loss carryovers of the distributor or transferor are 
allowed in full in computing under section 172(a) the net operating 
loss deduction of the acquiring corporation for its first taxable year 
ending after that date. In such instance, the number of days in the 
first taxable year which follow the date of distribution or transfer 
is the total number of days in such taxable year. 

(2) The limitation provided by section 381(c) (1) (B) applies sole- 
jy for the purpose of computing the net operating loss deduction of 
the acquiring corporation under~section 172(a) for the acquiring cor- 
poration under section 172(a) for the acquiring corporation's first 
taxable year ending after the date of distribution or transfer. Tlie 
limitation does not apply for purposes of determining the portion 
of any net operating loss (whether of the distributor, transferor, or 
acquirin&~ corporation) which may be carried to any t~axable year of 
the acquiring corporation following its first taxable year ending after 
the date of distribution or transfer since such determination is made 
pursuant to section 172(b) and section 881(c) (1) (C). See pa'a- 
graphs ( e) and ( f ) of this section. 
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(3) The limitation provided by section 381(c) (1) (B) shall be ap- 
plied to the aggregate of the allowable net operating loss carry- 
overs of the distributor or transferor corporation without reference 
to the taxable years in which the net operating losses were sustained 
by such corporation. If the acquiring corporation has acquired the 
assets of two or more distributor or transferor corporations on the 
same date of distribution or transfer, then the limitation provided 
by section 881(c) (1) (B) shall be applied to the aggregrate of the net 
operating loss carryovers from all of such distributor or transferor 
corporations. 

(4) If the acquiring corporation succeeds to the net operating loss 
carryovers of two or more distributor or transferor corporations on 
two or more diA'erent dates of distribution or transfer within one tax- 
able year of the acquiring corporation, the limitation to be applied 
under section 381(c) (1) (B) to the aggregate of such carryovers shall 
be governed by the rules prescribed in paragraph (b) of I) 1. 381(c) 
(1) -9. 

(5) Illtutqatt'ons. — The application of this paragraph may be illus- 
trated by the following examples: 

Exam, pie (1) . (i) X Corporation and Y Corporation were 

organized. on January 1, 1956, and make their returns on the calendar 
year basis. On December 16, 1957, X Corporation transferred all 

its assets to Y Corporation in a statutory merger to which section 361 
applies. The net operating losses and taxable income (computed 
without the net operating loss deduction) of the two corporations 
are as follows, the assumption being made that none of the modifica- 

tions specified in section 179(b) (9) (A) apply to any taxable year: 
X Corporatiou Y Corporattou 

Taaabte year (traueferor) (acquirer) 

1956 ($85, 000) (85, 000) 
Ending 12/16/57 (80, 000) XXX 

1957 XXX 86, 500 

(ii) The aggregate of the net operating loss carryovers of. X Cor- 

poration carried under section 881(c) (1) (A) to Y Corporation's tax- 

able year ending December 81 1957, is $65, 000; but pursuant to sec- 

tion 881(c) (1) (B), only )1, 500 of such aggregate amount 

($36, 500 x 15/865) may be used in coniputing the net operating loss 

deduction of Y Corporation for such taxable year under section 

179(a). This limitation applies even though Y Corporation's own 

net operating loss carryover to such year is only $5, 000, with the 

result that Y Corporation has taxable income under section 63 of 

$30, 000 for its taxable year ending December 81, 1957, that is, $36, 500 

less the sum of $5, 000 and $1, 500. 
(iii) For rules determining the portion of any given loss of X Cor- 

poration or Y Corporation which may be carried to a taxable year 

of Y Corporation following its taxable year ending December 31, 

1957, see sections 179(b) (9) and 381(c) (1) (C) and paragraph (f) 
of this section. 

Eral/e (8). (i) X Corporation was organized on January 1, 

1954, and Y Corporation was organized on January 1, 1956. Each 

corporation makes its return on the basis of the calendar year. On 

December 31, 1956, X Corporation transferred all its assets to Y 
Corporation in a statutory merger to which section 361 applies. The 
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net operating losses and the taxable income (computed without any 
net operating loss deduction) of the two corporations are as follows, 
the assumption being made that none of the modifications specified 
in section 172 (b) (2) (A) apply to any taxable year: 

X Corporation P Corporation Taaabte year (transferor) iaeqnirer) 
1954 (85, 000) XXX 
1955 (15, 000) XXX 
1950 (10, 000) $20, 000 1957 xxx 40, 000 

(ii) The aggregate of the net operating loss carryovers of X 
Corporation carried under section 881(c) (1) (A) to Y Corporation's 
taxable year 1957 is $80, 000, and the full amount of such carryovers 
is allowed in such taxable year to Y Corporation as a deduction 
under section 172(a), since such amount does not exceed the limi- 
tation ($40, 000 x 865/865) for such taxable year under section 881(c) (1) (B). 

Evample (8). (i) X Corporation, Y Corporation, and Z Corpora- 
tion were organized on January 1, 1954, and each corporation makes its return on the basis of the calendar year. On September 30, 1956, X Corporation and Y Corporation transferred all their assets to Z 
Corporation in a statutory merger to which section 861 applies. The net operating loses and the taxable income (computed without any net operating loss deduction) of the three corporations are as follows, the assumption being made that none of the modifications specified in section 172 (b) (2) (A. ) apply to any taxable year: 

X Corporation F Corporation Z Corporation Taxable year (transferor) (transferor) faeqairer) 1954 ($5, 000) (88, 000) ($40, 000) 1955 . ( 4, 000) ( 2, 000) 10r000 Ending 9/80/50 ( 1, 000) ( 9, 000) xxx 1950 xxx xxx 78, 200 
(ii) The aggregate of the net operating loss carryovers of X Corpo- ration and Y Corporation carried under section 881(c) (1) (A) to Z Corporation's taxable year 1MO is $24, 000; but, pursuant to section 881(c) (1) (B), only $18, 400 of such aggregate amount ($78, 200 x 

02/866) may be used in computing the net operating loss deduction of Z Coporation for such taxable year under section 172(a). For this 
purpose, Z Corporation may not use the total of the aggregate carry- overs ($10, 000) from X Corporation plus the aggregate carryovers ($14, 000) from Y Corporation, even though each such aggregate of carryovers is separately less than the limitation ($18, 400) applicable under section 881(c) (1) (B) and this section. 

(iii) For rules determining the portion of any given loss of X Cor- poration, Y Corporation, or Z Corporation which may be carried to a taxable year of Z Corporation following its taxable year ending December 81, 1MO, see sections 172 (b) (2) and 881(c) (1) (C) and par- agraph (f) of this section. 
(e) Computation of carrt/overs and carrt/backs; general rMle. — (1) 8egqtence for applt/t'ng losses and computaA'on of taxable t'ncome. — 

The portion of any net operating loss which is carried back or carried over to any taxable year is the excess, if any, of the amount of the loss over the sum of the taxable income for each of the prior taxable years to which the loss may be carried under sections 172(b) (1) and 



131 

381 In determining the taxable income for each such prior taxable 
year for this purpos~e, the various iiet operating loss carryovers and 
carrybacks to such pi. ior taxable year are considered to be applied 
in reduction of the taxable income in the order of the taxable years 
in which the net operating losses are sustained, beginning with the 
loss for the earliest taxable year. The application of this rule to 
the taxable income of the acquiring corporation for any taxable year 
ending after the date of distribution or transfer involves the use of 
carryovers of tlie distributor or transfer corporation, and of carry- 
overs and carrybacks of the acquiring corporation. Iii such instance, 
the sequence for the use of the loss years remains the same, and the 
requirement is to begin with the net operating loss of the earliest 
taxable year, whether or not it is a loss of the distributor, transferor, 
or acquiring corporation. The taxable income of the acquiring corpo- 
ration for any taxable year ending after the date of distribution or 
transfer shall be determined in the manner prescribed by section 
172(b) (9), except that, if the date of distribution or transfer is on a 
day other than the last day of a taxable year of the acquiring corpora- 
tion, the taxable income of such corporation for the taxable year 
which includes such date shall be computed in the special manner 
prescribed by section 881(c) (1) (C) and paragraph (f) of. this 
section. 

(0) Loss year of transferor or distributor considered ~rior taxable 
year. — Section 881(c) (1) (C) provides that, for the purpose of deter- 
mining the net operating loss carryovers under section 172(b) (9), a 
net operating loss for a loss year of a distributor or transferor corpo- 
ration which ends on or before the last day of a loss year of the acquir- 

ing corporation shall be considered to be a net operating loss for a 
year prior to such loss year of the acquiring corporation. In a case 
where the acquiring corporation has acquired the assets of two or 
more distributor or transferor corporations on the same date of dis- 

tribution or transfer, the loss years of the distributor or transferor 
corporations shall be taken into account in the order in which such 

loss years terminate; if any one of' the loss years of a distributor 
or transferor corporation ends on the same day as the loss year of 
another distributor or transferor corporation, either loss year may 

be taken into account before the other. 
(8) Pears to zchich losses may be carried. — The taxable years to 

which a net operating loss shall be carried back or carried over are 

prescribed by section 172(b) (1). Since the ta, xable year of the dis- 

tributor or transferor corporation ends with the close of the date of 
distribution or transfer, such taxable year and the first taxable year 

of the acquiring corporation which ends after that date shall be con- 

sidered two separate taxable years to which a net operating loss of 
the distributor or transferor corporation for any taxable year ending 

before that date may be carried over. This rule applies even though 

the taxable year of the distributor or transferor corporation which 

ends on the date of distribution or transfer is a period of less than 

twelve months. However, for the purpose of determining under sec- 

tion 178(b) (1) the taxable years to which a net operating loss of the 

acquiring corporation is carried over or carried back, the first taxable 

year of the acquiring corporation which ends after the date of distribu- 

tjoii or transfer shall be treated as only one taxable year even though 

5S5726' — 61 10 
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such taxable year is considered under section 381(c) (1) (C) and 
paragraph (f) (9) of this section as two taxable years. The applica- 
tion of' this subparagraph may be illustrated by the f ollowing example: 

Example. X Corporation was organized on January 1, 1954, and 
thereafter it sustained net operating losses in its calendar years 1954, 
1955, and. 1956. On June 30, 1957, X Corporation transferred all its 
assets to Y Corporation, which was organized on January 1, 1955, in 
a statutory merger to which section 361 applies. In its taxable year 
ending June 30, 1957, X Corporation sustained a net operating loss. 
Y Corporation sustained net operating losses in its calendar years 1955, 
1956, and 1958, but had taxable income for the year 1957. The years 
to which these losses of X Corporation and Y Corporation shall be 
carried, and the sequence in which carried, are as follows: 
I oee Year 
X 1M4 X 1955, X 1956, X 6/80/57, Y 1957, Y 1958. 
X 1955 K 1954, X 1956, X 6/80/57, Y 1957, Y 1958, Y 1959. 
Y 1955 Y 1956, Y 1957, Y 1958, Y 1959, Y 1960. 
X 1%6 X 1954, X 1955, X 6/80/57, Y 1957, Y 1%8, Y 1959, Y 1960. 
Y 1M6 Y 1M5, Y 1957, Y 1958, Y 1959, Y 1960, Y 1961. 
X 6/BG/57 X 1955, X 1956, Y 1957, Y 1958, Y 1959, Y 1960, Y 1961. 
Y 1958 Y 1955, Y 1956, Y 1957, Y 1959, Y 1960, Y 1961, Y 1962, 

Y 1968. 

(4) Computation of carryoqter in a case qchere the date of distribu- 
tion or transfer occurs on last day of acquiring corporation's taa;able 
year. — The computation of the net operating loss carryovers from the 
distributor or transferor corporation and from the acquiring corpora- 
tion in a case where the date of distribution or transfer occurs on the 
last day of a taxable year of the acquiring corporation may be 
illustrated by the following example: 

Example. X Corporation and Y Corporation were organized on 
January 1, 1955, and each corporation makes its return on the basis 
of the calendar year. On December 31, 1956, X Corporation trans- 
ferred all its assets to Y Corporation in a statutory merger to which 
section 361 applies. The net operating losses and the taxable income 
(computed without any net operating loss deduction) of the two 
corporations are as follows, the assumption being made that none of 
the modifications specified in section 172 (b) (9) (A. ) apply to any tax- 
able year: 

X Corporation I' Corporatiou 
Taxable year (traueferor) (acquirer) 

1M5 ($2, 000) ($11, 000) 
1%6 (8, 000) 10, 000 
1957 SIX (15, 000) 

The sequence in which the losses of. X Corporation and Y Corpora- 
tion are applied, and the computation of the carryovers to Y Cor- 
poration's calendar year 1958, may be illustrated as follows: 

(i) X Corporation's 19o8' loss. — The carryover to 1958 is @, 000, 
computed as follows: 

Net operating loss 
Less: 

X's 1956 taxable income 
Y's 1957 taxable income 

$0 
0 

$2, 000 

Carryover 2, 000 
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(ii) X Corporation's 19M loss. — The carryover to 1058 is $1, 000, 
computecl as follows: 

Net operating loss 
Less: 

Y's 1950 taxable income 
Y's 1957 taxable income 

Carryover 

$10, 000 

811, 000 

10, 000 

1, 000 

(iii) X Corporation's 1986' loss. — The carryover to 1058 is $8, 000, 
computed as follows: 

i%et operating loss 
Less: 

X's 1955 taxable income 
Y's 1957 taxable income 

30 
0 

$3, 000 

Carryover 3, 000 

(iv) X Corporation's 1957 loss. — The carryover to 1MS is $15, 000, 
computed as follows: 

Net operating loss 
Less: 

Y's 1955 taxable income 
Y's 1956 taxable income before net operating loss 

deduction 810, 000 
Minus Y's 1950 net operating loss deduction (i. e. , 

Y's 1955 carryover) ll, 000 

$15, 000 

Carryover 

(v) 8ummary of carryovers 
operating loss carryovers to 1058 

X's 1955 loss 
Y's 1955 loss 
X's 1956 loss 
Y's 1957 loss 

15, 000 

to 1M8. — The aggregate of the net 
is $21, 000, computed as follows: 

82, 000 
1, 000 
3, 000 

15, 000 

Total 21, 000 

(f) Computation of carryovers and carrybac1's u:hen date of dis- 
tribution or transfer is not on last day of acquiring corporation's 
taxable year. — (1) General rule. — Pursuant to the provisions of sec- 
tion 881(c) (1) (C), the taxable income of the acquiring corporation 
for its taxable year which is a prior taxable year for purposes of sec- 
tion 172(b) (2) and paragraph (e) of this section shall be determined 
in the manner prescribed in this paragraph, if the date of distribution 
or transfer occurs within, but not on the last day of, such taxable year. 

(2) Taxable year considered as turbo tmabie years. — Such taxable 
year of the acquiring corporation shall be considered as though it, were 
two taxable years, but only for the limited purpose of applying section 
172(b) (2). The first of such two taxable years shall be referred to in 
this section as the preacquisition part year; the second, as the post- 
acquisition part year. For purposes of' section 172(b) (2), a net op- 



crating loss of the acquiring corporation shall be carried to the pre- 
acquisition part year and then to the postacquisition part year, whereas 
a net operating loss of a distributor or transferor corporation shall be 
carried to the postacquisition part year and then to the acquiring cor- 
poration's subsequent taxable years. In determining under section 
172(b) (2) and this paragraph tlie portion of anv net operating loss 
of a distributor or traiisferor corporation which is carried to any tax- 
able year of tlie acquiring corporation ending after the postacquisition 
part, year, the taxable income (as determined under this paragraph) of 
the postacquisition part year shall be taken into account but the taxable 
income of the preacquisition part year (as so determined) shall not 
be taken into account. Though considered as two separate taxable 
years for purposes of section 172(b) (2), the preacquisition part year 
and the postacquisition part year are treated as one taxable year in 
determining the years to which a net operating loss is carried under 
section 172(b) (1). See paragraph (e) (8) of this section. 

(8) Pz"eucquzsitz'on part year. — The preacquisition part year shall 
begin with the beginning of such taxable year of the acquiring corpo- 
ration and shall end with the close of the date of distribution or 
transfer. 

(4) Poatacqzz~~~'tio» part year. — The postacquisition part year shall 
begin with the day foilov ing the date of distribution or transfer and 
shall end with tlie close of such taxable year of the acquiring corpo- 
ration. 

(5) Dz'z &zan oj taxable zmcozzze. — The taxable income for such tax- 
able year (computed with the modilications specified in section 172 
(b) (2) (A) but without any net operating loss deduction) of the 
acquiring corporation shall be divided between the preacquisition part 
year and the postacquisition part year in proportion to the number of 
days in each. Tlius, if in a statutory merger to which section 861 
applies Y Corporation acquires the assets of X Corporation on June 80, 
1960, and Y ("orporation has taxable income (computed in the manner 
so prescribed) of $36, 600 for its calendar year 1960, then the preacqui- 
sition part year taxable income would be $18, 200 ($86, 600 x 182/866) 
and the postacquisition part year taxable income would be $18, 400 
($86, 600 x 184/866) . 

(6) Pet opez"atzncg loss d'edzzction. — After obtaining the taxable 
income of the preacquisition part year and of the postacquisition part 
year in the manner described in subparagraph (5) of this paragraph, 
it is necessary to compute the net opera~ting loss deduction for each 
such part year. This deduction shall be determined in tlie manner 
prescribed by section 172(b) (2) (8) but subject to the provisions of 
this subparagraph. The net operating loss deduction for the pre- 
acquisition p~art year shall, for purposes of section 172(b) (2) only, 
be determined in the same manner as that prescribed by section 172 
(b) (2) (8) but shall be computed without taking into account any 
net operating loss of the distributor or transferor corporation. There- 
fore, oilly llet, operating loss carryovers alid carrybacks of the ac- 
quiring corporation to the preacquisition part year shall be taken into 
account, in computing the net operating loss deduction for such part 
year. The net opera~ting loss deduction for the postacquisition part 
vear shall, for purposes of section 172(b) (2) only, be determined in 
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the same manner as that prescribed by section 172(b) (o) (8) and 
shall be computed by taking into account all the net operating loss 
carryovers available to the distributor or transferor corporation as 
of the close of the date of distribution or transfer, as well as the net 
operating loss carryovers and carrybacks of the acquiring corporation 
to the postacquisition part year. The sequence in v;hich the net 
operating losses of the two corporations shall be applied for purposes 
of this subparagraph shall be determined in the manner prescribed 
in paragraph (e) of this section. 

(7) Limt't(ttt'on on tax(tble income. — In no case shall the taxable 
income of the preacquisition part year or the postacquisition part year, 
as computed under this paragraph, be considered to be less than zero. 

(8) Cross reference. — If the acquiring corporation succeeds to the 
net operating loss carryovers of two or more distributor or transferor 
corporations on two or more dates of distribution or transfer during 
the same taxable year of the acquiring corporation, the determination 
of. the taxable income of the acquiring corporation for such year pur- 
suant to section 881(c) (1) (C) shall be governed by the rules pre- 
scribed in paragraph (c) of $ 1. 881(c) (1) — o. 

(9) Ill(!&tration. — The application of this paragraph may be illus- 
trated by the following example: 

Example. (i) Fact~. — X Corporation was organized on January 1, 
1955, and Y Corporation was organized on January 1, 1954. Each 
corporation makes its return on the basis of the calendar year. On 
June 30, 195, X Corporation transferred all its assets to Y Corpora- 
tion in a statutory merger to which section 861 applies. The net op- 
erating losses and the taxable income (computed without any net 
operatmg loss deduction) of the two corporations are as follows, the 
assumption being made that none of the modifications specified in 
section 172(b) (2) (A. ) apply to any taxable year: 

X Corporation Y Corporation 
Tazable pear (traneferor) (acquirer) 

1954 xxx ($5, 000) 
1955 ($65, 000) (o0, 000) 
Ending 6/80/56 1, 000 xxx 
1956 xxx 86, 600 

(ii) X Corporation'8 19@ loss. — The carryover to 1957 is $0, com- 
puted as follows: 

i%et operating loss 
Less: 

Y's 1955 taxable income 

Carryover to Y's preacquisition part year 
Less: 

Y's preacquisition part year taxable income computed under sub- 
paragraph (5) of this paragraph l $80, 000 x 182/ 
800) $18, 200 

Minus Y's net operating loss deduction for preacquisi- 
tion part year XXX 

Carryover to Y's postacquisition part year and also to Y 19o7 

$o, 000 

5, 000 

18, 200 
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(iii) X C'orporation's 19Ã loss. — The carryover to 1957 is $45, 600, 
computed as follows: 

Net operating loss 865, 000 
Less: 

X's 6/30/56 year taxable income 1, 000 

Carryover to Y's postacquisition past year 
Less: 

Y's postacquisition part year taxable income computed 
under subparagraph (5) of this paragraph (336, 600 
x 184/366) @. 8, 400 

Minus Y's net operating loss deduction for postacquisi- 
tion part year (i. e. , Y's 1954 carryover of $0 to such 
part year) 0 

. Carryover to Y 1957 

64, 000 

$18, 400 

45, 600 

(iv) E' Corpor0tion's 1MB loss. — The carry'over to 1057 is $6, 800, 
computed as follows: 

Net operating loss 
Less: 

Y's 1954 taxable income 

$20, 000 

Carryover to Y's preacquisition part year 
Less: 

Y's preacquisition part year taxable income computed 
under subparagraph (5) of this paragraph $18, 200 

AIinus Y's net operating loss deduction for preacquisition 
part year (i. e. , Y's 1954 carryover to such part year) 5, 000 

20, 000 

13, 200 

Carryover to Y's postacquisition part year 6, 800 
Less: 

Y's postacquisition part year taxable income computed 
under subparagraph (5) of this paragraph 

AIinus Y's net operating loss deduction for postacquisition 
part year (i. e. , Y's 1954 carryover of 80, and X's 1955 
carryover of $64, 000, to such part year) 

$18, 400 

64, 000 

(v) 8umrna~~ of carryovers to 1M'. — The aggregate of the net 
operating loss carryovers to 1057 is $50, 400, determined. as follows: 
Y's 1954 loss 
X's 1955 loss 
Y's 1955 loss 

30 
45, 600 

6, 800 

Total 52, 400 

(g) Successive acquiring corporate'ovid. — ~ acquiring corporation 
which, in a distribution or transfer to which section 381(a) applies, 
acquires the assets of a distributor or transferor corporation which 
previously acquired the assets of. another corporation in a transaction 
to which section 881(a) applies, shall succeed to and take into account, 
subject to the conditions and limitations of sections 179 and 381, the 
net operating loss carryovers available to the first acquiring corpora- 
tion under sections 17o and 881. 
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(h) Ilh&stratt'on. — The application of this section may be further 
illustrated by the following example: 

Example. (1) facts. X Corporation was organized on January 
1, 1054, and Y Corporation was organized on January 1, 1055. Each 
corporation makes its return on the basis of the calendar year. On 
August 31, 1957, X Coiporation transferred all its assets to Y Cor- 
por~ation in a statutory merger. to which section 361 applies. The net 
operating losses and the taxable income of the two corporations for the 
taxable years involved are set forth in the tabulation below, The 
taxable income so shown is computed without the modifications re- 
quired. by section 172(b) (2) (A) and without the benefit of any net 
operating loss deduction. In its calendar year 1957, Y Corporation 
had a deduction of $365 which is disallowed by section 172(b) (2) (A). 

Taeable year 
1954 
1955 
1956 
Ending 8/31/57 
1957 
1958 
1959 

X Corporation, 
(tran eferor) 

($7, 000) 
(10, 000) 
(25, 000) 

1, 000 

XXX 

y Corporation 
(aertuirer) 

($10, 000) 
(15, 000) 

xxx 
54, s50 
(5, 000) 
5p ppp 

(2) Cornptttatt'on of cart'yort rs and carrybaclts. — The sequence in 
which the losses of X Corporation and Y Corporation are applied and 
the computation of the carryovers to Y Corporation's calendar year 
1050 may be illustrated as follows: 

(i) Y Corpot*att'on's 1M~/ loss. — The carryover to 1958, which is the 
last year to which this loss niay be carried, is $0, computed as follows: 

Net operating loss $7, 000 
Less: 

X's 1955 taxable income $0 
X's 1950 taxable income 0 

Carryover to X's 8/31/57-year 
Less: 

X's 8/31/57-vear taxable income 

7, 000 

1, 000 

Carryover to Y's postacquisition 
part year 0, 000 

Less: 
Y's postacquisition part year taxable income computed 

under paragraph (f) (5) of this section ( ($54, 750+8365) 
x 122/305) 818, 422 

Minus Y's net operating loss deduction for postacquisition 
part year XXX 

18, 422 

Carryover to Y 1958 

(ii) X Cot pot"att'on's 1MG loss. — The carryover to 1050 is $0, corn- 

puted as follows: 

Net operating loss 
Less: 

X's 1954 taxable income 
X's 1950 taxable income 

Carrvover to X's 8/31/57-year 

810, 000 

80 
0 0 

10, 000 
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Less: 
X's 8/31/57-vear taxable income before net operating 

loss deduction 
Minus X's net operating loss deduction for 8/31/57-year 

(i, e. , X's 1954 carryover) 

81, 000 

7, 000 0 

Carryover to Y's postacquisition part year 
Less: 

Y's postacquisition part year taxable income computed 
under paragraph (f) (5) of this section 8]8, 422 

Minus Y's net operating loss deduction for postacquisi- 
tion part year (i. e. , X's 1954 carryover to such 
part year) 

Carrvover to Y 1958 and Y 1959 

10, 000 

12, 422 

0 

(iii) E' Corporation's 1N5 lo88. — The carryover to 1959 is $0, com- 
puted as follows: 

Net operating loss 
Less: 

Y's 1956 taxable income 

Carryover to Y's preacquisition part year 
Less: 

Y's preacquisition part year taxable income computed 
under paragraph (f) (5) of this section (($54, 750 
+$365) x 243/365) 

Minus Y's net operating loss deduction for preacquisi- 
tion part year XXX 

$10, 000 

0 

10, 000 

36, 693 
Carryover to Y's postacquisition part year, to Y 1958, and to 

Y 1 959 

(iv) X Cor pollution's 1956' los8. — The carryover to 1959 is $92, 578, 
computed as f olios: 
Net operating loss 
Less: 

X's 1954 taxable income $0 X's 1955 taxable income 0 X's 8/31/57-year taxable income before net op- 
erating loss deduction 81, 000 

Minus X's net operating loss deduction for 
8/31/57-year (i. e. , X's 1954 carrvover of 
$7, 000 and X's 1955 carryover of $10, 000) 17, 000 0 

Carryover to Y's postacquisition part year 
Less: 

Y's postacquisition part year taxable income computed 
under pa. ragraph (f) (5) of this section $18 422 

Minus Y's net operating loss deduction for postacquisition 
part year (i. e. , X's 1954 carryover of 86, 000, X's 1955 
carryover of 810, 000 and Y's 1955 carryover of 80, to 
such part vear) 

Carryover to Y 1958 
Less: 

Y's 1958 taxable income 

Carryover to Y 1959 

$25, 000 

0 

25, 000 

2, 422 

22, 578 

0 

22, 578 
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(v) & Corporation'8 ZM6 lo8s. — The carryover to 1959 is $0, com- 
puted as follows: 

Less: 
Y's 1955 taxable income 

$15, 000 

Carryover to Y's preacquisition part year 
Less: 

Y's preacquisition part year taxable income computed 
under paragraph (f) (5) of this section $36, 693 

;)Linus Y's net operating loss deduction for preacquisition 
part year (i, e. , Y's 1955 carryover to such part year) 10, 000 

Carryover to Y's postacquisition part year, to Y 1958, 
and to Y 1959 

26, 693 

Net operating loss 
Less: 

sY's 1955 taxable income $0 
Y's 19o6 taxable income 0 0 
Carryback to Y's preacquisition part vear 5, 000 

Less: 
Y's preacquisition part year taxable income computed 

under paragraph (f) (5) of this section $36, 6M 
itlinus Y's net operating loss deduction for prcacquisition 

part year (i. e. , Y's 1955 carryover of $10, 000, and Y's 
1956 carryover of $15, 000, to such part year) 25, 000 11, 6M 

Carryback to Y's postacquisition part year and 
carryover to Y 1959 0 

(vii) 8ummary of carryovers to 1M9. — The agrgregate of the net 
operating loss carryovers to 1050 is $22, 578, coi~nputed as follows: 
X's 1955 loss $0 
Y's 1955 loss 0 
X's 1956 loss 22, o78 
Y's 1956 loss 0 
Y's 19o8 loss 0 

$5, 000 

(vi) X Corpoiation's 1M8 lo88. — The carryover to 1050 is $0, 
computed as follows' 

Total 22, 578 

(3) Net operating loss deductu&n for 1M/. — (i) The net operating 
loss deduction available to Y Corporation under section 172(a) for 
the calendar year 1957, determined in accordance with paragraph (d) 
of this section, is $48, 800, computed as follows: 
Aggregate of the net operating loss carryovers available to the 

transferor corporation as of the close of August 31, 1957, 
but limited by paragraph (d) of this section to $18, 300 
(Y's 19o7 taxable income of $54, 750, computed without any 
net operating loss deduction, multiplied by 122/365) 

Carryover of X's 1954 loss $6, 000 
Carryover of X's 19o5 loss 10, 000 
Carryover of X's 1956 loss 25, 000 

41, 000 
Aggregate of carryovers, limited as above 

Carryover of Y's 1955 loss 
Carryover of Y's 1956 loss 
Carryback of Y's 1958 loss 

Net operating loss deduction 

sa year carryback in case of loss years ending after December 81, 1957. 

$18, 300 
10, 000 
15, 000 

5, 000 

48, 300 
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(ii) The taxable income under section 68 for 1957 is $6, 450, com- 
puted as follows: 
Taxable income determined without any net operating loss deduction $54, 750 
Less; 

Net operating loss deduction for 1957, as determined under subdi- 
vision (i) of this subparagraph 48, 800 

Taxable income under section 68 6, 450 

(4) /et operating toss deduction for 1MB. — The taxable income 
under section 68 for 1959 is 927, 422, computed as follows: 
Taxable income determined without any net operating loss deduction $50, 000 
Less: 

Net operating loss deduction for 1959 (i. e. , the aggregate 
carryovers determined under subparagraph (2) (vii) 
of this paragraph) 

Taxable income under section 66 27, 422 

(5) Fears to robics losses may be carried. — The taxable years to 
which the losses of X Corporation and Y Corporation may be carried, 
and the sequence in which carried, are as follows: 
Loss Sear Carried to 
X 1954 X 1M5, X 1956, X 8/81/57, Y 1M7, Y 1958. 
X 1!lss X 1954, X 1956, X 8/81/57, Y 1957, Y 1958, Y 1959. 
Y 1955 Y 1956, Y 1M7, Y 1'958, Y 1959, Y 1960. 
X 1956 X 1954, X 1955, X 8/81/57, Y 1M7, Y 1958, Y 1959, Y 1960. 
Y 1956 Y 1955, Y's 1957, Y 1958, Y 1M9, Y 1960, Y 1961. 
Y 1958 Y 1955, Y 1956, Y 1957, Y 1959, Y 1960, Y 1961, Y 1962, Y 1963. 

$ 1. 381(c) (1) — 2 NET OPERATING Loss CARRYovERs; Two oR MGRE 
DATES or DISTRIBUTION OR TRANSI'ER IN THE TAXABIE YEAR. — (a) In 
t/eneral. — If the acquiring corporation succeeds to the net operating 
loss carryovers of tivo or more distributor or transferor corporations 
on two or more dates of distribution or transfer within one taxable 
year of acquiring corporation, the limitation to be applied under 
section 381(c) (1) (B) to the aggregate of the net operating loss carry- 
overs to that taxable year from all of the distributor or transferor 
corporations shall be determined by applying the rules prescribed in 
pa, ragraph (b) of this section, and the taxable income of the acquiring 
corporation for that taxable year under sections 381(c) (1) (C) and 
172(b) (2) shall be determined by applying the rules prescribed in 
paragraph (c) of this section. I&'or purposes of this section, the term 
"postacquisition income" means postacquisition part year taxable in- 
come determined under paragraph (d) (1) of $ 1. 881(c) (1) — 1 by 
treating the first date of distribution or transfer as though it were 
the only date of distribution or transfer during the taxable year of 
the;le((1111'1ng Col poI'a tlon. 

(b) Determination of bmitation under section 881 (c) (1) ( jt'). — (1) 
In genera/. — If the acquiring corporation succeeds to the net operating 
loss carryovers of tlvo or more distributor or transferor corporations 
on two or more dates of distribution or transfer during the same tax- 
able year of the acquiring corporation, and if the amount of the net 
operating loss carryovers acquired on the first date of distribution or 
transfer equals or exceeds the postacquisition income, then the limi- 
tation under section 881(c) (1) (B) shall be an amount equal to such 
postacquisition income. If the amount of the net operating loss 



carryovers acquired on the first date of distribution or transfer is 
less than such postacquisition income, then the limitation under sec- 
tion 381 (c) (1) (B) shall be determined as provided in subparagraphs 
(9) through (5) of this paragraph. 

(0) Allocation of postacigttisition income amont7 partioj postae- 
quuition years. — That part of the taxable year of the acquiring cor- 
poration beginning on the day following the first date of distribution 
or transfer and ending with the close of the taxable year of the 
acquiring corporation shall be divided into the same number of 
partial postacquisition years as the number of dates of distribution 
or transfer on which the acquiring corporation succeeds to net op- 
erating loss carryovers during its taxable year. The first partial 
postacquisition year shall begin with the day following the first date 
of distribution or transfer and shall end. with the close of the second 
date of distribution or transfer. The second and succeeding partial 
postacquisition years shall begin with the day following the close of 
the preceding such partial year and shall end with thc close of the 
succeeding date of distribution or transfer, or, if there is no such 
succeeding date, then with the close of the taxable year of the acquiring 
corporation. The postacquisition income of the acquiring corpora- 
tion shall be allocated among the partial postacquisition years in pro- 
portion to the number of days in each such partial year. 

(3) Two d~tes of dwtribution or tv~fez. — If the acquiring cor- 
poration succeeds to the net operating loss carryovers of two dis- 
tributor or transferor corporations on two dates of distribution or 
transfer during the same taxable year of the acquiring corporation, 
and if the amount of the net operating loss carryovers acquired on 
the first date equals or exceeds the income for the first partial post- 
acquisition year, the limitation provided by section 381(c) (1) (B) 
shall be the amount of the postacquisition income. If the income for 
the first partial postacquisition year exceeds the net operating loss 
carryovers acquired on the first date of distribution or transfer, the 
limitation provided by section 381(c) (1) (B) shall be the amount, of 
the postacquisition income reduced by the a, mount of such excess. The 
application of this subparagraph may be illustrated by the following 
example: 

Example. (i) X Corporation has taxable income (computed with- 
out any net operating loss deduction) of $30, 500 for its calendar 
year 1955. During 1955, X Corporation acquires the assets of Y and 
Z Corporations in statutory mergers to eacli of which section 361 
applies, the dates of transfer being January 1 and December 1, re- 
spective]y. The net operating loss carryovers of each transferor cor- 
poration and the income for e~ach partial postacquisition year are: 

Carryovers income for partial years Redaaion 

$1, 000 $33, 400 ($36, 500 x 334/365) $32, 400 
g 50, 000 3, 000 ($36, 500 x 30/365) 

51, 000 36, 400 32, 400 

(ij) The limitation provided by section 381(c) (1) (B) equals the 

postacquisition income of $36, 400 reduced by $M, 400, the excess of the 
income for the first partial year ($33, 400) over the net, operating loss 

carryovers acquired on the first, date of transfer ($1, 000). Accord- 

ingly, the limitation is $4, 000 ($36, 400 minus $M, 400). Therefore, 
a'lthough X Corporation acquired carryovers aggregrating $51, 000 
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during 1955, it can utilize only $4, 000 of such carryovers in computing 
its net operating loss deduction for 1955. 

(4) Three dates of distribution or transfer. — If the acquiring cor- 
poration succeeds to the net operating loss carryovers of three dis- 
tributor or transferor corporations on three dates of distribution or 
transfer during the same taxable year of the acquiring corporation, 
and if the amount of the net operating loss carryovers acquired on the 
first date equals or exceeds the income for the first and second partial 
postacquisition years, the limitation provided by section 381(c) (1) 
(B) shall be the amount of the postacquisition income. If the amount 
of. the carryovers acquired on the first date equals or exceeds the 
income for the first partial postacquisition year but does not equal or 
exceed the income for the first and second partial postacquisition 
years, the limitation shall be the amount of the postacquisition income 
reduced by the excess of the income for the first and second partial 
postacquisition years over the amount of carryovers acquired on the 
first, and second dates of distribution or transfer. If the income for 
the first partial postacquisition year exceeds the carryovers acquired 
on the first date, the limitation shall be the postacquisition income 
reduced by the sum of the amount of such excess plus the ainount, if 
any, by which the income for the second partial postacquisition year 
exceeds the carryovers acquired on the second date. This subpara- 
graph may be illustrated by the following examples: 

Example (1). (i) X Corporation has taxable income (computed 
without any net operating loss deduction) of $86, 500 for its calendar 
year 1955. During 1955, X Corporation acquires the assets of M, 
N, and Z Corporations in statutory mergers to each of which section 
361 applies, the dates of transfer being January 1, January 81, and 
December 1, respectively. The net operating loss carryovers of each 
transferor corporation and the income for each partial postacquisition 
year are: 

Corporation Carryovers Income for partiai years Reduction 
M — $4i 000 $3r 000 ($36&500 x 30/365) $23 400 6, 000 30, 400 ($36, 500 x 304/365) 

50, 000 3, 000 ($36, 500 x 30/365) 0 

60, 000 36, 400 23, 400 

(ii) Since the carryovers of $4, 000 acquired on the first date of 
transfer exceed the income for the first partial year ($8, 000), the limi- 
tation provided by section 881(c) (1) (B) is the amount of the post- 
acquisition income ($36, 400) reduced by the excess of the income for 
the first and second partial years ($N, 400) over the carryovers ac- 
quired on the first and second dates of transfer ($10, 000). Therefore, 
the limitation is $13, 000 ($36, 400 less $98, 400), 

Ezarnp/e (8) . (i) Assume the same facts as in example (1) except 
that the amount of the net operating loss carryovers acquired from M 
Corporation is $1, 000. The net operating loss carryovers of each 
transferor corporation and the income for each partial postacquisition 
year are: 

M 
N 

Corporation Carryovers 
' 

$1, 000 
6, 000 

50, 000 

Income for partiat years 

$3, 000 ($36, 500 x 30/365) 
30, 400 ($36, 500 x 304/365) 

3, 000 ($36, 500 x 30/365) 

Reduction 

$2, 000 
24, 400 

0 

57, 000 36, 400 26, 400 
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(ii) Since the income for the first partial year ($3, 000) exceeds the 
$1, 000 of carryovers acquired on the first date by $2, 000, the limitation 
provided by section 381(c) (1) (B) is the postacquisition income of 

6, 400 reduced by such excess and also reduced by the excess of the 
income for the second partial year ($30, 400) over the carryovers ac- 
quired on the second date of transfer ($6, 000). Therefore, the limita- 
tion is $10, 000 ($86, 400 less the sum of $2, 000 and $24, 400) . 

Ir~ampLe (8). (i) Assume the same facts as in example (2) except 
that the carryovers acquired from N Corporation are $75, 000. The 
net operating loss carryovers of each transferor corporation and the 
income for each partial postacquisition year are: 

Corporation Carryovers Income for partial years Redaction 

$1, 000 $3, 000 ($36, 500 x 30/365) $2 000 
N 75, 000 30, 400 ($36, 500 x 304/365) 0 

50, 000 3, 000 ($36, 500 x 30/365) 0 

126, 000 36, 400 2, 000 

(ii) Since the income for the first partial year ($8, 000) exceeds the 
$1, 000 of carryovers acquired on the first day by $2, 000I the limita- 
tion provided by section 381(c) (1) (B) is the postacquisition income 
of $M, 400 reduced by $2, 000, or $34, 400. No further reduction is 
made since the income for tlie second partial year ($60, 400) does 
not exceed the carryovers of $75, 000 acquired on the second date of 
trans f er. 

(5) Foul op more dates oj dwtptbution oy transfer. — If the acquir- 
ing corporation succeeds to the net operating loss carryovers of four 
or more distributor or transferor corporations on four or more dates 
of distribution or transfer during the same taxable year of the 
acquiring corporation, the limitation provided by section 881(c) (1) 
(B) shall be determined consistently with the methods prescribed 
in subparagraphs (3) and (4) of this paragraph. The application 
of this subparagraph may be illustrated by the following example: 

ExvimpLe. (i) X Corporation has taxable income (computed with- 
out any net operating loss deduction) of $36, 500 for its calendar 
year 1955. During 1955, X Corporation acquired the assets of M, 
N, 0, Y, and Z Corporations in statutory mergers to each of which 
section 861 applied, the dates of transfer being, respectively, January 
1, January 81, March 3, April 2, and December 1. The net operat- 
ing loss carryovers of each transferor corporation and the income 
for each partial postacquisition year are: 

Corporation Carryover~ Income for partial years Redact ton 

M $1, 000 $3, 000 ($36, 500 x 30/365) $2, 000 
N 4, 000 3, 100 ($36, 500 x 31/365) 
0 1, 000 3, 000 ($36, 500 x 30/365') I 
Y 10, 000 24, 300 ($36, 500 x 243/365) 14, 300 
Z 20, 000 3, 000 ($36, 500 x 30/365) 0 

36, 000 36, 400 17, 400 

(ii) The limitation provicled by section 881(c) (1) (B) equals the 
postacquisition income of $36, 400 reduced by the sum of. (a) the 

$2, 000 excess of the income for the first partial year ($3, 000) over 

the carryovers acquired from M Corporation ($1, 000), (b) the $1, 100 
excess of the income for the second and third partial years ($6, 000) 
over the carryovers acquired from N and 0 Corporations ($5, 000) 
and (c) the $14, 300 excess of the income for the fourth partial 



year ($24, 800) over the carryovers acquired from Y Corporation 
($10, 000). Accordingly, the limitation is $19, 000 ($86, 400 minus 
$17, 400). Therefore, although X Corporation acquired carryovers 
aggregating $86, 000 during 1955, it can utilize only $19, 000 of' such 
carryovers in computing its net operating loss deduction for 1955. 

(c) Determination of taxable income of acquiring corporation 
under section 881(c) (1) (C). — (1) In generaL — Zf the acquiring 
corporation succeeds to the net operating loss caryovers of two or 
more distributors or transferor corporations on two or more dates 
of distribution or transfer within oiie taxable year of the acquiring 
corporation, then pursuant to section 881(c) (1) (C) the taxable in- 
come of the acquiring corporation for its taxable year which is a 
prior taxable year for purposes of section 172(b) (2) and paragraph 
(e) of $1. 881(c)(1) — 1 shall be determined as provided in this 
paragraph. 

(2) Division o f taxable income. — The taxable income of the 
acquiring corporation (computed with the modifications specified in 
section 172(b) (2) (A) but without any net operating loss deduction) 
shall be allocated proportionately on a daily basis among a pre- 
acquisition part year (determined under paragraph ( f ) (8) of- 

$ 1. 881(c) (1) — 1 by treating the first date of distribution or transfer 
as though it were the only date of distribution or transfer during 
the taxable year of the acquiring corporation) and two or more 
partial postacquisition years (determined as provided in paragraph 
(b) (2) of this section). The preacquisition part year and each 
partial postacquisition year shall be considered a separate taxable 
year, but only for the limited purpose of applying sections 172(b) (2) 
and 881(c) (1) (C). 

(8) Net operating loss deduction. — The net operating loss deduction 
of the preacquisition part year and the partial postacquisition years 
shall be determined consistently with the manner described in para- 
graph (f) (6) of $ 1. 881(c) (1) — 1 but by taking into account, in the 
case of any partial postacquisition year, only the net operating loss 
carryovers and carrybacks of the acquiring corporation and those net 
operating loss carryovers from a distributor or transferor corporation 
which become available to the acquiring corporation as of the close of 
those dates of distribution or transfer which occur before the begin- 
ning of that specific partial postacquisition year. The sequence in 
which the net operating losses of the distributor or transferor and 
acquiring corporations shall be applied for this purpose shall be 
determined in the manner described in paragraph (e) of $ 1. 881(c) 
(1) — 1. Subject to the preceding sentence, the net operating loss carry- 
overs to any specific partial postacquisition year, whether from a 
distributor, transferor, or acquiring corporation, shall be taken into 
account in the order of the taxable years in which the net operating 
losses arose, beginning with the loss for the earliest ta, xable year. 

(4) Ill+, stration. — The application of this paragraph may be illus- 
trated by the following example. 

Example. (i) Facts. — X Corporation, which was organized on 
January 1, 195'7, sustained a net operating loss of $20, 000 for its 
calendar year 1957 and had taxable income (computed without any 
net operating loss deduction) of $86, 500 for its calendar year 1958. 
During 1958, X Corporation acquired the assets of Y and Z Corpora- 
tions in statutory mergers to each of which section 861 applied, the 
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dates of transfer being June 30 and September 30, respectively. None 
of the modifications specified in section 172(b) (9) (A) apply to aiiy 
of the corporations for any taxable year, The taxable income (coin- 
puted without any net operating loss deduction) and net operating 
losses of Y and Z Corporations (which were organized on January 1, 
1957, and Januai y 1, 1954, respectively) are set forth below: 

Acquiring Cor- Transferor Cor. Transferor Cor- 
Tarable year poraiion X poraiion. Y poraiion Z 

1954 XXX xxx ($30, 000) 
1955 Xxx xxx 1, 000 
1956 XXX xxx 1, 000 
1957 ($20, 000) ($25, 000) 1, 000 
Ending 6/30/58 xxx 1, 000 XXX 
Ending 9/30/58 XXX xxx 1, 000 
1958 36, 500 XXX XXX' 

The sequence in which the losses of. the acquiring corporation and the 
transferor corporations are applied and the computation of the carry- 
overs to X Corporation's calendar year 1959 are illustrated in the 
following subdivisions of this example. 

(ii) Computation of taxable income. — X Corporation's taxable 
incomes determined in the manner described in subparagraph (2) of 
this paragraph, for the preacquisition part year and for the partial 
postacquisition years is as follows: 

Year Tarabie income Compniaaon 

Preacquisition part year $18, 100 $36, 500 x 181/365 
Partial /f1 9, 200 $36, 500 x 92/365 
Partial f/2 9, 200 $36, 500 x 92/365 

(iii) Z Corporation's 19o7f loss. — The carryover to 1059 is $0, com- 
puted as follows: 
Net operating loss 
Less: 

Z's 1955, 1956, 1957, and 9/30/58-year income 4, 000 

Net operating loss carryover to Partial g2 year 
Less: 

Partial g2 year taxable income 

26, 000 

9, 200 

16, 800 

The balance of $16, 800 is not carried over to 1959 since X Corpora- 
tionrs taxable year 1958 is the last of the five years to which Zrs 1054 
loss may be carriecl under section 172 (b) (1). 

(iv) 1' Corporation's 1M7' loss. — The carryover to 1050 is $14, 800, 
computed as follows: 
Net operating loss $25, 000 
Less: 

Y's 6/30/58-year income 1, 000 

Net operating loss carryover to Partial gl year 
Less: 

Partial seal year taxable income 

Carryover to Partial g2 year 
Less: 

X's Partial g2 year taxable income 
Minus X's net operating loss deduction for Partial g2 

year (i, e. , Z's 1954 carryover of $26, 000 to such partial 
year) 

Carryover to 1959 

$9, 200 

24, 000 

9, 200 

14, 800 

26, 000 

14, 800 
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(v) X Corporation's 1M' loss. — The carryover to 1959 is $1, 900, 
computed as follows: 
Net operating loss $20, 000 
Less: 

X's preacquisition part year taxable income 18, 100 

Carryover to Partial gl year 
Less: 

Partial gl year taxable income 
Minus X's net operating loss deduction for Partial g1 

year (i, e. , Y's 19o7 carryover of $24, 000 to such par- 
tial year) 

$9, 200 

24, 000 

1, 900 

Carryover to Partial g2 year 
Less: 

Partial g2 year taxable income 
Minus X's net operating loss deduction for Partial tt2 

year (i. e. , Z's 1954 carryover of f26, 000, and Y's 1957 
carryover of $14, 800, to such partial year) 

$9, 200 

1, 900 

40, 800 0 

Carryover to 1959 1, 900 

(vi) Summary of carryovers to 1059. — The aggregate of the net 
operating loss carryovers to 1959 is $16, 700, computed as follows: 
Z's 1954 loss XXX 
Y's 1957 loss $14, 800 
X's 1957 loss 1, 900 

Total 16, 700 

DANA LATH~M, 
Cornnrissi oner o f Interna/ Revenue. 

Approved July 7, 1960. 
FRED C. SCRIBNER) JR 

Acting Secretary of the Treasury. 
(Filed by the Division of the Federal Register on July 12, 1960, 8:47 a. m. , and 

published in the issue of the Federal Register for July 13, 1960, 25 F, R. 6555) 

SUBCHAPTER D. — DEFERRED COMPENSATION, ETC. 

PART I. — PENSION, PROFIT-SHARING, STOCK BONUS PLANS, ETC. 

SECTION 401. — QUALIFIED PENSION, PROFIT-SHARING, 
AND STOCK BONUS PLA. NS 

96 CFR 1. 401 — 1: Qualified pension, 
profit-sharing and stock bonus plans. 

Rev. Rul. 60 — 981 

An employees' contributory pension plan does not fail of qualifica- 
tion under section 401(a) of the Internal Revenue Code of 1954 
merely because it grants a participant the right to withdraw his 
contributions, together with an amount which represents the in- 
crement actually earned on the participant's own contributions, on 
discontinuance of participation prior to the termination of his 
employment. However, a pension plan, which permits the with- 
drawal of employee contributions plus amounts, In lieu of simple 
or compound interest thereon, computed according to a graduated 
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formula up to a maxinium of sn percent after ten years of service, 
would result in the payment of an amount in excess of that actually 
earned and ivould, therefore, cause the plan to fail of qualificatiou. 

The Internal Revenue Service has been requested to state its position 
with respect to the qualification, under section 401(a) of the Internal 
Revenue Code of 1054, of an employees' pension plan wliich grants 
participants the right to withdraw, in addition to their contributions, 
an amount representing interest thereon. 

A. provision of an employees' contributory pension plan provides 
that without terminating his service with the company, a participant 
may elect to withdraw from the plan, in which event he sliall receive, 
in lieu of all other benefits under the plan, a cash payment equal to tlie 
total of his contributions, accumulated v ith interest at two percent, 
compounded annually, to the first day of the nionth in which such 
withdrawal occurs. Under the plan, this payment is limited to the em- 
ployee's own contributions and amounts actually earned thereby. Tile 
plan was amended to provide that an employee is entitled to withdraw 
at any time. in addition to his aggregate contributions to date, an 
amount, in lieu of interest, which ivould increase in graduated steps 
from two percent of such contributions after the first year of par- 
ticipation to a maximum of 20 percent after ten years and thereafter. 

Revenue Ruling 57 — 168, C. B. 1957 — 1, 128, states in Part 2(c) (2) 
at page 131, that a pension plan may provide incidental benefiits 
prior to normal retirement, such as disability and death benefits, 
but if it permits participants, prior to severance of employment or 
termination of the plan, to withdraw all or a part of the funds 
accumulated on their behalf, except their own contributions on dis- 
continuance of participation, in times of financial need or otherwise, 
it will fail of qualification under section 401(a) of the Code. 

It is the opinion of the Internal Revenue Service tliat a, recogni- 
tion of an employee's right to withdraw his own contributions carries 
with it a right to receive any increment actually earned on his con- 
tributions to the plan. Thus, under Part 2(c) (2) of Revenue Ruling 
57 — 168, a participant may receive interest actually earned on his ov;ii 
contributions which he withdraws upon termination of his partici- 
pation in the plan prior to the termination of his employment. How- 
ever, the amendment to the plan would produce amounts other than 
those actually earned on the employee's own contributions and woultl, 
in efFect, constitute a, distribution of the employer's contributions. See 
Rev. Rul. 56 — 6M, C, B. 1956 — 2, 282. 

Accordingly, it is held that an employees' contributory pension plan 
does not fail of qualification under section 401(a) of the Code merely 
because it permits a participant to withdrav-, upon discontinuance 
of participation prior to termination of employment, an amount, in 
a. ddition to his contributions, which represents the increment actually 
earned on the participant's own contributions. But, it is furthei 
held that, an employees' pension plan which permits a participant to 
withdraw, upon discontinuance of participation prior to termination 
of employment, an amount, in lieu of simple or compound interest, 
computed by a, graduated formula to a maximum of 20 percent after 
ten years of service, would fail of qualification. under section 401(a, ) 
of the Code. 

565726' — 61 — 11 
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Rev. Rul. 60 — 828 

An employees' pension plan will not be denied qualification be- 
cause it contains provisions permitting participants to withdraw 
their voluntary contributions which are made in addition to their 
compulsory contributions, where such withdrawals do not affect 
the member's participation in the plan, the employer's past or future 
contributions on his behalf, the basic benefits provided by both the 
participant's and the employer's nonwithdrawable contributions, 
and no interest is allowable with respect to the contributions with- 
drawn either at the time of withdrawal or in computing benefits 
at retirement. 

Revenue Ruling 56 — 693, C. B. 1956 — 2, 282, and Part 2(c) (2) of 
Revenue Ruling 57 — 163, C. R. 1957 — 1, 128, modified. 

Advice has been requested concerning the effect of a provision, in 
an otherwise qualified employees' pension plan, permitting the par- 
ticipants to withdraw their voluntary contributions which are made 
in addition to their compulsory contributions. 

A retirement plan for the benefit of the employees of a life insur- 
ance company is funded under a deposit administration type of 
arrangement with the employer company acting as insurer. Under 
the terms of the plan, the employer contributes an amount equal to 
five percent of each participant's earnings and each participant must 
contribute four percent of his earnings. The participants may also 
make additional contributions of from one to six percent of their 
earnings on a voluntary basis. 

The combined contributions by the employer and the employee 
participants are set aside in a separate fund to which interest of not 
less than two percent is added annually. This fund represents the 
reserve for benefits provided for under the plan and is maintained 
in accordance with applicable state insurance laws to which the em- 
ployer is subject as a life insurance company. Upon retirement the 
accumulated employee and employer contributions then standing to 
a member's credit are applied to provide him with an annuity. 

The plan has been held to qualify under section 401(a) of the 
Internal Revenue Code of 1954. 

An amendment to the plan permit's any member who has not com- 
menced receiving a retirement benefit under the plan to withdra~~ his 
voluntary contributions in amounts of not less than $1, 000, without 
interest. According to the plan, the interest accumulated on any such 
withdrawn contributions will be forfeited forever by the participant. 

Part 9(c) (9) of Revenue Ruling 57 — 168, C. B. 1957 — 1, 128, refers 
to Revenue Ruling 56 — 698, C. B. 195~6 — 2, 282, and holds that althougli a 
pension plan may provide incidental benefits prior to normal retire- 
ment, such as disability and death benefits, it will fail of qualifications 
if it permits participants, prior to severance of employment or termi- 
nation of the plan, to withdraw all or part of the funds accumulated 
on their behalf, except their own contributions on discontinuance of 
participation. 

Under the terms of the plan in question, when a participant exercises 
the right to withdraw his voluntary contributions, it shall in no way 
afiect his participation in the plan, the employer's past or future con- 
tributions on his behalf, or the basic benefits provided by both the 
participant's and the employer's nonwithdrawable contributions. 
Further, no interest is allowable with respect to the contributions 
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» ithdiawn either at tlie time of withdrawal or in computing benefits 
;it retirement. 

Accordingly, it is held that, , under the f;icts of the present plan, 
the provision permitting participants to» ithdra». tlieir own voluntary 
contributions». ill not, of itself, disqualify the otherwise qualified 
plan. 

Revenue Ruling 56 — 6M, C. B. 1056 — 2, 282& and Part 2(c) (2) of 
Revenue Ruling 57 — 168, C. B. 1057 — 1, 128, are hereby modified to the 
extent that a pension plan will not be denied qualifications because 
it contains provisions permitting a participant to ivithdraw his volun- 
tary contributions». hich are made in additioii to his compulsory con- 
tributions, where such withdrawals do not afi'ect the member's par- 
ticipation in the plan, the employer's past or future contributions on 
his behalf, the basic benefits provided by both the participant's and the 
employer's compulsory contributions, and, under the provisions of the 
plan, no interest is allowable with respect to tlie contributions with- 
drawn either at the time of withdra». al or in computing benefits at 
ret irement. 

Rev. Rul. 60 — 668 

A cooperative corporation purchases merchandise for its mem- 
bers. The cooperative adds an "overcharge" to the cost price 
charged the members. The "overch:irge" is used to pav operating 
expenses of the cooperative. Hcnl, such "overcharge" constitutes 
"profits" for purl&uses of qualifying a profit-sharing plan under 
section 401(a) of the Internal Revenue Code of ilt&o4. 

Advice has been requested ivhether "overcharges" of a cooperative 
corporation constitute "profit" for purposes of qualifying a profit 
sharing plan under section 401(a) of the Internal Revenue Code of 
10&&4. 

In the instant case, a cooperative corporation has as its principal 
purpose the purchase of groceries and other mercliandise exclusively 
for its stockholder members. In addition to charging its members 
the cost price of the merchandise purchased for them, the cooperative 
is permitted by its by-laws to "charge" them an additional amount 
known as "overcharges" or "m:irkup ' to provide funds from»-hich 
to pay operating expenses such as compensation (current and de- 
ferred), rent, inte~rest, taxes, etc. 

The amount of the "overcharge" or "markup" is placed in a fund 
denominated "overcharges" and is handled in the nature of a trust 
fund on the theory that the whole thereof, after deducting operating 
expenses, was and is property of the stockholder members. There- 
fore, the entire amount of markup is either expended as operating 
expenses or returiied to the members. The corporation has a profit- 
sharing plan for its employees. 

Section 1. 401 — 1(b) (1) (ii) of the Income Tax Regulations provides, 
in part, that a profit-sharing plan is a plan established and m:iintaincd 
by an employer to provide for the participation in his profits by his 
employees or their beneficiaries. 

The cooperative's contributions to its profit;sharing plan are made 
only from its "mark up" or "overcharge" receipts; that is to say, from 
the total amount, of such receipts remaining»itli the company ofter 
dediicting therefrom its total operating costs. 



$ 401. ] 150 

A profit sharing contribution constitutes deferred compensation. 
The fact that in the instant case the compensation is paid from funds 
which otherwise would be distributed to members makes no difference 
since the members of the cooperative get no more or less whether the 
compensation is paid currently or under a profit-sharing plan. 

Accordingly, it is iield that the "overcharges" of the instant coopera- 
tive corporation constitute "profits" for purposes of qualifying a 
profit-sharing plan under section 401 (a) of the Code. 

96 CFR 1. 401 — 2: Impossibility of diversion 
under the trust instrument. 

Rev. Rul. 60 — 976 ' 

A provision in a newly established pension, profit sharing, stock 
bonus, or annuity plan provides for the return of employer contribu- 
tions niade prior to the initial determination as to qualification, only 
in the event that in such determination the Commissioner of Internal 
Revenue rules that such plan is not qualified. Held, such a pro- 
vision will not, of itself, prevent qualification of the plan and trust 
under section 401 or the exemption of the trust under section 001(a) 
of the Internal Revenue Code of 1904. 

Revenue Ruling 09 — 809, C. B. 1909 — 2, 117, superseded. 

Advice has been requested whether the initial qualification of an 
otherwise qualified employees' pension plan and trust will be affected 
by a provision calling for the return of the employer's contributions 
to the plan in the event, the plan should fail to qualify. 

An employer established an employees' pension plan setting forth 
in definite terms the benefits to be provided, the method of funding 
such benefits, and all other provisions necessary to the operation of 
the plan. Plan costs are to be borne entirely by the employer and 
the participants' interests in the employer contributions are to be 
fully vested after a reasonable waiting period. It further provides, 
"This trust instrument is based upon the condition precedent that it 
shall be approved and qualified by the Internal Revenue Service "' 

as meeting the requirements of the Federal Internal Revenue Code and 
regulations issued thereunder with respect to employees' trusts so as 
to permit the employer to deduct for income tax purposes the amounts 
ot its contributions to the trustee for the payment of premiums on the 
policies of insurance procured by it, and so that such premiums will 
not be taxable to the employees as income. " 

Section 401(a) (2) of the Code provides, as one of the requirements 
for exemption, that the trust instrument must make it absolutely im- 
possible to use or divert, any part of the trust corpus or income for 

urposes other than for the exclusive benefit of employees or their 
enefiiciaries. 

Section 1. 401 — 9(a) (9) of the Income Tax Regulations holds, in part, 
tliat tlie trust instrument must definitely and afiirmatively make it 
impossible for the nonexempt diversion or use to occur, whether by 
the happening of a contingency or by any other means. 

The issue raised herein pertaining to contributions and benefits Inade 
conditional upon the Commissioner's initial ruling with respect to the 

s In the publication of Revenue Ruling 99 — 809, C, B. 19o9 — 2, 117, the words "in a plan, 
calling for the return of employer contributions" were omitted from the penultimate para- 
graph. The ruling, therefore, is corrected and restated in its entirety. 
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p»n has been decided by the court decision in the case of 3Ieldnsm and 
FeM8mitk, I~c. v. Coouni ~, ~aeon& i . 20 T. C. 790, acquiescence C. B. 1954 — 2, 
5. In that case it was decided tliat the employer's contribution to the 
trust was irrevocable, since the employer could not recover its contri- 
bution if the trust was qualified. Since the employees' respective in- 
terests were not nonforfeitable at the time the contribution was made, 
it must be inferred tliat the court decided that the plan qualified under 
section 165(a) of the 1989 Code (corresponding to section 401(a) of 
the 1954 Code) . The Commissioner acquiesced in this decision 
insofar as the issue of deductibility of the contribution is concerned. 

Assuming that a provision in a plan, calling for the return of em- 
ployer conti'ibutions in the event that the plan is held not to be quali- 
fied, would not of itself prevent qualification, it is apparent that no 
diversion of trust corpus or income is possible by reason of such pro- 
vision if the plan is otherwise qualified. 

Accordingly, in the instant case, the newly established employees 
pension plan and. trust will not fail to qualify initially merely because 
it contains a provision that, if the Commissioner rules that such plan 
is not qualified, the employer could recover contributions which have 
been made prio~r to the initial determination as to qualification. This 
conclusion is equally applicable to profit sharing, stock bonus, or 
annuity plans. 

Revenue Ruling 59 — 809, C. B. 1959 — 2, 117, is hereby superseded. 

Rev. Rul. 60 — 3'37 26 CFR 1. 401 — 8: Requirements as to 
coverage. 

A trusteed pension plan involving integration with social security 
benefits will not meet i. he requirements for integration, if it contains 
no limitation on the amount of excess earnings of the trust which 
may be credited to a participant's account. 

Advice has been requested whether a trusteed pension plan involving 
integration with social security benefits will meet the requirements for 
integration, if the plan contains no limitation on the amount of excess 
earnings of the trust which may be credited to a participant's account. 

An employer established a self-insured, trusteed pension pl;in. The 
plan provides for a normal retirement benefit, payable for ten years 
certain and life thereafter, equal to 85 percent of compensation (aver- 
aged over the period of participation in the plan, but not taking into 
account changes in compensation occurring after attaining age 55), 
o8set by 90 percent of the primary social security benefit. Normal 
retirement is at age 65, or the tenth anniversary of becoming a par- 
ticipant, if later. The amount in an employee's account ivill be paicl 
in the event of death before retirement. 

In case of early retirement, disability retirement, or other termina- 
tion of employment prior to normai retirement date, the benefit paid 
will be that which can be provided by a stated perceni. age (not, to 
exceed 100 percent) of the amount in the employee's account, Tlie 
employees do not, contribute to the plan. 

The employer's contributions are made on the assmnption that the 
triist will earn a return of three percent per year. IIowever, thc plan 
will provide "variable" benefits, since the actual earnings (realized 
and unrealized) of the trust will be credited proportionately to the 
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individual accounts, whether such earnings are greater or less than 
three percent. 

Section 401(a) of the Internal Revenue Code of 1954 provides, in 
part, that a trust created or organized in the United States and form- 
ing part of a stock bonus, pension, or profit-sharing plan of an em- 
ployer for the exclusive benefit of his employees or their beneficiaries 
shall constitute a qualified trust if the trust does not discriminate in 
favor of employees who are ofiicers, shareholders, persons whose 
principal duties consist in supervising the work of other employees, or 
highly compensated employees. 

Section 401(a) (5) of the Code provides, however, that a classifica- 
tion shall not be considered discriminatory merely because all em- 
ployees whose annual remuneration constitutes "wages" under section 
8191(a) (1) (for purposes of the Federal Insurance Contributions 
Act) are excluded from the plan. This provision is intended to permit 
the qualification of plans which supplement the old-age and sur- 
vivors insurance benefits under the Social Security Act, as amended. 

Section 1. 401 — 8(e) of the Income Tax Regulations establishes the 
general basis for integration of pension, annuity, profit-sharing, and 
stock bonus plans, which limit participation to employees earning in 
excess of $4800 a year, or which base contributions or benefits only 
on compensation in excess of that amount, with the benefits provided 
by the Social Security Act, as amended. 

Section 1. 401 — 8 (e) (9) of the regulations provides that in determin- 
ing whether a plan is properly integrated with the Social Security 
Act, the total old-age and survivor insurance benefits with respect to 
an employee are considered to be 150 percent of the employee's old- 
age insurance benefits under such Act, and the proportion of such 
total benefits which is attributable to employee contributions is con- 
sidered to be approximately 92 percent of such total benefits. 

It follows from this provision of the regulations that the part of 
the total benefits under the Social Security Act not attributable to 
employee contributions is deemed to be equivalent in value to a straight- 
life annuity beginning at age 65 (or subsequent retirement) equal to 
117 percent (78 percent of 150 percent) of the primary old-age insur- 
ance benefit. In a plan providing death benefits before retirement 
equal to the reserve, and a ten-year certain and life annuity, such as in 
the instant case, the 117 percent limit should be reduced to 93. 6 percent 
(117 percent times 8/9 times 90 percent), in accordance with the rules 
set forth in Mimeograph 6641, C. B. 1951 — 1, 41. 

The operation of the variable feature (i. e. , crediting excess earnings 
to the employees' accounts) of this plan can result in the 98. 6 percent 
limit being exceeded. 

In view of this, it is held that the pension plan in the instant case 
does not meet the requirements for integration with Social Security 
Act benefits. 

However, such a plan may meet the requirements for integration 
if it is amended so as to contain limits to insure that the crediting 
of the amount of excess earnings of the trust fund will not cause 
the actual benefits paid to exceed integration limits. This may be 
done by providing that in no case will the amount to be credited to 
a participant's account at any time exceed 104 percent (M. 6 percent 
divided by 90 percent) of the amount that would have been credited 
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to such account had the earnings of the fund (realized or unrealized) 
always been at the assumed rate of three percent. Any excess earn- 
ings» hich, in any yea, r, cannot be credited to a participant's account 
because of such limitation, should be used to reduce the employer's 
contributions for that year. 

A. s an alternative to limiting the amount of earnings that may be 
credited to a participant's account, it would be acceptable to amend 
the plan to provide tlrat any earnings in excess of three percent will 
be allocated on a basis which does not involve integration with Social 
Security, for example, by allocating such excess e~arnings in propor- 
tion to "compensation" as defined in the plan or in proportion to 
total "compensa, tion" since becoming a participant. (Bee Rev. Rul. 
185, C. B. 1958 — 2) 202. ) 

SECTION 402. — TAXABILITY OI' BENEFICIARY OF 
EMPLOYEES' TRUST 

26 CFR 1. 402 (a) — 1: Taxability of beneficiary 
under a trust which meets the requirements 
of section 401(a, ). 

Rev. Rul. 60 — 292 

The amount standiug to the crerlit of an employee in a qualified 
employees' trust at the date of his separation from the service of the 
employer and the amount of any increment credited thereon after 
such date are not made available to him prior to the time the 
amounts are actually distributed if the withdrawal of such amounts 
would subject the employee to a loss of all prior service credits upon 
subsequent reemployment. 

A distribution of the qualified trust to the employee in one tax- 
able year of the total amount standing to his credit at the date of 
termination of service» ill be accorded long-term capital gain treat- 
ment to the extent it exceeds the employee's own contributions. 

Any increment credited to the employee's account subsequent to 
the date of his termination of service is taxable to him as ordinary 
income in the year of distribution. 

However, where the delay in distribution is occasioned by admin- 
istrative problems of the plan and the total amount of the distribu- 
tion (amount standing to the credit of the employee at the time of 
separation and any increment accruing from that slate to date of 
payment) is made in one taxable year of the employee as soon as 
administratively feasible after separation, the Internal Revenue 
Service will, in the interest of convenience in administration, con- 
sider such an amount in excess of his contributions as a long-term 
capital gain. 

Advice has been requested. whether the amount standing to the 
credit of an employee in a qualified employees' pension trust is made 
available to him where, upon termination of service, a withdrawal 
of such amount would subject the employee to a loss of a)ll prior service 
credits upon later reemployment; and whether a total distribution 
of such amount several years after the employee's termination of 
service may be treated as a long-term capital gain to the extent of the 
excess over the employee's contribution. 

An employer established a retirement plan for the benefi of his 
employees. The plan meets the requirements of section 401(a) of 
the Internal Revenue Code of 1054 and the trust forming a part 
thereof is exempt from income tax under section 501(a) of the Code. 
Under the terms of the plan, an employee-participant who terminates 
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his service prior to becoming eligible for benefits has the right (1) 
to take a lump-sum distribution of the amount standing to his credit, 
in the trust fund at the date of separation from service or (2) to 
leave such amount standing to his credit, at interest, for a period 
up to five years. Should the separated employee elmt not to with- 
draw the amount due him upon separation and then, within five years, 
reenter the employer's service, he would be entitled to receive credit, 
toward retirement for all prior service. However, should he with- 
draw the amount, to his credit, he would forfeit the right to any 
prior service credits upon reemployment. 

Under these circumstances, an employee-participant severed his 
connection with the employer. He elected not to withdraw the 
amounts accumulated in his account in the trust fund when he sepa, - 

rated from service. Four years later he requested a withdrawal 
and was paid a lump-sum total distribution consisting of his own 
contributions plus the interest accrued thereon before and after the 
date of his separation from service. 

Paragraph (1) of section 402(a) of the Code provides, in eQ'ect, 
that the amount, actually distributed or made available to any dis- 
tributee by any employees' trust described in section 401(a) which 
is exempt from t;ix under section 501(a) shall be taxable to him, in 
the year in which so distributed or made available, under section 79 
(relating to annuities) except, that section 72(e) (8) (relating to the 
treatmeiit of certain lump sums) shall not apply. . 

Paragraph (9) of section 409(a) provides in substance that, if 
the total distributions payable, under such an exempt trust, are paid 
to the distributee within one taxable year of the distributee on account 
of the employee's death or other separation from the service or on 
account of the employee's death after such separation from service, 
the amount of such distribution, to the extent exceeding the, amount 
contributed by the employee, shall be considered a gain from the 
sale or exchange of a capital asset held for more than six months. 

Revenue Ruling 55 — 428, C. B. 1055 — 1, 41, liolds that a participant, 's 
interest under an exempt employees' trust is not made available to 
him within the purview of section 402(a) (1) of the Code if there 
are substantial conditions or restrictions on his right of withdrawal. 

Under the instant plan, a participant who withdraws the amount 
accumulated to his account in the trust fund (participant's contri- 
butions plus interest theron) at the time of his separation from 
service immediately suffers a loss of all prior service credits to which 
he was theretofore entitled. This, in the presence of such facts, 
constitutes a substantial condition. Therefore, in accordance with 
the above cited Ruling, neither the amount to the credit of an em- 
ployee in a qualified employees' trust at the date of his separation 
from the service of the employer nor the amount of any increment 
credited thereon after such date is made available to him prior to 
the time the amounts are actually distributed to him if the with- 
drawal of such amounts would subject the employee, to a loss of' 
all prior service credits to which he was theretofore entitled. 

As will be noted from the provisions of section 409(a) (9) of the 
Code, if everything to which the employee is entitled under the trust, 
at the time of separ:ition from service, is paid within one taxable year 
of the employee, the amount so paid is treated as a long-term capital 
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gain to the extent of the excess ot the amount received over the em- 
ployee's contributions. Thus, even though the participant here under 
consideration did not receive a distribution of the amount to his credit 
under the trust fund until four years after his separation from serv- 
ice, he did receive everything to which he was entitled at the date of 
his separation from service in one taxable year. 

Accordingly, it is held that, a, distribution by the quali6ed trust to 
the employee in one taxable year of the total amount standing to his 
credit at the date of termination of service will be accorded long-term 
capital gain treatment to the extent it exceeds the employee's own 
contributions. Any increment credited to the employee's account 
subsequent to the date of his termination of service is taxable to him 
as ordinary income in the year of distribution since it is not a part of 
the balance to the credit of the employees account which becomes 
payable on account of his separation from the service. (See section 
402(a) (3) (c) of the Code. ) 

Iiowever, where the delay in distribution is occasioned by admin- 
istrative problems of the plan and the total amount of the distribution 
(amount standing to the credit of the employee at the time of sepa- 
ration and any increment accruing from that date to date of payment) 
is made in one taxable year of the employee as soon as administratively 
feasible after such separation, the Internal Revenue Service will, in 
the interest of convenience in administration, consider such an amount 
in excess of his contributions as a long-term capital pain. Whether 
any delay in distribution is occasioned by administrative problems of 
the plan and whether the distribution is made "as soon as adminis- 
tratively feasible" are to be determined on the basis of the facts and 
circumstances in each particular case. 

SECTION 403. — TAXATION OF EMPLOYEE ANNUITIES 

26 CFR 1. 408 (b) — 1: Taxability of bene- 
ficiary under a nonquali6ed annuity. 

Exemption of wholly-owned state or municipal instrumentalities 
under section 501(c) (3) of the Internal Revenue Code of 1954. See 
Rev. Rul. 60 — 384, page 172. 

SECTION 404. — DEDUCTION FOR CONTRIBUTIONS OF AN 
EMPLOYER TO AN EMPLOYEES' TRIIST OR ANNUITY 
PLA. N AND COMPENSATION UNDER A DEFERRED- 
PAYMENT PLAN 

26 CFR 1. 404(a) — 2: Information to be furnished 
by employer claiming deductions. 

Information 61ed with the Department of Labor pursuant to the 
Welfare and Pension Plans Disclosure Act may be used in partial 
satisfaction of the requirement, of the regulations relating to infor- 

to be furnished by an employer claiming deductions under 
section 404 of the Code. See Rev. Pioc. 60 — 14, page ag 969. 
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26 CFR 1. 404(a) — 9: Contributions of an employer Rev. Rul. 60 — 870 
to an employees' profit-sharing or stock bonus 
trust that meets the requirements of section 
401(a); application of section 404 (a) (3) (A) . 

A corporation has a gualified profit-sharing plan which permits 
continued eligibility and participation by employees assigned tem- 
porarily to various joint ventures into which the corporation enters. 
Held, in computing the limitation on deductible contributions pro- 
vided in section 404 (a) (3) (A) of the Internal Revenue Code of 10. &4, 

the corporation may take into account its distributive share of com- 
pensation paid by a joint venture, in which it is participating, to 
employees covered bv the corporation's profit-sharing plan. 

Advice has been requested whether a taxpayer, in computing its 
deductible limit for contributions to a profit, -sharing trust, is entitled 
to take into account its distributive share of the compensation paid by 
a joint venture, in which it is participating, to employees covered by 
the taxpayer's profit-sharing plan. 

The taxpayer corporation is a general contractor having a quali- 
fied profit-sharing plan for its employees. Occasionally, the taxpayer 
enters into a joint venture with some other contractor for the con- 
struction of a specific project. Some of the taxpayer's key employees 
may be assigned to perform duties for such a joint venture and dur- 
ing their temporary assignment the wages of these employees are paid 
by the joint venture rather than by the taxpayer. Nevertheless, the 
profit-sharing plan provides that for purposes of. participation in 
the plan, services performed while temporarily assigned to a joint 
venture shall be considered as employment by the taxpayer. The plan 
also provides that compensation paid by the joint venture shall, for 
the purpose of allocating the taxpayer's annual contributions under 
the plan, be considered as compensation of a participating eniployee, 
that is, compensation paid by the taxpayer. 

Section 404(a) (8) of the Internal Revenue Code of 1%4 and section 
1. 404(a) — 9 of the Income Tax Regulations prescribe limits for the 
deductibility of employer contributions under a qualified profit- 
sharing plan. The primary limitation is that the deduction shall not 
exceed 15 percent of the compensation otherwise paid or accrued 
during the taxable year to all employees under the profit-sharing plan. 

The percentage limitations of section 404(a) (8) (A) of the Code 
apply to compensation otherwise paid or accrued during the taxable 
year to all employees under a qualified profit-sharing plan. In order 
to meet the qualification requirements of section 401(a) of the Code, 
a plan must be the plan of an employer for the exclusive benefit of 
his employees or their beneficiaries. It follows that the percentage'e 
limitations of section 404(a) (8) (A) apply to the compensation paid 
or accrued by a particular employer to his employees. 

Pension, profit-sliaring or stock bonus plans intended to qualify 
under section 401(a) of the Code may provide for continued em- 
ployee participation in the event of a leave of absence for a specified 
purpose, provided all participants under similar circumstances are 
treated alike. See Part 4(b) of Rev. Rul. 57 — 163, C. B. 19&~7 — 1, 128& 
at 140. The same principle applies to employees who are loaned to 
another organization, such as a. joint venture. In this latter case the 
employer-employee relationship, once established, does not terminate 
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by reason of the employee's temporary absence from duty. However, 
the mere fact that a temporary absence or transfer does not ten«inate 
the employer-employee relationship, and does not disturb the em- 
ployee's eligibility or participation, does not result in the conclusion 
that compensation paid by the actual employer (in this case, the joint 
venture) during such period is considered as paid by the lending em- 
ployer. In determining what, if any, portion of the compensation 
paid by a joint, venture of which the lending employer is a member 
may be included. as compensation paid by the lending employer, in 
computing the deduction limitation under section 404(a) (3) (A), 
one must consider the provisions of subchapter K of the Code, re- 
lating to partners and partnerships, 

The term "partnership" is defined in section 761(a) as including a 
joint venture. Accordingly, section 702 of the Code would be ap- 
plicable in computing the taxpayer's income tax liability with respect 
to its participation in the joint venture. Section 702(a) (8) provides 
that, among other things, a taxpayer shall take into account its dis- 
tributive share of the partnership items of deduction to the extent 
provided by regulations. 

Section 1. 702 — 1(a) (8) (ii) of the regulations provides, in part, that 
each partner must take into account separately his distributive share 
of any partnership item which, if separately taken into account by 
any partner, ~ould result in an income tax liability for that partner 
diQ'erent from that which would result if that partner did not take 
the item into account separately. 

Section 702 (b) of the Code provides that the character in the hands 
of a partner of any item of income, gain, loss, deduction, or credit 
clescribed in section 702(a) (1) through (8) shall be determined as 
if such item were realized directly from the source from which realized 
by the partnership or incurred in the same manner as incurred by the 
partnership. 

Thus, a taxpayer's distributive share of the compensation paid by 
the joint venture should be taken into account by it separately, having 
the same character with respect to the taxpayer as it lras with respect 
to the joint venture, if it will have the e8ect of permitting the tax- 
payer an additional cleduction for contributions to its qualified profit- 
sharing plan by increasing is deductible limit as prescribed in sec- 
tion 404(a) (3) (A) of the Code. If an employee of the partnership 
is considered to be also an employee of the individual partners, sec- 

tion 702(a) (8) and section 702(b) will have the efi'ect of permitting 
the taxpayer to take its distributive share of compensation paid by~ 

the joint venture into account in computing its deduction limitatioii 
for contributions to the profit-sharing plan under section 404(a, ) (, '0) 

(A). The sole question, therefore, is whether, for purposes of. corn- 

puting that limit, an employee of the partnership of which the tax- 

payer is a member should be considered also an employee of the tax- 
payer with respect to the services rendered to the partnership. 

Employment, for pension trust, profit-sharing and stock bonus plan 

purposes, means the same, generally, as employment for other pur- 

poses, including coverage for social security or similar public pro- 

grams, See Part 2(i) of Rev, Rul. 57 — 168, swig»n. Although Reve»ue 

Puling 57 — 168 deals with guides for qualification of a plan, the same 
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considerations enter into the question of the deductibility of contribu- 
tions. In the instant case, for Fecleral employment tax purposes, an 
employee temporarily assi~ed to the joint venture is an employee of 
the partnerslup rather than an employee of the partners with respect 
to the services rendered to the joint venture. See Rev. Rul. 54 — 369, 
C. B. 1954 — 2, 364. Nevertheless, once the requisite employment rela- 
tionship is established as between the partnership and the individuals 
to whom the compensation in question is being paid, it is established 
also as between the individual partners and such employees for pur- 
poses of sections 401 — 404 of the Code. This position is consistent with 
the view that the partnership itself is not, for purposes of income tax 
liability, a taxable entity but rather is Inerely the aggregate of the 
constituent partners, each of whom is liable for income tax only in his 
individual capacity. 

This conclusion does not encroach upon the view that "employment" 
for pension trust, profit-sharing and stock bonus plan purposes is the 
same as employment for such public programs as the Federal Unem- 
ployment Tax Act, since the essential relationship must still exist be- 
tween the partnership and the individual to whom the compensation 
is being paicl. The sole effect of this conclusion is to attribute to the 
individual partners the employment relationship which exists be- 
tween the partnership and the individuals. 

Accordingly, it is held, in the instant case, the taxpayer is entitled 
to take into account, in computing its deductible limit for contribu- 
tions to the profit-sharing trust under section 404(a) (8) (A) of the 
Code, its distributive share of the compensation paid. by a joint ven- 
ture, in which it is participating, to employees covered by the tax- 
payer's profit-sharing plan. 

PART II. — MISCELLANEOUS PROVISIONS 

SECTION 421. — EMPLOYEE STOCK OPTIONS 

26 CFR 1. 421 — 1: Meaning and use of certain terms. Rev. Rul. 60-242 
(Also Section 7805. ) 

In order to make certain that an employee stock option qualifies as 
a restricted stock option for purposes of section 421 of the Internal 
Revenue Code of 1954, some companies have been attempting to meet 
the 85-percent, -of-fair-market-value price requirement of the statute 
by including in tlie option agreement a provision that if the Commis- 
sioner of Internal Revenue (or the Treasury Department or the 
Internal Revenue Service) should determine that the option price was 
less than 85 percent of the fair market value of the stock at the time of 
the granting of the option, the employee would pay the employer the 
additional amount necessary to satisfy that condition of the statute. 

Revenue Ruling 59 — 248, C. B. 1959 — 2, 128, issued. July 20. 1959, holds 
that the Commissioner need not comply with a provision ivhich seeks 
to require the Treasury Departinent to assume the function of making 
determinations of fair market value for the purpose of fixing an 
option. price; that, since the Commissioner could in no event make 
such a deterniination on the date of grant of an option, an agreement 
containing such a provision does not, provide a price fixed or deter- 
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minable at that time within the meaiiing of the regulations; and that 
an agreement, containing such provisio~n does not qualify as a re- 
stricted stock option uncler section 4'1(d) (1) . 

However, since the provision in question liad. been included in 
option agreements by many comp i»ies acting in good faith, a retro- 
active application of the Revenue Ruling inviilidating sucli options 
would result in undue lrardsliip in cases where the options would 
otherwise qualify but for such price redetermination provision. 
Accordingly, under the authority of section 7805(b) of the Code, 
Revenue Ruling 59 — 246 wil[ be applied without retroactive efFect to 
options granted prior to July 20, 19, 19, the date of its issuance. 

Specifically, tlie Commissioner will not coinply with a provision in 
any stock option tliai seel-s to require liim (or the Treasury Depart- 
nient or the Internal Reve»ue Service) to mal-e a, price redeterinina- 
tion so as to allow taxpayers, in accordance with such redetermination, 
to tal-e action to qualify the option as a restricted stock option. Hoiv- 
ever, if an option which was granted prior to July 20, 1959, otherwise 
qualifies as a restricted stock option and, without reg;ird to the price 
redetermination provision, the 85-percent-of-fair-market-value price 
requirement of the statute has been met, the inclusion of the provision 
will not prevent the option from qualifying as a, restricted stock 
option. 

26 CFR 1. 421 — 6: Options to which section 421 
does not apply. 

T. D. 6481 ' 

TITLE 26 — INTERVAL REVE2VUE, 1954. — CIIAI'TI'. R I, SUBCHAPTER A, PART 1. — 
IivCOIIE TAX; TAXABLE YEARS BEGIXXIX(6 Ai'TER DECEIIBER 31, 1953 

Amendment of Income Tax Regulations under sectiou 421 of the 
Internal Revenue Code of lpo4 relatin to employee stocl- optious. 

DEPART3IKXT OF THE TREAST:RY& 

OFFICE OF CO5IMISSIOXER OI' IXTERIYAL REYE 22 t E, 
1V ashy'eton ". ~, D. C. 

To Officers and Employees of the Internal Il'ei enne Service and Others 
Concerned: 

In order to revise the definition of the term "employee, " "employ- 

ment, " and "employer" in the Income Tax Regulations (26 CFR Part 
1) under section 421 of the Internal Revenue Code of 19M, relating to 
options to which section 421 does not apply, such regl. ulations;ire 
amended as set forth below, efFective with respect to taxable years 
beginning after Deceniber 61, 1953, and ending after August 16, 1954. 

Further consideration is being given to the applicability of the rules 

in $1. 421 — 6 to situations not involving tlie employer-employee 

relationship. 
Paragraph (b) (2) of $ 1. 421 — 6 is amended to read as follows: 

$ 1. 421 — 6 OPTIoivs To IVIIIcH Sl:cTION 421 Doss, 'ioT APPLY. 

(h) Meaning and use of certain teruis. 

(2 A. d in this section, the teruIs "euiployee", "euiployu&ent", aud '(m- 
2) s use 

Ply "2 2 eference to the le"al and houa fide relationship of emplover and 

2 1 6 6621. 
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employee. For rules applicable to the determination whether the employer- 
employee relationship exists, see section 8401(c) and the regulations thereunder. 

Because this Treasury Decision amends $ 1. 421 — 6 to restore the 
substance of the rule relating to the employer-employee relationship 
which was contained in the notice of proposed rule making, published 
in the Federal Register (21 F. R. 8774), November 10, 1956, and 
because further consideration is being given to the applicability of 
the rules in $ 1. 421 — 6 to situations not involving the employer- 
employee relationship, it is hereby found that it is unnecessary to 
issue this Treasury Decision with notice and public procedure thereon 
under section 4(ay) of the Administrative Procedure Act, approved 
June 11, 1946, or subject to the efFective date limitation of section 
4(c) of that Act. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A. Stat. 917; 
26 U. S. C. 7805). ) 

DANA LATIIAM, 
Cofnfnk sioner of Internal Revenue 

Approved July 8, 1960. 
FRED C. SCRIBNERt JR. t 

Acting 8ecretary of the Treasury. 
(Filed by the Division of the Federal Register on July 8, 1960, 8:49 a. m. , and 
published in the issue of the Federal Register for July 14, 1960, 2o F. R. 6621) 

SUBCHAPTER E. — ACCOUNTING PERIODS AND METHODS OF 
ACCOUNTING 

PART n — ACCOUNTING PERIODS 

SECTION 443. — RETURNS FOR A PERIOD OF LESS THAN 
12 MONTHS 

26 CFR 1. 443 — 1: Returns for periods of less than 12 months. 
Period for which a return is filed when a partner concurrently 

clianges to the taxable year (annual accounting period) a ne~ly 
formed partnership adopts. See Rev. Rul. 60 — 268, page 206. 

PART II. — METHODS OF ACCOUNTING 

Subpart A. — Methods of Accounting in General 

Rev. Rul. 60 — 243 

SECTIOVi 446. — GENERAL RULE FOR METHODS OF 
ACCOUNTING 

26 CFR 1. 446 — 1: General rule for methods 
of accounting. 

(Also Section 471; 1. 471 — 1. ) 
A change to the "sale and repurchase" method of accounting for 

bottles, by a taxpayer engaged in bottling and selling soft drink 
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beverages, from the method of requiring a deposit for the bottles 
with a refund of the deposit upon their return, constitutes a change 
in method of accounting for which the prior consent of the Commis- 
sioner of Internal Revenue is required. Under the circumstances, 
the Commissioner will not consent to such a change because the 
"sale and repurchase" method of accounting for bottles does not 
clearly redect income. 

Advice has been requested whether a chancre to the "sale and repur- 
n chase method of accounting for bottles by a taxpayer engaged in 

bottling and selling soft drink beverages, from its present method of 
requiring a deposit for the bottles with a refund of the deposit upon 
their return, constitutes a change in the method of accounting within 
the meaning of section 446(e) of the Internal Revenue Code of 1954 
for which the prior consent of the Commissioner of Internal Revenue 
is required. 

The taxpayer is franchised to bottle and sell a soft drink beverage. 
It markets its product through returnable glass bottles packed twenty- 
four to a case. Business is conducted both through salesmen and 
company maintained routes selling direct to retailers. A deposit is 
required from its salesmen and cus~tomers for each bottle and/or case. 
Full credit is granted upon the return of the container and/or case. 
Iiivoices are issued for sales which contain a statement that title to 
the cases and bottles is vested in the company and that the deposits 
required do not constitute a sale. 

The taxpayer employs the accrual method of accounting for Federal 
income tax purposes. Its books of account reflect the bottles at cost 
;is a noncurrent, nondepreciable, asset. However, ca, ses are depre- 
ciated over their useful life. The bottle account is adjusted annually 
l o provide a deduction for bottles lost or broken. Therefore, the 
deductible expense for bottles in each taxable year, under the tax- 
payer's present method of accounting for bottles, represents the cost 
of bottles no longer available for use. 

The taxpayer proposes to remove the title retention clause in in- 
voices and to conduct its business through the composite "sale" of 
bottles and beverage with the expectation, based upon trade practice, 
tliat the bottles "sold" would be re icquired to the same extent as 

under present circumstances. Under the proposed method of account- 

ing for bottles, the taxpayer would include the cost of each bottle 
in the cost of merchandise sold. 1Vhere tbe bottles are reacquired 

they would be included in inventory at cost of reacquisition which, 

as proposed, would be substantially less than the original cost. 
In the taxpayer's type of business, a substantial investment in bottles 

in which to distribute its product is necessary, and profitable opera, - 

tions depend upon the return of a very large portion of tile bottles. 
The taxpayer's present method of accounting for bottles has been 

consistently employed by it for several years. Its income is clearly 

reflected by the use of such method. 
Section 446 (e) of the Code provides that a taxpayer who chaiiges 

the method of accounting on the basis of which he regularly computes 

his income in keeping his books shall, before computing his taxable 

income under the new method, secure the consent of the Secretary of 

the Treasury or his delegate. 
Tlie striking of the title retention cia, use in invoices does not in and 

o f itself constitute nierely a change in business practice as contended 
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by the taxpayer as opposed to a change of accounting method requir- 
ing the prior cotlsent of the Commissioner. 

Section 1. 446 — 1(e) (2) of the Income Tax Regulations provides, in 
part, that a change in the method of accounting includes a change in 
the over-all method of accounting for gross income or deductions, or 
a change in the treatment of. a material item. Consent must, be secured 
whether or not a taxpayer regards the method from. which he desires 
to change to be proper. Thus, a taxpayer may not compute his tax- 
able income under a method of accounting different from that pre- 
viouslv used by him unless such consent is secured. 

Without any change in its business practice, under the proposed 
lnethod of accounting, the taxpayer would in eA'ect reduce taxable 
income, at the time new bottles are placed into use, by the di6'erence 
between the original cost and a much lower so-called sale price, Also, 
in the year of change the taxpayer ~ould reduce taxable income 
further by valuing each bottle in closing inventory at the cost of 
reacquiring the bottles from its customers and salesmen. 

In view of the above, it is concluded that a change to the proposed 
method of accounting for bottles by a taxpayer engaged in bottling 
and selling soft drink beverages from its prior method of requiring a 
deposit, for the bottles with a refund of the deposit upon their return, 
is a material change. See Advertisers Exchange, Inc. v. Commt'8- 
siorier, 25 T. C. 1086, alarmed per curiam, 240 Fed. (2d) 958. There- 
fore, such a change would require the prior consent, of the Commis- 
sioner in accordance with the provisions of section 446 of the Code 
and the regulations thereunder. 

A further question to be considered is whether, under the circum- 
stances, the Commissioner will consent to a change to the "sale and 
repurchase" method of accounting for bottles described above. 

Section 471 of the Code provides that wherever the use of inven- 
tories is necessary in order to clearly determine the income of any 
taxpayer, inventories shall be taken into account by such taxpayer in 
determining gross income. 

Section 1. 471 — 1 of the regulations provides in part, as follows: 
The inventory should include all banished or partly finished goods and, in the case 
of raw materials and supplies only those which have been acquired for sale 
or which physically become a part of merchandise intended for sale, in which 
class fall containers, such as kegs, bottles, and cases, whether returnable or 
not, if title thereto will pass to the purchaser of the product to be sold therein. 
Merchandise should be included in the inventory only if title thereto is vested 
in the taxpayer. Accordingly, the seller should include in his inventory goods 
under contract for sale but not yet segregated and applied to the contract and 
goods out upon consignment, but should exclude from inventory goods sold 
(inci»di»g contai»crs), title to which has passed to the purchaser. (Italics 
supplied. ) 
The foregoing regulat, ions make it clear that, in order to be included 
in the cost of goods sold, bottles must be acquired for sale, or must 
become part of the merchandise intended for sale and must actually 
be sold. 

The question then resolves itself whether under the foregoing cir- 
cumstances there would be a disposition of bottles. The taxpayer 
must establish that the substance rather than the form of the transac- 
tion constitutes a sale. 

In the usual case where a taxpayer claims a loss from the sale of 
property, the loss must be actual and real. See L"»eEyn E. Gregory 
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v. FIelver~'ng, 293 U. S. 465, Ct. D. 911, C. B. XIV — 1, 193 (1935). The 
general requitrements that losses be deducted in the year in which they 
are sustained calls for a practical, not a legal, test. See Lttcas v. 
America Code Co. , Inc. , 280 U. S. 445, Ct. D. 168, C. B. IX. — 1, 314 
(1930). The general rule as to this issue was expressed in Sydney 
Ef. 8hoenberg v. Commissioner', 77 Fed. (2d) 446, certiorari denied, 
296 U. S. 586, Ct. D. 1051, C. B. XIV — 2, 180 (1935). The court stated 
as follows: 
A loss as to particular property is usually realized by a sale thereof for less 
than it cost. However, where such sale is made as part of a plan whereby 
substantially identical property is to be reacquired and that plan is carried out, 
the rc«lip«tion of loss is not genuine and substantial — it is not real, This is true 
because the taxpayer has not actually changed his position and is no poorer 
than before the sale. The particular transaction m;ty be real but the entire 
transact. tion prevents the loss from bein actually suffered. Taxation is con- 
cerned with realities and no loss is deductible which is not real. 

AVhere as part of a composite plan which includes, as in the instant 
case, an expectation, based upon trade practice, that the property will 
be reacquired, and such expectation is realized, the inclusion of the 
container cost in cost of goods sold would not be consistent with the 
requirements of section 1. 471 — 1 of the regulations. 

Since it is unrealistic as a matter of economic substance to believe 
that the taxpayer could profitably engage in a business requiring the 
sale of all new bottles at a price substantially less than cost, it is clear 
that there has been no real change in the taxpayer's position, because 
it must rely, in order to stay in business, on the practical certainty 
that it will continue to reacquire most of the bottles "sold. " 

Based upon the foregoing facts, it is held that the "sale and repur- 
chase" method, in the inst. ant case, does not clearly reflect income 
within the meatning of section 446 of the Code and the Commissioner 
will not consent, to a charrge to such method. 

Subpart B. — Taxable Year for Which Items of Gross Income Included 

SECTION 451. — GENERAL RULE FOR TAXABLE YEAR OF 
INCLUSION 

26 CFR 1. 451 — 1: General rule for taxable year 
of inclusion. 

Accrual of an increase in the per diem charge for rental of railroad 
freight cars by an accrual method taxpayer who has contested such 
increase. See Rev. Rul. 60 — 237, page 164. 

SECTION 453. — INSTALLMENT METHOD 

Rev. Pul. 60 2931 26 CFR 1 453 — 1: Installment method of 
reporting income. 

(Also Part II, Section 44; Regulations 

118, Section 88. 44-1. ) 

g *d g g t ttt t' Rt tet dtdd„„„tgg tggo ' Based on 
565726* — 61 12 
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The Internal Revenue Service will not follow the decision of the 
United States District Court for the District of Massachusetts in 
Consoh'dated Dry Coods Company v. United States, 180 Fed. 
Supp. 878. 

The District Court held that the taxpayer's Cycle Budget Account 
Plan was fairly embraced within the meaning of the ~ords "install- 
rnent plan" as used in section 453 (a) of the Internal Revenue Code o f 
1954 and section 44(a) of the Internal Revenue Code of 1969 and 
that, accordingly, taxpayer was entitled to report all of such sales on 
the installment method. 

Under the Cycle Budget Account Plan, a customer was extended 
credit of a specified amount, was permitted to purchase goods up to 
his credit limit, and was required to pay each month the smaller of 
the balance in his account or a fixed amount representing a fraction 
of the maximum amount of credit which would be extended to him 
under the plan. 

The taxpayer's Cycle Budget Account Plan in this case appears 
to be fairly typical of "revolving credit" plans adopted by a consid- 
erable number of taxpayers within the past few years. 

However, it is the position of the Revenue Service that the fact 
that sales are made pursuant to a revolving credit plan is not deter- 
minative of whether such sales are to be regarded as installment sales. 
A study is now under way as to whether workable standards can be 
formulated for determining what part of revolving credit sales qual- 
ify as sales "on the installment plan" under the statutory provisions 
mentioned above. 

Partnership installment obligations receivable transferred to 
charity. See Rev. Rul. 60 — 352, page 208. 

Subpart C. — Taxable Year for Which Deductions Taken 

SECTION 461. — GENERAL RULE FOR TAXABLE YEAR 
OF DEDUCTION 

26 CFR 1. 461 — 1: General rule for taxable year Rev. Rul. 60 — 237 
of deduction. 

(Also Section 451; 1. 451 — 1. ) 
An accrual method taxpayer, who has contested an increase in 

the per diem charge for the rental of railroad freight cars, is 
not entitled to accrue the amount in dispute uutil the controversy 
is resolved. This manner of accountin treatment is equally appli- 
cable for the purpose of determining the taxable year of the inclu- 
sion of the contested aruount in gross income where the right 
thereto is in dispute. 

A. dvice has been requested as to when an accrual method tax- 
payer, who has contested an increase in the per diem charge for the 
rental of railroad freight cars, is entitled to accrue and deduct the 
amount in dispute for Federal income tax purposes. 

A railroad company using the freight cars of another railroad 
company is required to mal. -e per diem rental payments for such 



cars at a stated rate. When the rate was increased, the taxpayer, 
employing the accrual method of accounting, contested the increase. 
However, in accruing charges for the rent, al of the freight cars, the 
taxpayer accrued sucli cha~rges at the increased rate but declined to 
pay the increases. 

Tlie general rule applicable to taxpayers who keep their accounts 
ancl file their returns on the accrual method is that expenses should 
be accrued and deducted in the year in which all tlie events liave 
occurred which determine the fact of the liability of the taxpayer 
and the amount thereof can be determined with reasonable accuracy. 
See section 1. 461 — 1 (a) (2) of the Income Tax Regulations; and Con- 
tinent«Z Tie and Lumber Co. v. United States, 286 U. S. 290, Ct. D. 
494, C. B. XI — 1, 260 (19M). 

AThere the item depends upon a contingency or future events, it is 
not accruable until the contingency or events have occurred. Where 
the liability is substantially in controversy, accrual of income or 
deduction must await the resolution of the controversy. Luca8 v. 
American Code Co. , Inc. , 280 U. S. 445, Ct. D. 168, C. B, IX — 1, 314 
( 1 980 ) I Sec Msi ty FZour iViZZ8 v. Commi 88i oner, M 1 U. S. 28 1, Ct. D. 
1608, C. B. 1944, 526. 

Revenue Ruling 57 — 105, C. B, 1957 — 1, 193, holds that, where a tax- 
payer disagrees with the determination of an additional liability 
thiough a contest by litigation, the amount in dispute does not con- 
stitute a deductible expense when employing the accrual method of 
accounting as loiig as the outcome is unsettled. 

In the instant case, the increase in the rental of railroad freight cars 
has been contested. A. ccordingly, unrler the well established principle 
that a taxpayer cannot accrue an amount with respect to which he de- 
nies liability and contests payment, it is held that the railroad company 
contesting the issue is not entitled to accrue and deduct, the amount in 
dispute until the controversy is resolved. This manner of accounting 
treatment is equally applicable for the purpose of determining the tax- 
able year of the inclusion of the contested amount in. gross income 
where the right thereto is in dispute. See section 1. 451 — 1('a) of the 
regulations. 

Subpart D. — Inventories 

SECTION 471. — GENERAL RULE FOR INVENTORIES 

26 CFR 1. 471 — 1: Need for inventories. 

Accounting for bottles by a taxpayer engaged in bottling and sell- 
ing soft drink beverage. See Rev. Rul. 60 — 243, page 160. 

26 CFR 1. 471 — 5: Inventories by dealers 
in securities. 

Inventories by "specialists" in securities. See Rev. Rul. 60 — Ml, 
page 166. 
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SECTION 472. — LAST-IN, FIRST-OUT INVENTORIES 

Rev. Rul. 60 — 321 26 CFR 1. 472 — 1: Last-in, fiirst-out inventories. 
(Also Section 471; 1. 471 — 5. ) 

A. "specialist" in securities, a qualified member of a stock exchange 
who accepts orders in selected securities from other members of the 
exchange for execution, is a, dealer in respect to such securities and is 
entitled to inventory such unsold securities for Federal income tax 
purposes. See Ilelvering v. AZbert Fried, et aZ. , 299 U. S. 175, Ct. D. 
1184) C. B. XV-2, 199 (1936). 

Such a dealer who, in his books and a. ccounts, regularly inventories 
securities on hand in the manner prescribed in section 1. 471 — 5 of the 
Income Tax Regulations may, as provided in section 1. 472 — 1(a) of 
the regulations, elect to use the last-in, fiirst-out (LIFO) method of 
valuing his inventory of unsold securities in which he is a "specialist" 
and which he holds for sale to customers in the ordinary course of 
business, provided he files the required application for the adoption 
and use of the elective inventory method provided by section 472 of 
the Internal Revenue Code of 1954, Form 970, with his Federal income 
tax return for the taxable year as of the end of which the method is 
first used, and otherwise complies with all of the requirements and 
conditions of section 472 of the Code and the regulations thereunder. 

Determinations regarding the application to adopt the LIFO inven- 
tory method and the propriety of all computations incident to the 
adoption and the continued use of such method are subject to the 
approval of the Internal Revenue Service upon examination of the 
taxpayer's income tax returns. 

Rev. Rul. 60 — 349 

Price indexes for July 1900, published by the Bureau of Labor 
Statistics on September 1, 1900, for use by department stores em- 
ploying the retail inventory and last-in, erst-out inventory methods. 

The following price indexes for July 1960, published by the Bureau 
of Labor Statistics on September 1, 1960, for use by d. epartment 
stores employing the retail inventory and last-in, first-out inventory 
methods, are accepted by the Internal Revenue Service pursuant to 
section 1. 472 — 1(k) ot the Income Tax Regulations and Mimeo- 
graph 6244, C. B. 1948 — 1, 21, for appropriate application to inven- 
tories for taxable years of 12 months ended June 30, 1960, and July 
31, 1960. 

Indexes are given on a national basis for store total, for 20 major 
groups of depa~rtments, and for two special group combinations— 
soft and durable goods. The store total index includes all depart- 
ments, including some not, listed separately, with the following ex- 
ceptions: candy, foods, liquor, tobacco, paints, and wall paper, as 
vvell as contract departments. 
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Bureau of Labor Statistics, Department Store Inventory Price Indexes, 
By Department Groups 

[January 1941 = 100l 

Department group July 1960 July 1959 Percent change' from 
July 1959 to July 1960 

I 
II 

III 
IV 
V 

VI 
VII 

VIII 
IX 

X 
XI 

XII 
XIII 
XIV 
XV 

XVI 
XVII 

XVIII 
XIX 
XX 

Piece goods 
Domestics and draperies 
Women's and children's shoes 
Men's and boys' shoes 
Infant's wear 
Women's underwear 
Women's and girls' hosiery 
Women's and girls' accessories 
Women's outerwear and girls' 

wear 
Men's clothing 
Men's furnishings 
Boys' clothing and furnishings 
Jewelry 
Notions 
Toilet articles and drugs 
Furniture and bedding 
Floor covering 
Housewares 
Major appliances 
Radios and television sets 

203. 3 
201. 8 
262. 8 
253. 5 
175. 6 
177. 0 
157. 4 
182. 3 

185. 9 
219. 6 
200, 0 
209, 4 
177. 6 
166. 7 
196. 5 
224. 8 
194. 7 
230. 0 
131. 1 
130. 7 

199. 5 
198. 0 
255. 6 
246. 2 
175. 2 
177. 8 
158. 6 
179. 9 

183. 0 
213. 8 
198. 1 
205' 8 
174. 7 
165. 3 
196. 1 
223. 6 
192. 9 
225. 3 
134. 9 
130. 7 

1. 9 
1. 9 
2. 8 
3. 0 
. 2 

—. 8 
1. 3 

1. 6 
2. 7 
1. 0 
1. 7 
1. 7 
. 8 
. 2 
. 5 

9 
2. 1 — 2. 8 

0 

Groups I-XV: Soft goods 
Groups XVI-XX: Durable goods 

Store total: 

200. 1 
197. 1 
199. 5 

197. 3 
195. 8 
197. 0 

l. 4 
. 7 

1. 3 

'Absence of a minus sign before percent change in this column signifies a price increase. 

26 CFR 1. 472 — 2: Requirements incident to Rev. Rul. 60 — 244 
adoption and use of LIFO inventory method. 

(Also Section 661; 1. 631 — 1. ) 
A. taxpayer, who elects to treat the cutting of tiiiiber as a sale or 

exchange under section 631(a) of the Internal Revenue Code of 
19M and who adopts the last-in, first-out, inventory method under 
section 472 of the Code, may use, in financial statenlents to share- 
holders and for credit purposes, an inventory reserve reflecting the 
difference between the fair market value of the timber eut and the 
adjusted cost basis of such timber, determined without reference 
to such fair market value. 

Advice has been requested whether a taxpayer, who elects to treat 
the cutting of timber as a sale or exchange under section 681(a) of 
the Internal Revenue Code of 19, "&4 and a~dopts the last-in, first-out, 
inventory method under section 472 of the Code, may use, in flnancial 

statements to shareholders and for credit purposes, an inventory re- 

serve reflecting the diflerence between the fair market value of the 
timber cut and the ltdjusted cost basis of such timber, determined 

without reference to such fair market value. 
The taxpayer has extensive timber holdings from which substantial 

qui1ntities of timber are cut each year for use in its manufacturing 
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operations. It elected to treat the cutting of timber as a, sale or ex- 
change under section 661(a) of the Code. It also adopted the last-in, 
first-out (LIFO), inventory method described in section 479 of the 
Code. 

Section 631(a) of the Code provides tliat a taxpayer may elect on 
its return for a taxable year to treat the cutting of timber during the 
taxable year as a sale or exchange. If such an election is made, gain 
or loss to the taxpayer is recognized in an amount equal to the di8er- 
ence between the fair market value of the timber cut during tlie tax- 
able year and the adjusted basis for depletion of such timber in tile 
hands of the taxpayer. For this purpose, the fair market value is 
the f;iir market value as of the first day of the taxable year in which 
the timber is cut and shall be treated as the cost of such timber to the 
taxpayer for all purposes for which such cost is a necessary factor. 

Section 47o(b) of the Code provides that in inventorying goods 
specified in an application to use the LIFO method, the taxpayer 
shall: 

(1) Treat those remaining on hand at the close of the taxable year as 
being: First, those included in the opening inventory of the taxable year 
(in the order of acquisition) to the extent thereof; and second, those 
acquired in the taxable year; 

(2) Inventory them at cost; and 
(3) Treat those included in the opening inventory of the taxable year in 

which such method is first used as having been acquired at the sanie time 
and determine their cost by the average cost niethod. 

Section 472(c) of. the Code provides that the elective method sliall 
apply only if the taxpayer establislies to the satisfaction of the Secre- 
tary of the Treasury or his delegate that the taxpayer has used no 
procedure other than that specified in paragraphs (1) and (3) of sub- 
section (b) in inventorying such goods to ascertain the income, profit, 
or loss of the first taxable year foi. which the method described in sub- 
section (b) is to be used, for the purpose of a report or statement 
covering such taxable year (1) to shareliolders, partners, or other 
proprietors, or to beneficiaries, or (2) for credit purposes. Also see 
section 1. 479 — 9(e) of the Income Tax Regulations. Section 472(e) (o) 
of the Code contains similar provisions for subsequent taxable years 
under which the Secretary or his delegate may determine tliat the tax- 
payer has used some procedure other than that specified in paragraph 
(1) of subsection (b). Also see section 1. 472 — 2(g) of the regulations. 

The taxpayer keeps its books, iecords, and accounts in conformity 
with the last-in, fiirst-out, inventory method, using cost for timber cut 
as distinguished from section 6'31(a) fair market~value, and refiecting 
such cost in the LIFO inventories shown on financial statements. For 
both Federal income tax returns and financial statements, inventories 
of cut timber (logs, pulpwood, etc. ) are treated as being, first, the cut 
timber included in the openin~g inventory of the taxable year to the 
extent thereof and, second, the timber cut during the taxable year. 
The fair market value as of the beginning of the taxable year of the 
standing timber cut during the year is used in lieu of the actual cost 
of such timber in computing the closing inventory of cut timber for 
such year and the opening inventory for the succeeding year, 

In financial statements to shareholders and for credit purposes, 
the taxpayer refiects in its inventory the fair market value of the tim- 
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ber cut to which section 631(a) applies but provides an inventory re- 
serve to eliminate the excess of such fair market value over the ad- 
justed cost basis of the cut timber included in inventory. The reserve 
is shown on the balance sheet as a deduction from inventories, but is 
not an allowable deduction for Federal income tax purposes. The net 
effect of such treatment is to reHect, in the inventory of timber cut 
under the provisions of section 631(a) on the financial statements and 
credit reports, the adjusted. cost basis of such timber. 

The specific question is whether such treatment of inventories in 
the taxpayer's financial reports to shareholders and for credit purposes 
is consistent with the provisions of sections 472(c) and 472(e) of the 
Code. 

Under the circumstances described in the instant case, it is held that 
the indicated treatment of LIFO inventories in reports to shareholders 
and for credit purposes is consistent with the provisions of and the 
principles underlying sections 472(c) and 472(e) of the Code. Ac- 
cordingly, a taxpayer, who elects to treat the cuttin~ of timber in a 
taxable year as a sale or exchange under section 631(a) of the Code, 
and who adopts the last-in, erst out, inventory method may, in finan- 
cial statements to shareholders and for credit purposes, use an inven- 
tory reserve reflecting the di8erence between the fair market value 
of the timber cut and its adjusted cost basis, determined, without 
reference to such fair market value. 

PART III. — ADJUSTMENTS 

SECTION 481. — ADJUSTMENTS REQUIRED BY CHANGES 
IN METHOD OF ACCOUNTING 

26 CFR 1. 481 — 2: Limitation on tax. 

Amendment to the regulations with respect to adjustments, in- 

cluding dealer reserve adjustments, required in the case of a cha~nge 

in method of accounting by an electing small business corporation. 
See T. D. 6490, page 481. 

SUBCHAPTER F. — EKEMPT ORGANIZATIONS 

PART I. — GENERAL RULE 

SECTION 501. — EXEMPTION FROM TAX ON CORPORA- 
TIONS, CERTAIN TRUSTS, ETC. 

26 CFR 1. 501(c) (3) — 1: Organizations organ- Rev. Rul. 60 — 351 
ized and operated for religious, charitable, 
scientific, testing for public safety, literary, 
or educational purposes, or for the preven- 

tion of cruelty to children or animals. 

A corporation is organized and operated on a non-profit basis. It 
pu is es bl . h a f orei "n language magazine containing fiction, poetry, a 
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book reviews and articles alleged to be of a literary, scientiyc and 
edu&ational character. The magazine is available to the general 
public through regular paid subscriptions. Held, since the sale 
activity of the corporation is the publishing and public sale of a 
magazine it is uot exempt from Federal income tax under section 
501(c) (8) of the Internal Revenue Code of 1954. 

Advice has been requested whether a corporation is exempt from 
Federal income tax under section 501(c) (3) of the Internal Revenue 
Code of 1%4 under the circumstances described beloiv. 

A corporation is org:inized and operated on a non-profit basis. It 
publishes a foreign language magazine containing fiction, poetry, bool- 
revieivs and articles which it states is of a literary, scientific and edu- 
catioiial chaiacter. The magazine is available to tile general public 
through regular paid subscriptions. 

The corporation's stated purposes as set out in its articles of incor- 
poration are to receive and administer funds and other property exclu- 
sively for charitable, scientific, literary and educational purposes and, 
in furtherance thereof, to publish a magazine or other material in a 
specified foreign language. The articles of incorporation also state 
that the magazine or other material is to provide a vehicle for the 
creative activity of writers and scholars emigrating from a, certain 
foreign country to the United States and to acquaint other immigrants 
from that country with American life and help them to become inte- 
grated in the American way of life. 

The activities of the corporation are devoted solely to publishing 
the magazine and making it ava, ilable to the general public through 
the corporation or subscription a. gencies at regular subscription rates. 
The corporation's income is derived mainly from subscriptions and 
sales of individual copies of the publication, and some is from adver- 
tising and contributions. Its expenditures consist of fees paid to 
authors for their works, salaries, printing, advertising, shipping pack- 
ing, postage and other operating costs incurred in tlie publication of 
t, he magaz~ine. The corporation is organized on a non-profiit basis. 

Section 501 of the Code provides as follows: 
(a) EXEMPTION I Roxi TAZATIoN. — An organization described in subsection (c) or (d) or section 401(a) shall be exempt from taxation under this subtitle 

unless such exemption is denied under section 502, 508, or 504. 

(c) LisT OF I'XExiPT ORGANIzATIoNs. — The following organizations are re- 
ferred to in subsection (a): 

(g) Corporations, and any community chest, fund, or foundation, organ- 
ized and operated exclusively for religious, charitable, scientidc, testing for 
public safety, literary, or educational purposes, ~ * *. 

Section 1. 501(c) (3) — 1 of the Income Tax Regulations provides, in 
part, that in order to be exempt as an organization described in sec- 
tion 501(c) (3) of the Code, an organization must be both organized 
and oper;ited exclusively for one or more of the purposes specified in 
such section. If an organization fails to meet either the organiza- 
tional test or the operational test, it is not exempt. 

An organization is not "orga~nized exclusively" for one or more 
exempt purposes if its articles expressly empower it to carry on, otlier- 
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w»e than as an insubstantial part of its activities, activities which are 
not in furtherance of one or more exempt purposes, even though such 
organization is, by the terms of sucli articles, created for a purpose 
that is no broader than the purposes specified in section 501(c) (8) of 
the Code. Thus, an organization that is empowered by its articles "to 
engage in a manufacturing business, " or "to engage in the operation 
of a social club, " does not meet the required organizational test for sucli 
exemption regardless of the fact that its articles may state that such 
organization is created "for charitable purposes within the meaning 
of section 501(c) (3) of the Code. " Section 1. 501(c) (8) — (b) (iii) of 
the regulations. 

An organization will be regarded as "operated exclusively" for one 
or more of such exempt purposes only if it engages primarily in activi- 
ties which accomplish one or more of the exempt purposes specified in 
section 501(c) (3) of the Code. An organization will not be so re- 
gardecl if more than an insubstantial part of its activities is not in 
f'urtherance of an exempt purpose. Section 1. 501 (c) (8) — 1 (c) (1) of 
the regulations. 

Consideration of the corporation's charter power, in the light of 
the actual operations, indicates that the corporation is organized for 
the primary purpose of publishing a magazine. It is true that there 
is language in the articles of incorporation which, standing alone, 
indicates charitable, scientific, literary and educational purposes. The 
corporation, however, has a specific power to publish a magaziney the 
use or distribution of which is not distinctly required to accomplish 
any of such purposes. This power, as construed and exercised by the 
corporation, shows that the corporate assets are not dedicated to 
charitable, scientific, literary or educational purposes and that they 
are not impressed with a trust which may be enforced for such pur- 
poses by the state in which it is incorporated or by an interested per- 
son. Materials may be selected and. purcliased for publication, and 
other operations in publishing and distributing the magazine niay be 
undertaken, at the discretion of the corporate oKcers and without 
regard on their part to the fiduciary responsibilities that ordinarily 
attach to funds and assets definitely conimitted to charitable, scientific, 
literary or educational uses. 

In this case, the corporate activities, which presumably are within 

the charter powers, are, per 8e, business activities. They are devoted 

to publishing a magazine and selling it to the general public in accord- 
ance with oi'dinary commercial publishing practices. The corporate 
assets are subjected to the usual business risks incident to such ac- 

tivities. Although the magazine is printed in a foreign language and 

may provide some materia~ls unlike those in other magazines, there is 

no showing tliat the operations fulfill a corporate role which in a. nd 

o f itself is exclusively charitable, scientific, literary or educational. 

The niere fact, that the corporation is not organized for the profit of 
its members does not remove the necessity for the corporation to bear 

its burden of proof to a right to exemption. 
In vie~~ of the above, it, is held tliat the instant corporation is not an 

exempt charitable scientific l~te~~~y oi. edu~at~~~~l organizatio 

ii jtlijii the meaning of section 501 (c) (8) of the Code. 
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(Also Section 408; 1. 408 (b) — 1. ) Rev. Rul. 60 — 884 ' 
A wholly-owned state or municipal instrumentality which is a 

separate entity and Ivhich is organized and operated exclusively for 
purposes described in section 501(c) (9) of the Internal Revenue 
Code of 1954 may qualify for exemption from Federal income tax 
under section 501(a) as an organization described in section 501 
(c)(S) of the Code. 

Rev. Rul. 55 — 319. C. B. 1955 — 1, 119, amplified. 

The Internal Revenue Service has given further consideration to 
the position expressed in Revenue Ruling 55 — 819, C. H. 1955 — 1, 119, 
that a wholly-owned state instrumentality may in some circumstances 
qualify for exemption from Federal income tax under section 501 
(c) (8) of the Internal Revenue Code of 1954. 

As indicated in Revenue Ruling 55 — 819, an organization which is 
a wholly-owned state or municipal instrumentality may seek exemp- 
tion as a section 501(c) (8) organization so that the benefit of a par- 
ticu]ar feature may be extended to its employees, as for example, the 
exception provided by section 408 of the Code which depends on 
exemption under section 501(a) of an employer described in section 
501(c)(8). 

Section 408 of the Code reads, in part, as follows: 

(b) TaxaBILITY CF BENEFIOIARY UNDER ANNUITY PUROHasED BY SacrloN 
501(c) (9) ORGANIEATION. — 

(1) GENERM, RULE. — If- 
(A) an annuity contract is purchased for an employee by an em- 

ployer described in section 501(c) (9) which is exempt from tax uncler 
section 501(a), 

(B) such annuity contract is not subject to subsection (a), and 
(C) the employee's rights under the contract are nonforfeitable, ex- 

cept for failure to pay future premiums, 
then amounts contributed by such employer for such annuity contract on 
or after such rights become nonforfeitable shall be excluded from the gross 
income of the employee for the taxable year to the extent that the aggre- 
gate of such amounts does not exceed the exclusion allowance for such 
taxable year. The employee shall include in his gross income the amounts 
received under such contract for the year received as provided in section 
72 (relating to annuities) except that section 72(e) (9) shall not apply. 

(2) FxcLUSIGN ALLowANcE. — For purposes of this subsection, the exclu- 
sion allowance for any employee for the taxable year is an amount equal to 
the excess, if any, of— 

(A) the amount determined by multiplying (i) 20 percent of his 
includible compensation by (ii) the number of years of service, over 

(B) the aggregate of the amounts contributed bv the emplover for 
annuity contracts and excludable from the gross income ot the em- 
ployee for any prior taxable year. 

Section 501(c) of the Code describes certain organizations exempt 
from income tax under section 501(a) and reads, in part, as follows: 

(9) Corporations, and any community chest, fund, or foundation, organ- 
ized and operated exclusively for religious, charitable, scientific, testing 
for public safety, literary, or educational purposes, or for the prevention of 
cruelty to children or animals, no part of the net earnin s of which inures 
to the benefit of any private shareholder or individual, no substantial part of 
the activities of which is carrying on propaganda, or otherwise attempting, 
to infiuence legislation, and which does not participate in, or intervene in 
(including the publishing or distributing of statements), any political cam- 
lraign on behalf of anv candidate for public oifice. 

' Also released as Tecbnical Information Re]ense 276, dated December 16, 1960. 
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Revenue Ruling 55 — 319 holds, in part, that where an organization 
desires to have the benefit of a particular tax feature extended to its 
employees, such as the exemption provided by section 403 of the Cocle, 
which depends on exemption under section 501(a) of an employei 
described in section 501(c) (3), and the particular organization meets 
the statutory requirements for exemption under section 501(c) (3) 
of the Code, it may be granted exemption thereunder, regardless of the 
fact th. at it also qualifies as a wholly-owned state instrumentality and, 
as such, would not be subject to Federal income tax. 

Thus, such an organization may be exempt under section 501(c) (3) 
of the Code if it is organized and operated exclusively for religious, 
charitable, scientific, testing for public safety, literary, or educational 
purposes, or for the prevention of cruelty to children or animals. 

A state or municipality itself, however, would not qualify as an 
organization described in section 501(c) (3) since its purposes are 
clearly not exclusively those described in section 501(c) (3) of the 
Code. See for example, Estate of Jottn C. K Nayton v. Contmissionet, 
3 B. T. A. 1343. It follows, therefore, that where the particular branch 
or department under whose jurisdiction the activity in question is being 
conf lucted is an integral part of a state or municipal government the 
provisions of section 501(c) (3) ~ould not be applicable. For ex- 
ample, where a public school, college, university or hospital is an 
integral part of a local government, it could not meet the require- 
ments for exemption under section 501(c) (3) of the Code. 

On the other hand a wholly-owned state or municipal instrumen- 
tality which is a counterpart of an organization described. in section 
501(c) (3) of the Code such as a separately organized school, college, 
university, or hospital may quahfy for exemption under section 
501(c) (3) of the Code. If the organization conducting the activity, 
altliough a separate entity, is clothed with powers other than those 
described in section 501(c) (3) it would not, be a clear counterpart of a 
section 501(c) (3) organization. For example, where a wholly-ov-ned 
state or municipal instrumentality exercises enforcement or regulatory 
powers in the public interest such as health, welfare, or safety, it would 
not be a clear counterpart of an organiztation described in section 
501(c) (3) of the Code even though separately organized since it has 
purposes or powers which are beyond those described in section 
501(c) (3). 

In order for a wholly-owned instrumentality to establish an exemp- 
tion under section 501(c) (3) of the Code, it is necessary to file an 
application on Form 1023, Application for Exemption, with the Dis- 
trict Director of Internal Revenue for the internal revenue district in 
which is located the principal place of business or principal ofFice 

of the organization. See section 1. 501(a) — 1 of the Income Tax 
Regulations. 

Revenue Ruling 55 — 319, C. B. 1955 — 1, 119, is hereby amplified. 

Rev, Rul. 60 — 324 26 CFR 1. 501(c) (7) — 1: Social clubs. 

A social club which has been granted exemption from Federal 
income tax under section 501 (c) (I) of the Internal Revenue Code 
of 1054 ma7 lose its exemption if it makes its club facilities avail- 



174 

able to the general public on a regular, recurring, basis since it may 
then no longer be considered to be organized and operated exclu- 
sively for its exempt purpose. 

Advice has been requested as to the extent to which a, social club, 
which has been granted exemption from Federal income tax under 
section 501(c) (7) of the Internal Revenue Code of 1954) lnay make its 
club facilities available to outside organizations and groups and still 
retain its exemption. 

In the instant, case, an organization v as formed for the purpose of 
operating a social club on a nonprofit basis for the pleasure and 
recreation of its members and their guests, The club's bylaws provide 
for the admission of guests only when accompanied by members. 
Members are responsible for the conduct of their giiests on club 
premises 

The club had been granted exemption from Federal income tax as a 
social and recreational club under section 101(9) of the Internal 
Revenue Code of 1%9 (now section 501 (c) (7) of the 1954 Code) . 

Among other facilities provided for the pleasure and convenience 
of its members and their guests, the club lras a regular club dining 
room and bar; a private dining room suitable for cocktail parties, 
small or medium sized parties or luncheons, small wedding receptions 
or similar private parties; and a ballroom which, when not used for 
the club's dances, is available for private use by members for larger 
parties, such as w~edding receptions, banquets, debutante dances, and 
the like. 

A considerable number of functions are held at the club whicli 
involve the use of the private dining room and the ballroom. Such 
functions include civic and business club meetings, employee parties 
by business firms, school and alumni banquets and p~arties, and similar 
non-club activities. In such cases, negotiations for the use of club 
facilities by an organization or group are made with the particular 
club member sponsoring the org~anization or group. The member's 
name is entered on the club records as the party responsible for the 
behavior of his guests and the protection of club property. He is 
billed for the expenses of the function and it is apparent that he, in 
turn, is reimbursed therefor by the particular organization or group 
ivhich he sponsored. If a particular member is entertaining a busi- 
ness, professional, or civic group, the name of the organization or 
group is listed on the club's daily function sheet. Tha~t sheet serves 
as a guide to the day's activities and assists in directing persons to 
the proper rooms when arriving for private parties and Functions. 

A financial analysis submitted by the club showing its banquet sales 
over a seven-year period indicates that the income from sales on 
behalf of outside organizations and groups ranged from 12 to more 
than 17 percent of total income from all sources, including dues, in 
each of the years involved. In one of the years, gross profits from 
these outside activities amounted to 41m dollars compared to 166m 
dollars of gross profit from all club operations, or 25 percent of the 
total gross profit for the year. In that same year, the amount of net 
profit from these outside activities was 25' dollars. The number of 
such outside functions totalled over 200 during the year, 

The number of major functions for outside organizations and groups 
conducted on club facilities during each year of the seven-year period 
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covered in the financial analysis is very substantial, in f act, exceeding 
40 percent of the total number of nlajor functions'conducted on club 
facilities in one of those years. Moreover, the availability of c]ub 
facilities to outside organizations and groups under the ready sponsor- 
ship of club members serves to indicate that the club is catering to the 
general public and places it in competition with other business 
enterprises in the community for such business or activities. 

The report of an independent survey conducted in recent years by 
the club's accounting Arm concluded that, in the opinion of that firm, 
if these functions for outside organizations and groups were to be 
discontinued, a substantial increase in the amount of annual dues from 
club members would be necessary. Consequently, the outside functions 
have not been discontinued, although the amount of dues was recently 
increased because of rising costs. 

Section 501 (c) of the Code describes certain organizations exempt 
from Federal income tax under section 501 (a) and reads, in part, as 
follow s: 

(7) Clubs organized and operated exclusively for pleasure, recreation, 
and other nonprofitabl purposes, no part of the net earnings of which 
inures to the benefit of any private shareholder. 

Section 1. 501 (c) (7) — 1 of the Income Tax Regulations, relating to 
the requirements for exemption of such clubs under section 501 (a), 
reads in part as follows: 

(a) The exemption provided by section 501(a) for organizations described 
in section 501 (c) (7) applies only to clubs which are organized and operated 
exclusively for pleasure, recreation, and other nonproiitable purposes, but 
does not apply to any club if any part of its net earnings inures to the 
benefit of any private shareholder. In general, this exemption extends to 
social and recreation clubs which are supported solely by membership fees, 
dues, and assessments. However, a club otherwise entitled to exemption ivill 
not be disqualified because it raises revenue f roti xiepibcrs through the use 
of club facilities or in connection with club activities. 

(b) 4 club which engages in business, such as maA ing its social an&i 
recreational facilities acailable io the general public or by selling real estate, 
timber, or other products, is not organized and operated exclusively for 
pleasure, recreation, and other nonprofitable purposes, and is not exempt 
under section o01 (a). ~ * *. [Italics supplied. l 

AVhile these regulations indicate that a club may lose its exempt 
status if it makes its facilities available to the general public, this does 
not mean that any dealings with outsiders will automatically cause a, 

club to lose its exemption. A. club will not lose its exemption merely 
because it receives some income from the general public, that is, persons 
other than members and their bona [ide guests, or because the general 
public may occasionally be permitted to participate in its affairs, pro- 
vided such participation is incidental to and in furtherance of its gen- 
eral club purposes and the income therefrom does not inure to members. 
See the discussion in Revenue Ruling 58 — 589, C. B. 1958 — 2, 266, and the 
court decisions cited therein. 

In the instant case, the club is making its facilities available for the 
use of outside organizations and groups through the member- 
sponsorship arrangement. Any member may invite other organiza- 
tions and groups to use the club's facilities for theii activities. 

T»e club is permitting, if not actually inviting, the general public 
to use its facilities through its member-sponsoring art angement for 
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outside groups to a degree that will not permit the club to retain its 
exempt status. 

An analysis ef the club's transactions with outside organizations 
and gioups demonstrates that such outside activities are of such 
magnitude anil recurrence as to constitute engaging in business. Thus, 
the participation in the use of club facilities by the general public is 
not considered to be merely incidental or in furtherance of the gen- 
elal club purposes. 

Accordingly, on the basis of the facts and circumstances herein 
described, it is concluded that the instant club by making its social 
facilities available to the treneral public through its member-sponsor- 
ship arrangement can not he treated as being operated exclusively for 
pleasure, recreation or other nonprofitable purposes. Accordingly, it 
is held that the club no longer qualifies for exemption from Federal 
income tax under section 501(c) (7) of the Code. 

26 CFR 1. 501(c) (14): Statutory provisions; 
exemption from. tax on corporations, cer- 
tain trusts, etc. ; credit unions. 

Regulations under the Intelnal Revenue Code of 1954 relatinq' to 
the exemption from tax on mutual deposit guarantee funds orgamzed 
up to September 1, 1957. See T. D, 6498, below. 

SECTIOV 503. — REQUIREMEXTS FOR EXEMPTIOX 
26 CFR 1. 503(h): Statutory provisions; re- 

quirements for exemption; special rules 
relating to lending by section 401(a) trusts 
to certain persons. 

(Also Section 501; 1. 501(c) (14). ) 

T. D. 6493' 

TITLL 26 — INTFRNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INcoME TAX; TAX4BLE YEARs BEGINNING AFTER DEcEMBER 6L 1956 

Amendment of the Income Tax Regulations under section 501(c) (14), relating to credit unions and mutual insurance funds, and 
under section 503, relating to certain loans by employees' trusts. 

DEPARTMENT OF THE TREASURY 
OFFICE or CO5TMISSIONER OF INTERNAL REVENLEt 

Washington 85, D. C, 
To Officers and 1'. mployees of the Interna/ Eevenue Service antj 

Others Concerned: 
On April 9, 1960, notice of proposed rulemaking with respect to the 

amendments of the Income Tax Regulations (26 CFR Part 1) under 
section 508 of the Internal Revenue Code of 1954 to reflect the changes 
made by section 30 of the Technical Amendments Act of 1958 (72 Stat. 1629) [C. B. 1958 — 8, 254] was published in the Federal Register 

' The publication of this Treasury Decision in 2o F. R. 9215, dated September 27, 1960, contains (1) instructions for modifying tlie notice of proposed rulemaking published in 25 F. R. 6075, dated April 9, 1960, and (2) the full context of the regulatious with such modifications. As here published, the Treasury Decision reflects the full context of such regulations, with inodiiications. The individual instructions have been omitted. 
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(25 F. R. 8075). After consideration of all such relevant matter as 
was presented by interested persons regarding the rules proposed, the 
amendments of the regulations as so published are hereby adopted. 
In addition, in order to reflect the change made by the Act. of April 
'&&, 1060 (Public Ilaw 86 — 428, 74 Stat. 54) tC. B. 1060 — 1, 788], the 
paragraphs 4 and 5 are included in the Treasury Decision and the 
amendments contained therein are adopted. 

PARAGRh. PH: 1. Section 1. 508(c) — 1 is amended— 
(A) By revising paragraph (b) (2) (iv) to read as follows: 
(iv) December 1, 1958, for debentures which were purchased before Noveniber 

9, 1956, and held after December 1, 1958. 

(B) By adding at the end of paragraph (b) the fo)lowing new 
subparagraph: 

(3) Certai» e~ceptio»8 to section 508(c) (I). — See section o03(h) and $$ 1. 503 
(h) — 1, 1. 503(h) — 2, and 1. 503(h) — 3 for special rules providing that certain obli- 
gations acquired by an eniployees' trust described in section 401(a) shall not be 
treated as loans made without the receipt of adequate security for purposes of 
section o03(c) (1). See section 503(i) and fj 1. 503(i) — 1 for an exception to the 
application of section 503(c') (1) for certain loans made by employees' trusts 
described in section 401(a) . 

(C) By striking the first, sentence of paragraph (c) and inserting 
in lieu thereof the following sentences: 
The following examples illustrate the operation of section 503 (c) (1) with regard 
to organizations described in section 501(c) (3). The examples are also illus- 
trative of the operation of section 503(c) (1) with respect to employees' trusts 
described in section 401(a), to the extent that section 503 (h) or (i) is not 
applicable. 

(D) By revising the fourth sentence of example (6) in paragraph 
(c) to read as follows: 
If the organization purchased the debenture on or before November 8, 1950, and 
holds it after December 1, 1958, the debenture must be adequately secured on 
December 2, 19o8, or it will be then considered as a prohibited transaction. 

PAR. 2. Section 1. 508(g) — 1 is amended to rea, d as follows: 

$ 1. 503(g) — 1 CRoss REFERENcES. — For provisions relating to loans by a trust 
described in section 401(a), see $ l. o03 (c)-1 and section 503 (h) and (i) and the 
regulations thereunder. 

PAR. 8. There are inserted immediately after $ 1. 508(g) — 1 tile 
following new sections: 

$ 1. 503(h) STATUTGRY PRCVIsICNs; REqUIREIIEivTS FQR EYEMPTICN; SPEcIAL 
RULEs IIELATING To LENDING BY SEGTIoN 401(a) TRvsTS To CERTAIN PERSCNs. 

SEC. o03. REQUIRE5IENTS FOR EXE5IPTION 
(h) SPEUIAL RULEs RELATING To LENDING RY SEcTICN 401(A) TRUGTs 

To CERTAIN PERsoNs. — For purposes of subsection (c) (1), a bond, 
debenture, note, or certificate or other evidence of indebtedness (here- 
inafter in this subsection referred to as "obligation" ) acquired by a 
trust described in section 401(a) shall not be treated as a loan made 
without the receipt of adequate security if— 

(1) Such obligation is acquired— 
(A) On the market, either (i) at the price of the obligation 

prevailing on a national securities exchange which is registered 
with the Securities and Exchange Commission, or (ii) if the 
obligation is not traded on such a national securities exchange, 
at a price not less favorable to the trust than the offering price 
for the obligation as established by current bid and asked 
prices quoted bv persons independent of the issuer; 
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(B) From an under&vriter, at a price (i) not in excess of 
the public offering price for the obligation as set forth in a 
prospectus or offering circular filed with the Securities and 
Exchange Commission, and (ii) at which a substantial portion 
of the same issue is acquired by persons independent of the 
issuer; or 

(C) Directlv from the issuer, at a price not less favorable 
to the trust than the price paid currently for a substantial 
portion of the same issue by persons independent of the issuer; 

(2) Immediately folio&ving acquisition of such obligation— 
(A) Not more than 25 percent of the aggregate amount of 

obligations issued in such issue and outstanding at the time 
of acquisition is held by the trust, and 

(B) At least 50 percent of the aggregate amount referred 
to in subparagraph (A) is held by persons independent of the 
issuer; and 

(3) Immediately following acquisition of the obligation, not more 
than 25 percent of the assets of the trust is invested in obligations 
of persons described in subsection (c). 

[Sec, 503(h) as added by sec. 30(a), Technical Amendments Act 19, &8 

(72 Stat. 1629)] 
SL&'C. 30. DENIAL OF EXEMPTION TO ORGANIZATIOXS KX- 

GAGED IN PROHIBITED TRANSACTIONS [TI&:CHXICAI. 
AMEXDMEXTS ACT OF 1958 (72 STAT. 1629) ]. 

( c ) EFFEGTIvE DATE. 
(2) ExcEPTIoNs. — Nothing in subsection (a) shall be construed 

to make any transaction a prohibited transaction which, under 
announcements of the Internal Revenue Service made with respect 
to section 503(c) (1) of the Internal Revenue Code of 1954 before 
the date of the enactment of this Act, would not constitute a pro- 
hibited transaction. In the case of any bond, debenture, note, or 
certificate or other evidence of indebtedness acquired before the 
date of the enactment of this Act [September 2. 1958] by a trust 
described in section 401(a) of such Code which is held on such date, 
paragraphs (2) and (3) of section 503(h) of such Code shall be 
treated as satisfied if such requirements would have been satisfied 
if such obligation had been acquired on such date of enactment. 

$ 1. 503(h) — 1 CERTAIN LoANs BY EMPLCYEEs TRUsTs. — (a) In gene& al. — (1) 
Section 503(h) provides that the acquisition by an employees' trust described in 
section 401(a) of a bond, debenture, note, or certificate or other evidence of 
indebtedness shall not be treated as a loan made without the receipt of adequate 
security for purposes of section 503(c) (1), relating to loans made &vithout the 
receipt of adequate security and a reasonable rate of interest, if certain 
requirements are met. Those requirements are described in $ 1. 503(h) — 2. 

(2) Section 503(h) does not affect the requirement in section 503(c) (1) of 
a reasonable rate of interest. Thus, although the acquisition of a certificate of 
indebtedness which meets all of the requirements of section 503(h) and of 
$ 1. . &03(h)-2 will not be considered as a loan made without the receipt of ade- 
q&mte security, the acquisition of such an indebtedness does constitute a pro- 
hibited transaction if the indebtedness does not bear a reasonable rate of 
interest. 

(3) The provisions of section 503(h) do not limit the effect of section 401(a) 
and &] 1. 401 — 2, relating to use or diversion of corpus or income of an employees' 
trust, or the effect of any of the provisions of section 503 other than section 
503(c) (1). Consequently, although a loan made by an employees' trust de- 
scribed in section 401(a) meets all the requirements of section 503(h) and there- 
fore is not treated as a loan made without the receipt of adequate security, an 
employees' trust making such a loan will lose its exempt status if the loan is 
not considered as made for the exclusive benefit of the employees or their 
beneficiaries. Similarly, a loan which meets the requirements of section 503(h) 
&vill constitute a prohibited transaction within the meaning of section 503 (c) (6) if it results in a substantial diversion of the trust's income or corpus to a person 
described in section 503 (c) . 
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(b) Definitions. — For purposes of section 503(h)— 
(1) The term "obligation" means bond, debenture, note, or certificate or other 

evidence of indebtedness. 
(2) The term "issuer' includes any person described in section 503(c) who 

issues an obligation. 
(3) (i) The term "person independent of the issuer" means a person who is 

not related to the issuer by blood, by marriage, or by reason of any substantial 
business interests. Persons who will be considered not to be independent of the 
issuer include but are not limited to- 

(a) The spouse, ancestor, lineal descendant, or brother or sister (whether by 
whole or half blood) of an individual who is the issuer of an obligation; 

(5) A corporation controlled directly or indirectly by an individual who is the 
issuer, or directly or indirectly by the spouse, ancestor, lineal descendant, or 
brother or sister (whether by whole or half blood) of an individual who is the 
issuer; 

(c) A corporation which directly or indirectly controls, or is controlled by, a 
corporate issuer; 

(ti) A controlling shareholder of a corporation which is the issuer, or which 
controls the issuer; 

(e) An officer, director, or other employee of the issuer, of a corporation 
controlled by the issuer, or of a corporation which controls the issuer; 

(f) A fiduciary of any trust created by the issuer, by a corporation which 
controls the issuer, or by a corporation which is controlled by the issuer; or 

(g) A corporation controlled by a person who controls a corporate issuer. 
(ii) For purposes of subdivision (i) of this subparagraph, the term "control" 

means, 1vith respect to a corporation, direct or indirect ownership of 50 percent 
or more of the total combined voting power of all voting stock or 50 percent or 
more of the total value of shares of all classes of stock. If the aggregate amount 
of stock in a corporation owned by an individual and by the spouse, ancestors, 
lineal descendants, brothers and sisters (whether by whole or half blood) of the 
individual is 50 percent or more of the total combined voting power of all voting 
stock or is 50 percent or more of the total value of all classes of stock, then each 
of these persons shall be considered as the controlling shareholder of the 
corporation. 

(iii) In determining family relationships for purposes of subdivision (i) of 
this subparagraph, a legally adopted child of an individual shall be treated as 
a child of such individual by blood. 

(4) The term "issue" means all the obligations of an issuer which are offered 
for sale on substantially the same terms. Obligations shall be considered 
offered for sale on substantially the same terms if such obligations would, at the 
same time and under the same circumstances, be traded on the market at the 
same price. On the other hand, if the terms on which obligations are oifered 
for sale diiTer in such manner as would cause such obligatious to be traded ou 
the market at different prices, then such obligations are uot part of the same 
issue. The following are examples of terms which, if diiferent, would cause 
obligations to be traded on the market at different prices: 

(i) Interest rate; 
(ii) iiaturity date; 
(iii) Collateral; and 
(iv) Conversion provisions. 

The fact that obligations are offered for sale on diifercnt dates will not pre- 
clude such obligations from being part of the same issue if they all mature on 
the san1e date and if the terms on which they are offered for sale are othcnvise 
the same, since such obligations would, at the sa. me time and under the san1e 
conditions, be traded on the market at the same price. Obligations shall not 
be considered part of the same issue merely because they are part of the saiue 
authorization or because they are registered as part of the same issue with the 
Securities and Exchange Commission. 

g 1. 503(h) — 2 REqv1EEMENTs. — (a) In, general. — The requirements 11 hich must 
be n1et under section 503(h) for an obligation not to be treated as a loan made 
without the receipt of adequate security for purposes of section o03(c) (1) are 
described in paragraphs (b), (c), and (d) of this section. 

(b) . 'llctho)ts of acquisition — (1) In general. — The employees' trust described 
iu section 401(a) must acquire the obligation on the market, bv purchase froni an 
underwriter, or by purchase from the issuer, in the manner described in sub- 
paragraph (2), (3), or (4) of this paragraph. 

565) 726 — 61 16 



() 503. ] 180 

('&) On, the market. — (i) An obligation is acquired on the market when it is 
purchased through a national securities exchange which is registered with the 
Securities and Exchange Commission, or when it is purchased in an over-the- 
counter transaction. For purposes of the preceding sentence, securities pur- 
chased through an exchange which is not a national securities exchange regis- 
tered with the Securities and Exchange Commission shall be treated as securities 
purchased in an over-the-counter transaction. 

(ii) (a) If the obligation is listed on a national securities exchange regis- 
tered with the Securities and Exchange Commission, it must be purchased 
through such an exchange or in an over-the-counter transaction at a price not 
greater than the price of the obligation prevailing on such an exchange at the 
time of the purchase by the employees' trust. 

(b) For purposes of section 503(h), the price of the obligation prevailing at 
the time of the purchase means the price which accurately reflects the market 
value of the obligation. In the case of an obligation purchased through a na- 
tional securities exchange which is registered with the Securities and Exchange 
Commission, the price paid for the obligation will be considered the prevailing 
price of the obligation. In the case of an obligation purchased in an over-the- 
counter transaction, the prevailing price may be the price at which the last sale 
of the obligation was effected on such national securities exchange immediately 
before the trust's purchase of such obligation on the same day or may be the 
mean between the highest and lowest prices at which sales were effected on 
such exchange on the same day or on the immediately preceding day or on the 
last day during which there were sales of such obligation or may be a price deter- 
mined by any other method which accurately reflects the market value of the 
obligation. 

(iii) (a) If the obligation is not listed on a national securities exchange which 
is registered with the Securities and Exchange Commission, it must be purchased 
in an over-the-counter transaction at a price not greater than the offering price 
for the obligation as established by current bid and asked prices quoted by 
persons independent of the issuer. 

(b) For purposes of section 503(h), the offering price for the obligation at 
the time of the purchase means the price which accurately refiects the market 
value of the obligation. The offering price may be the price at which the last 
sale of the obligation to a person independent of the issuer was effected imme- 
diately before the trust's purchase of such obligation on the same day or may 
be the mean between the highest and lowest prices at which sales to persons 
independent of the issuer were effected on the same day or on the immediately 
preceding day or on the last day during which there were sales of such obliga- 
tion or may be a price determined by any other method which accurately reflects 
the market value of the obligation. The offering price for an obligation must 
be a valid price for the amount of the obligations which the employees' trust is 
purchasing. For example, if an employees' trust purchases 1, 000 bonds of the 
employer corporation at the offering price established by current prices for a 
lot of 10 such bonds, such offering price may not be a valid price for 1, 000 bonds 
and the purchase may therefore not meet the requirements of this subdivision, For a purchase of an obligation to qualify under this subdivision, there must 
be suflicient current prices quoted by persons independent of the issuer to estab- 
lish accurately the current value of the obligation. Thus, if there are no cur- 
rent prices quoted by persons independent of the issuer, an over-the-counter 
transaction will not qualify under this subparagraph although the obligation 
was purchased in an arm's length transaction from a person independent of the 
issuer. 

(iv) For purposes of this section, an over-the-counter transaction is one not 
executed on a national securities exchange which is registered with the Secu- 
rities aud Exchange Commission. An over-the-counter transaction may be made 
through a dealer or an exchange which is not such a national securities ex- 
change or may be made directly from the seller to the purchaser. 

(3) From an, anderu. riter. — An obligation may be purchased from an under- 
writer, if it is purchased at a price not greater than- 

(i) The public offering price for the obligation as set forth in a prospectus 
or offering circular filed with the Securities and Exchange Commission, or 

(ii) The price at which a substantial portion of the issue including such 
obligation is acquired by persons independent of the issuer, 

whichever is the lesser price. For purposes of this subparagraph, a portion of the 
issue will be considered substantial if the purchases of such portion by persons 
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independent of the issuer are sufhcient to establish the fair market value of the 
obligations included in such issue. In deternfining whether the purchases are 
sufflcient to establish the fair n&arket value, all the surrounding facts and circum- 
stances will be considered, including the number of independent purchasers, the 
aggregate amount purchased by each such independent purchaser, and the number 
of transactions. In the case of a large issue, purchases of a small percentage of 
the outstanding obligations may be considered purchases of a substantial portion 
of the issue; whereas, in the case of a small issue, purchases of a larger percentage 
of the outstanding obligations will ordinarily be required. The requirement in 
subdivision (ii) of this subparagraph contemplates purchase of the obligations 
by persons independent of the issuer contemporaneously with the purchase by 
the employees' trust. If a substantial portion has been purchased at difTerent 
prices, the price of the portion may be based on the avera e of such prices, and if 
several substantial portions have been sold to persons independent of the issuer, 
the price of anv of the substantial portions may be used for purposes of this 
subparagraph. 

(4) From the issuer. — An obligation mav be purchased directly from the issuer 
at a price n&&t greater than the price paid currently for a substantial portion of the 
same issue by persons independent of the issuer. This requirement conten&plates 
purchase of a substantial portion of the same issue by persons independent of the 
issuer contemporaneously with the purchase by the employees' trust. For 
purposes of this subparagraph, a portion of the issue &vill be considered sub- 
stantial if the purchases of such portion by persons independent of the issuer are 
sutT&cleat to establish the fair n&arket value of the obligations included in such 
issue. In determining whether the purchases are sufficient to establish thc fair 
market value, all the surrounding facts and circumstances will be considered, 
including the number of independent purchasers, the aggregate amount purchased 
by e;&ch such independent purchaser, and the number of transactions. In the 
case of a large issue, purchases of a small percentage of the outstanding obliga- 
tions may be considered purchases of a substantial portion of the issue; &vhereas, 
in the case of a small issue, purchases of a larger percentage of the outstanding 
obligations will ordinarily be required. The price paid for a substantial portion 
of the issue may be determined in the manner provided in subparagraph (g) of 
this paragraph. 

(c) Limitations on holdings of obligations. — (1) In&mediately following 
acquisitions of the obligation by the employees' trust- 

(i) Not more than 25 percent of the aggregate amount of the obligations issued 
in such issue and outstanding immediately after acquisition by the trust may be 
held by the trust, and 

(ii) At least 50 percent of such aggregate amount must be held by persons 
independent of the issuer. 

(2) (i) For purposes of subparagraph (1) of this paragraph, an obligation is 
not considered as outstanding if it is held by the issuer. For ezan&pie, if an 
obligation which has been issued and outstanding is repurchased and held by 
the issuer, without cancellation or retirement, such an obligation is not con- 
sidered outstanding. 

(ii) For purposes of subparagraph (1) of this paragraph, the amounts of 
the obligations held by the employees' trust and by persons independent of the 
issuer shall be computed on the basis of the face amount of the obligations. 

(d) Limitation on amount inoested in obligations. — (1) (i) Immediately fol- 
lowing acquisition of the obligation, not more than 25 percent of the assets of 
the trust may be invested in all obligations of all persons described in section 
508(c). For purposes of determining the amount of the trust's assets which are 
invested in obligations of persons described in section 503 (c) immediately follow- 
ing acquisition of the obligation, those obligations shall be valued as follows: 

(a) Those obligations included in the acquisition in respect of which the 
percentage test in the first sentence of this subdivision is being applied shall 
be valued at their adjusted basis, as provided in section 1011, relating to 
adjusted basis for determining gain or loss; and 

(b) All other obligations of persons described in section 508(c) which 
were part of the trust's assets imn&ediately before the acquisition of the 
obligations described in (a) of this subdivision shall be valued at their fair 
market value on the day that the obligations described in (a) of this sub- 
division were acquired. 
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For purposes of determining the total an&ount of the assets of the trust (includ- 
ing obligations of persons described in section 508(c) ), there shag be used the 
fair market value of those assets on the day the obligation is acquired. 

(ii) The application of the rules in subdivision (i) of this subparagraph may 
be illustrated by the following example: 

Era»&gtc. On February 1, 1960, an exempt employees' trust described in 
section 401(a) purchases unsecured debentures issued by the employer corpora- 
tion for $1, 000. At the time of this purchase, such debentures have a fair market 
value of $1, 200. Immediately after the purchase of such unsecured debentures, 
the assets of the trust consist of the following: 

Pair . Var&&et 
Value o» 

Eeb. 1 
(a) Assets other than obligations of persons described in sec- «ot tsso 

tion 508(c) $5, 000 $7, 800 
(b) Obligations of persons described in section o08(c) acquired 

before February 1, 1960 500 1, 000 
(c) Unsecured debentures of employer purchased on February 

1 1960 1, 000 1, 200 
Imniediately following acquisition of the unsecured debentures by the trust, the 
percent of the assets of the trust that are invested in all obligations of all 
persons described in section 508(c) is computed as follows: 
(1) Obligations of persons described in section 508(c) acquired before 

February 1, 1960 (valued at fair market value) $1, 000 
(2) Unsecured debentures of employer purchased on February 1, 1960 

(valued at cost) 1, 000 
(8) Total amount of trust's assets invested in obligations of persons 

described in section 508(c) ((1) plus (2) ) 2, 000 
(ft) Assets of the trust other than obligations of persons described in 

section 508 (c) (valued at fair market value on February 1, 1960) 7, 800 
(5) Obligations of persons described in section 508(c) acquired before 

February 1, 1960 (valued at fair market value on February 1, 
1960) 1, 000 

(6) Unsecured debentures of employer purchaseil on February 1, 1960 
(valued at fair market value on February 1, 1960) 1, 200 

(7) Total assets of the trust valued at fair market value on February 1, 
1960 (sum of ($), (5), and (6) ) 10, 000 

(8) Percent of assets of the trust invested in all obligations of all per- 
sons described in section 508(c) immediately following purchase 
of unsecured debentures on February I, 1960 ( (8) —: (7), that is, 
$2, 000 —: $10, 000) 20o&o 

(2) In determining for purposes of subparagraph (1) of this paragraph the 
amount i~vested in obligations of persons described in section 508(c), there 
shall be included amounts invested in any obligations issued by any such person, 
irrespective of whether the obligation is secured, and irrespective of whether the 
obligation meets the conditions of section 508(h) or section 508(i). Obligations of persons described in section 508(c) other than the issuer of the obligation to 
which section 508(h) applies are also included within the 25-percent limitation. F»r example, if on February 19, 1959, an exempt employees' trust described in section 401(a) purchases unsecured debentures issued by the employer corpora- 
tion in a transaction effected on the Xew York Stocl- Exchange, and if immedi- 
ately after the purchase 10 percent of the trust's assets is invested in such debentures and 20 percent of its assets is invested in a loan made with adequate security on January 12, 1959, to the wholly&&wned subsidiary of the emplover corporation, then the purchase of the employer's debentures will not qualify under section 508(h), since 80 percent of the trust's assets are then invested in obligations of persons described in section 508 (c). (e) Change of te&'&»s of an obligation. — A change in the terms of an obligation is considered as the acquisition of a new obligation. If such new obligation is not adequately secured, the requirements of section 508(h) must be met at the time the terms of the obligation are changed for such section to be applicable to such new loan. 

&) 1. o08(h) — 8 ErrEcTIvl'. DATES. — (a. ) Section 508(h) and SI) 1. 508(h) — 1 and 1. 508(h) — 2 are etfective for taxable years ending after March 15, 1'956. Thus, if during a taxable year ending before 31arch 16, 1956, an en&ployees' trust made 
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a loan which meets the requirements of section 508(h), such loan will not be 
treated as made &vithout the receipt of adequate security and will not cause 
loss of exemption for taxable years ending after March 15, 195, although such 
loan Ivas not considered adequately secured when made. 

(b) (1) In the case of obligations acquired by the trust before September 2, 
1958, &vhich were held on that date, the requirements described in paragraphs 
(c) and (d) of $ 1. 508(h) — 2 &vhich were not satisfied immediately following the 
acquisition shall be treated as satisfied at that time if those requirements would 
ha& e been satisfied had the obligations been acquired on Septen&ber 2, 1958. For 
exa&nple, on January 8, 1955, an employees' trust described in section 401(a) 
purchased through the Xe&v York Stock Exchange unsecured debentures issued 
by the employer corporation. Under section 508(h) the acquisition of such 
debentures by the trust will not be treated for taxable years ending after 3Iarch 
15, 1956, as a loan made without the receipt of adequate security if the debentures 
&vere held by the trust on September 2, 1958, and if the requirements of paragraphs 
(c) and (d) of ) 1. 503(h) — 2 which &vere not met on January 6, 1955, were met 
on September 2, 1958, as if that date &vere the date of acquisition. 

(2) In the case of obligations acquired before September 2, 1958, which were 
not held by the trust on that date, only the requirement described in paragraph 
(b) of $ 1. 508(h) — 2 must be satisfied for section 508(h) to be applicable to such 
acquisition. For example, if on December 5, 19o6, an employees' trust lent money 
to the employer corporation by purchasing a debenture issued by the employer and 
if the trust sold the debenture on August 1, 1958, such loan Ivould not be treated 
as made without the receipt of adequate security if the requirement described 
in paragraph (b) of f L506(h) — 2 was met on December 5, 1956. 

(c) See paragraph (b) (2) of $ L508(c) — 1 for the eftective dates for the appli- 
cation of the definition of adequate security. 

$ 1. 508(I) STATUTGRY PRovI$IoNs; REqUIREMENTs FQR ExEMPTIGN; LGANs 
WITH REsPEGT To WHIGH EMPLGYERs ARE PRCHIBITED FRDII PLEDGING CERTAIN 
ASSETS. 

SEC. 50K REQUIREMEXTS FOR EXEI&&lPTIOX. 
(i) LOANS WITH RESPECT To WHICH EMPLOYERS ARE PROHIBITED FROM 

PLEDGING CrRTAIN AssETs. — Subsection (c) (1) shall not apply to a loan 
made by a trust described in section 401(a) to the employer (or to a 
renewal of such a loan or, if the loan is repayable upon demand, to a 
continuation of such a loan) if the loan bears a reasonable rate of 
interest, and if (in the case of a making or renewal)— 

(1) The employer is prohibited (at the tiroe of such making or re- 
newal) by any law of the United States or regulation thereunder 
from directly or indirectly pledging, as security for such a loan, a 
particular class or classes of his assets the value of which (at such 
tirue) represents more than one-half of the value of all his assets; 

(2) The making or renewal, as the case &nay be, is approved in 
writing as an investment which is consistent &vith the exempt pur- 
poses of the trust by a trustee who is independent of the employer, 
and no other such trustee had previously refused to give such written 
approval; and 

(8) Immediately following the making or rene&val, as the case 
mav be, the aggregate amount loaned by the trust to the employer, 
without the receipt of adequate security, does not exceed 25 percent 
of the value of all the assets of the trust. 

For purposes of paragraph (2), the term "trustee" means, with respect 
to any trust for which there is more than one trustee &vho is independent 
of the employer, a majority of such independent trustees. For purposes 
of paragraph (8), the determination as to whether any amount loaned 
by the trust to the employer is loaned Ivithout the receipt of adequate 
security shall be made without regard to subsection (h). 
[Sec. 508(i) as added bv sec. 80(b), Technical Amendments Act 19O8 
(72 Stat. 1680)] 

rj 1. 508(i) — 1 LoANs BY EMPLOYERS WHO ABE PROIIIRITED FROM PLEDGING 
AssETs. — (a) In generaL — (1) Section 508(i) provides that section 508(c) (1) 
shall not apply to a loan made to the en&ployer by an en&ployees' trust described 
in section 401(a) if the loan bears a reasonable rate of interest and certain 
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conditions are met. Section 508(i) also applies to the renewal of loans to the 
employer and, in the case of demand loans, to the continuation of such loans. 

(2) The provisions of section 508(i) do not limit the effect of section 401(a) 
and &j 1. 401 — 2, relating to use or diversion of corpus or income of an employees' 
trust, or the effect of any of the provisions of section 508 other than section 
508(c) (1). Consequently, although a loan nrade by an employees' trust de- 
scribed in section 401(a) meets all the requirements of section 508(i) and 
therefore is not treated as a loan made without the receipt of adequate security, 
an en&ployees' trust making such a loan will lose its exempt, status if the loan 
is not considered as made for the exclusive benefit of the employees or their 
beneficiaries. Similarly, a loan which meets the requirements of section 508(i) 
will constitute a prohibited transaction within the n&eaning of, ection 508 (c) (0) 
if it results in a substantial diversion of the trust's income or corpus to a person 
described in section 508 (c). 

(b) Co»&titions. — (1) Section 508(i) applies to a loan only if, with respect to 
the making or renewal of the loan, the conditions described in subparagraphs 
(2), (8), and (4) of this paragraph are met. I'or purposes of this paragraph, 
the mere continuance of a demand loan is not considered as the making or 
renewal of such a loan. 

(2) The en&ployer must be prohibited (at the time of the making or renewal 
of the loan) by any law of the United States or regulations thereunder from 
directly or indirectly pledging, as security for such a loan, a particular class or 
classes of his assets the value of which (at such time) represents more than 
one-half of the value of all his assets. If a loan is made or renewed when the 
employer is prohibited by a law of the United States (or the regulations there- 
under) from pledging a class of his assets, the qualification of such a loan 
under section 508(i) will not be affected by a subsequent change in such law 
or regulations permitting the employer to pledge such assets, unless such loan 
is renewed after such change. See section 8(a) of the Securities Exchange 
Act of 1984, as amended (48 Stat. 888, 49 Stat. 704; 15 I. '. S. C. 78h(a) ), which 
prohibits certain persons from pledging a class of assets as security for loans, 
and section 5(a) of Regulation T issued thereunder by the Board of Governors 
of the Federal Reserve System (12 CFR 220. 5(a) ). 

(8) The making or renewal, as the ease may be, must be approved in writing 
as an investment which is consistent with the exempt purposes of the trust by 
a. trustee who is independent of the employer, and such written approval n&ust 

not have been previouslv refused by any other such trustee. A trustee is inde- 
pendent of the employer, for purposes of this subparagraph, if he is entirely 
free of influence or control by the employer. For example, if the employer is a 
partnership, then a partner in such partnership, or a member of a partner's 
family would not bc considered independent of the employer. Similarly, an 
employee of the employer would not be considered independent of the employer. 
For purposes of this subparagraph, the term "trustee" means, with respect to 
auy trust for which there are tvvo trustees who are independent of the employer, 
both of such trustees and, with respect to any trust for which there are more 
than two such independent trustees, a majority of the trustees independent of 
the employer. 

(4) (i) Immediately following the making or renewal, as the ease may be, 
the aggregate amount lent bv the trust to the employer, without the receipt of 
adequate security, must not exceed 25 percent of the value of all the assets of the 
trust. 

(ii) For purposes of subdivision (i) of this subparagraph, the determina- 
tion as to whether any amount lent by the trust to the employer is a loan made 
without the receipt of adequate security shall be made without regard to section 
508(h). Thus, if an employees' trust makes a loan on January 2, 1959, to the 
employer without adequate security (but vvhich loan is not consideretl as made 
without adequate security under section 508 (h) ), and if immediately after making 
such loan 10 percent of the value of all its assets is invested in such loan, then 
the trust may on that day invest uot more than an additional 15 percent of its 
assets in a loan which would be considered made without adequate security if 
it were not for the provisions of section 508 (i). 

(iii) For purposes of subdivision (i) of this subparagraph, in determining the 
value of all the assets of the trust, there shall be used the fair market value of 
those assets on the day of the making or renewal. 

(c) Reasonable rate of i»te& est. — Section 508(i) only applies if, in addition 
to meeting the conditions described in para raph (b) of this section, the loan 
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bears a reasonable rate of interest when it is made, renewed, or, in the case of 
demand loans, during the period of its existence. 

(d) Cl&ange of te&»&R of loan. — A change in the terms of a loan (including a 
reduction in the security for a loan) is considered as the making of a new loan. 
If such a new loan is not adequately secured, the requiren&ents of section 509 (i) 
must be met at the time the tertns of the loan are changed for such section to 
be applicable to such new loan. 

(e) Effective date, — (1) this section and section 508(i) are effective for tax- 
able years ending after September 2, 1958, but only Ivith respect to periods after 
such date. Thus, if a loan was made on or before September 2, 195S, without 
the receipt of adequate securitv and if, Ivhen such loau was made, it met all of 
the requirements of section 503(i) and this section then the loan is not subject 
to section 509(c) (1) after September 2, 1958, and Ivould not constitute a pro- 
hibited transaction after that date because of a lack of adequate security. 

(2) See paragraph (b) (2) of $ 1. 503(c) — 1 for the eitective dates for applica- 
tion of the definition of adequate security. 

PAII. 4. Section 1. 501(c) (14) is amended (A) by striking out "1M1" 
in section 501(c) (14) and inserting in lieu thereof "1M7" and (8) 
by a, dding a, historical note at the eIId thereof. Section 1. 501(c) (14), 
as amended, reads as follows: 

tj 1. 501(c) (14) STATUTORY PRovISIONS) EXEMPTION FROM TAX Ox CORPORA. - 
TIovs, CERTAIN TRUsTs, ETC. ; CREDIT UNIDNs. 

SEC. 501. EXEMPTION FRO"&I TAX OX CORI ORATIOXS, CER- 
TAIX TRUSTS, ETC. 

(c) LI$T oF ExEMPT ORSANIzATIoNs. — The follovving organizations 
are referred to in subsection (a): 

(14) Credit unions Ivithout capital stock organized and opera(, ed 
for mutual purposes and without profit, and corporations or asso- 
ciations vvithout capital stock organized before Septe&nber 1, 19;&7, 
and operated for mutual purposes and without profit for the pur- 
pose of providing reserve funds for, and insurance of, shares or 
deposits in— 

(A. ) Domestic building and loan associations, 
(B) Cooperative banks xvithout capital stock or anized and 

operated for mutual purposes and Ivithout profit, or 
(C) Mutual savings banks not having capital stock repre- 

sented by shares, 
[Sec. 501(c) (14) as amended by Act of April 2'-', 1960 (Pub. Law 
80 — 428, 74 Stat. 54) ] 

PAR. 5. Section 1. 501(c) (14) — 1 is amended by adding a new 
sentence at the end thereof. . The amended section reads as follovvs: 

$ 1. 501(c) (14) — 1 CREDIT UNIoxs AND MUTUAL IxsURANOE FUNDs. — Credit 
unions (other than Federal credit unions described in section 501 (c) (1) ) without 
capital stock, organized and operated for mutual purposes and without profit, are 
exempt from tax under section 501(a). Corporations or associations without 
capital stock organized before Septen&ber I, 195&1, and operated for mutual pur- 
poses and without profit for the purpose of providing reserve funds for, and 
insurance of, shares or deposits in: 

(a) Domestic building and loan associations as defined in section 7701 
(a)(19), 

(b) Cooperative banks without capital stock organized and operated for 
mutual purposes and without profit, or 

(c) Mutual savings banks not having capital stock represented by slmres, 
are also exempt from tax under section 501(a). In addition, corporations or 
associations of the type described in the preceding, cntence which Ivere or- 
ganized on or after September 1, 1951. but before Septe&aber 1. 19, &7, are 
exempt from tax under section O01(a) for taxable years beginning after 
December 91, 1959. 

Because the amendments to the regulations under section 501(c) (14) 
contained in this Treasury DecisioII do not prescribe new or difFerent 
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substantive rules but merely reflect the provisions of the Act of April 
22, 1960 (Public Lasv 86 — 428, 74 Stat. 54), which change the date 
relating to when an organization must be organized in order to qualify 
for exemption under such section 501(c) (14), it is found that it is 
unnecessary to issue these amendments with notice and public proce- 
dure thereon under section 4(a) of the Administrative Procedure Act, 
approved June 11, 1946, or subject, to the e]fective date limitation of 
section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805) . ) 

DANA LATHAN, 
Commissioner of Internal Revenue. 

Approved September 22, 1960. 
FRED C SCRIENER& JR 

Acting 8ecretary of tIxe Treasury. 
(Filed by the Divisio~ of the Federal Register on September 26, 1960, 8:49 a. m. , 

and published in the issue of the Federal Register for September 27, 1960, 2o 
F. R. 9215) 

SUBCHAPTER G. — CORPORATIONS USED TO AVOID IXCOME TAX OX 
SHAREHOI DERS 

PART II. — PERSONAL HOLDING COMPANIES 

SECTION 542. — DEFINITION OF PERSONAL HOLDING 
COMPANY 

Rev. Rul. 60 — 344 26 CFR 1. 542 — 2: Gross income requirement. 
(A]so Section 61; 1. 61 — 3. ) 

In the case of oil and gas producing properties, "lifting costs" 
constitute a portion of the cost of producing the oil and gas and 
nmst be subtracted fronr gross sales in computing gross income for 
the purpose of determining whether personal holding company 
income, as defined in section o43 of the Internal Revenue Code of 
1954, is at least 80 percent of the corporation's total gross income for 
a taxable year. 

Advice has been requested whether "lifting costs" constitute a part 
of production costs in the determination of "gross income" from oil 
production under the provisions of section 61(a) of the Internal 
Revenue Code of 1954, relating to the definition of gross income, and 
section 542(a) of the Code, relating to the definition of a personal 
holding company. 

Section 542(a) of the Code defines a personal holding company and 
provides, in part, that a, corporation is a personal holding company, if at least 80 percent of the corporation's total gross income for the 
taxable year is personal holding income as defined in section 548 of the 
Code. Thus, in order to determine whether the percentage require- 
ment is satisfied, the total gross income must be determined. Section 1. 542 — 2 of the Income Tax Regulations refers to the provisions of 
section 61 of the Code and the regulations thereunder for the defiini- 
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tion of "gross income" and states that under such provisions gross 
income is not necessarily synonymous with gross receipts. 

Section 61(a) of the Code provides, in part, that gross income in- 
cludes gross income derived from business. Section 1. 61 — 3 of the 
regulations defines gross income in the case of manufacturing, mer- 
chandising, or mining business as total sales, less the cost of goods sold, 
plus any income from investments and from incidental or outside 
operations or sources. In cletennining gross income, a subtrac- 
tion should not be made for depletion allowances based on a percent- 
age of income, selling expenses, losses, or other items not ordinarily 
used in computing cost of goods sold. However, a, taxpayer may elect 
to subtract for depreciation or depletion based on cost incurred in 
connection with the production of goods or materials in determining 
gross income. See Rev. Rul. 141, C. B. 1953 — 2, 101. 

In the case of oil and gas wells, drilling ends and operation begins 
when drilling is completed, casing set and the necessary equipment 
is installed. Operation ends and transportation and processing begin 
when the oil is removed from the storage tanks and/or gas is removed, 
usually from the well head. If gas and/or water drive is suRicient to 
bring oil to the surface, no puinping equipment is installed at the 
time of completion of the drilling. Fo pumping equipment is neces- 
sary with respect to a well which produces gas only. In the case of an 
oil well, pumping equipment, if not installed initially, is usually in- 
stalled later. Regardless of the time of installation of pumping 
equipment, lines, lease tanks, ancl usually separators, are installed to 
care for oil prod«ction. 

The term "lifting costs, " as used in the oil and gas producing in- 
dustry, is usually considered to be synonymous with "operating costs" 
and consists of those deductible costs incurred in the production of oil 
and gas after completion of drilling and before its removal from the 
property for sale or transportation. Such costs consist of labor, 
superintendence, supplies, repairs and assets having a life not in ex- 
cess of one year, maintenance, applicable overhead costs, as well as 
those items properly includible in the computation of gross income 
under the provisions of Revenue Ruling 141. Compare Woodside 
Acres, inc. v. Comnrissioner, 46 B. T. A. 1194, alarmed, 184 Fed. (Bd) 
793, wherein it was held that, the gross income of a dairy, for the pur- 
pose of the personal holding comp~any income percentage requirements, 
is determined by deducting the cost of production from the gross sales 
of clairy products. The cost of feed for the cows and wages of em- 
ployees who take care of and milk the cows and prepare the dairy 
products for market are included in the cost of production. IJnder 
the facts in that case, the corporation was determined to be a personal 
holding company. See also CorrettIIoldinc/Corporution v. Commis- 
sioner, 9 T. C. 1029, acquiescence, C. B. 1948 — 1, P, 

Accordingly, in the case of oil and gas producing properties, "lift- 
ing costs" constitute a, portion of the cost of producing oil and gas and 
must be subtracted from gross sales in computing gross income for 
the purpose of determining whether personal holding company in. - 
come, as defined in section 548 of the Code, is at least 80 percent of 
the corporation's total gross income for a taxable year. 
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SECTION 545. — UNDISTRIBUTED PERSONAL HOLDING 
COMPANY INCOME 

26 CFR 1. 545 — 2: Adjustments to taxable income. 

Alloivance of' deduction for percentage depletion in computing 
undistributed personal holding company income. See Rev, Rul. 
60 — 283, pa «c 201. 

SECTION 547. — DEDUCTION FOR DEFICIENCY 
DIVIDENDS 

26 CFR 1. 547 — 2: Requirements for deficiency 
dividends. 

(Also Sections 1818, 7121; 1. 1316(a) — 3, 
801. 7121 — 1. ) 

(Also Part II, Section 506; Regulations 118, 
39. 506-1. ) 

A determination of a taxpayer's liability for personal holding 
conipany tax made in an informal agreement entered into between 
the taxpayer and the Commissioner of Internal Revenue, as de- 
scribed in section 547(c) (3) of the Internal Revenue Code of 1fi54, 
does not have the effect of a final closing agreement under section 
7121 of the Code. 

Rev. Rul. 60 — 287 

Advice has been requested whether a determination of a taxpayer's 
liability for personal holding company tax made in an informal 
agreemeiit entered into between the taxpayer and the Commissioner 
of Internal Revenue, as described in section 547(c) (3) of the Internal 
Revenue Code of 10o4, has the same e8ect as a similar determination 
made by a final closiiig agreement under section 7121 of the Code. 

A District Director of Internal Revenue classified a corporation as 
a, personal holding company and proposed an assessment, of personal 
holding company tax. The taxpayer executed Form 2108, Deter- 
mination of Liability for Personal Holcling Company Tax, seeking to 
onset this assessment by the tiinely payment of deficiency dividends. 

Section 547 of the Code provides, in part, as follows: 
(a) GENERAL RTJLE. — If a determination (as defined in subsection (c)) vith 

respect to a taxpayer establishes liability for personal holding company tax 
imposed by section 541 (or by a corresponding provision of a prior income tax 
law) for any taxable year, a deduction shall be allowed to the taxpayer for the 
amount of deficiency dividends (as defined in subsection (d)) for the purpose 
of deterniinin the personal holding company tax for such year, but not for the 
purpose of dcterniining interest, additional amounts, or assessable penalties 
computed with respect to such personal holding company tax. 

:i: 

(c) DzrEa~irN&rroN. — For purposes of this section, the term determination 
means— 

(1) a. decision by thc Tax Court or a. jud, ment, decree, or other order 
by any court of conipetcnt jurisdiction, which has become final; 

(2) a closing agreement inade under section 7121; or 
(3) under regulations prescribed by the Secretary or his delegate, an 

a reenient signed by the Secretary or his delegate and by, or on behalf of, 
the taxpiiycr relating to the liability of such taxpayer for personal hold- 
ing company tax. 
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Section 7121 of the Code reads as follows: 
(a) AurHORIZATION. The Secretary or his delegate is authorized to enter 

into an agreement in svriting with any person relating to the liability of such 
person (or of the person or estate for whom. he acts) in respect of any internal 
revenue tax for any taxable period, 

(b) FINALITY. — If such agreement is approved by the Secretary or his dele- 
gate (within such time as may be stated in such agreement, or later agreed to) 
such agreement shall be final and conclusive, and, except upon a showing of 
fraud or malfeasance, or mLsrepresentation of a material fact— 

(1) the case shall not be reopened as to the matters agreed upon or the 
agreement modified by any officer, employee, or agent of the United States, 
and 

(2) in any suit, action, or proceeding, such agreement, or any determina- 
tion, assessment, collection, payment, abatement, refund, or credit made in 
accordance therewith, shall not be annulled, modified, set aside, or 
disregarded. 

Under both section 506 of the Internal Revenue Code of 1%9 and 
section 547 of the 1954 Code, the allowance of the adjustment in 
question is dependent upon a prior "determination" of tax liability'. 
However, section 506 of the 1939 Code permits relief only where a 
determination as to personal holding company tax has been estab- 
lished either by a court decision or in a closing agreement. The use 
of an informal agreement to serve as a "determina~tion" was added by 
section 547(c) (8) of the 1954 Code in order to avoid the cumbersome 
and time-consuming closing agreement procedure ordinarily employed 
by taxpayers to secure elimination of a personal holding company tax 
deficiency. Form 2198 was designed for this purpose. 

Sections 1811 to 1615 of the 1954 Code, relating to the mitigation 
of the e8ect of the statute of limitations, provide, under certain cir- 
cumstances, f' or adjustments of errors involving closed years. Sec- 
tion 181'3 of the 1954 Code is similar to section 5~47(c) (8) of the Code 
in that it provides for a "determination" by an informal agreement. 
A determination by an informal agreement under section 1313 becomes 
final when the tax liability for the open taxable year to which the 
determination relates becomes final. However, during the period 
when a deficiency may be assessed or a refund or credit allowed for 
such year, either the taxpayer or the Commissioner may attempt to 
secure a modification of such tax liability and, in so doing, may treat 
the item that was the subject of the adjustment in a manlier different 
from the way in which it was treated in the agreement. 

Accordingly, it is held that a determination of a taxpayer's liability 
for personal holding company tax made in an informal agreement 
entered into between the taxpayer and the Commissioner, as described 
in section 547(c) (6) of the Code, does not have the efi'ect of a final 
closing agreement under section 7121 of the Code. 

(Also Section 61; 1. 61 — 9. ) Rev. Rul. 60 — 881 

Individuals, the sole owners of the capital stock of a personal 
holding company, are considered to have constructively received 
a dividend for Federal income tax purposes where, subsequent to 
receiving informatiou relating to personal holding company tax 
liability, but before the distribution of a deficiency dividend under 
section 547 of the Internal Revenue Code of 1%4, the individuals 
transfer their stock in the personal holding company to another 
wholly-owned corporation and there is no showing that that transfer 
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was inade for reasons other than that of minimizing Federal income 
taxes. Such dividends are includible in the individuals' gross 
incomes u~der section 61 of the Code. 

Advice has been requested regarding the treatment for Federal 
income tax purposes of a "deficiency dividend" paid by a personal 
holding company under the circumstances described below. 

A and his wife organized and were the sole stockholders of corpo- 
ration . 'll and corporation N. Both companies operated farm prop- 
erties. In addition, corporation cV received income from oil royalties 
and corporation N held a working interest in oil properties. 

An examination was conducted, by an internal revenue agent, of the 
Federal income tax returns filed by corporation cV for its taxable years 
1956 and 1957. The examination resulted in a determination of li- 
ability for personal holding company tax under section 541 of the 
Internal Revenue Code of 1954, and the individual shareholders in 
their capacity as corporate oflicers were so informed on August 5, 1958. 
On August 13, 1958, the entire capital stock of corporation 3l was 
transferred by the individual stockholders to corporation N in ex- 
change for stock of that company. An agreement to the proposed 
deficiency in tax liability was later secured from the taxpayer and 
an agreement on Form 2198, Determination of Liability For Personal 
Holding Company Tax, was executed on behalf of the taxpayer and 
for the Commissioner of Internal Revenue on August 20, 1958. 

Section 547 of the Code provides, in part, that in the absence of 
fraud or willful failure to file an income tax reiturn, a corporation may 
be relieved of the payment of a deficiency in personal holding com- 
pany tax determined with respect to a taxable year by making a 
deficiency dividend distribution. Certain conditions, however& must 
be met. They are: (1) There must be a determination of liabihty for 
personal holding company tax under section 547(c) of the Code; 
(2) the deficiency dividend must be paid within 90 days after the 
date ot determination; (3) a claim, Form 976, Credit, For Deficiency 
Dividend Deduction, or Credit or Refund under section 547 of the 
Internal Revenue Code of 1954, must be filed after the deficiency 
dividend has been paid and within 120 days after the date of deter- 
mination; and (4) the dividend must be of such a nature as would 
have permitted its inclusion in the computation of a dividends-paid 
deduction had it been distributed during the year for which the de- 
ficiency is determined. Also, see section 1. 547 — 2 of the Income Tax 
Regulations. 

Corporation 5/ clearly fulfilled the conditions required by section 
547 of the Code for relief of the payment of the deficiency in personal 
holding company tax liability. Personal holding company tax liability 
was established under the agreement, Form 2198, signed on behalf of 
the taxpayer and for the Commissioner on August 20, 1958. This 
constitutes the date of determination and the full amount of the 
deliciency dividend was distributed by corporation 3f to its corporate 
stockholder, corporation N, on September 10, 1958, within the 90-day 
period, A claim for the deficiency dividend deduction was filed on 
September 20, 1958, within the 120-day period. The dividend was of 
the character that would have been included in the computation of a 
dividends-paid deduction under section 501 of the Code had it been 
distributed during the years for which the deficiency was determined. 
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However, since the deficiency dividend was distributed to the present 
corporate shareholder rather than the original individual shareholders, 
substantially reducing the tax thereon due to the provisions of section 
243(a) of the Code, which provides that a receiving corporation is 
allowed as a special deduction from gross income an amount equal to 
85 percent of the amount received as dividends from domestic cor- 
porations, it becomes essential to carefully scrutinize the transaction 
between the corporation and its sha, reholders. In this case, the timing 
is significant. The controlling stockholders knew that the only way 
they could avoid the imposition of personal holding company tax was 
to declare a dividend. However, they wished to avoid the payment of 
inclividual income tax on such dividend. Therefore, before the de- 
fiiciency dividends were paid, they transferred all of their stock in 3f 
to corporation 2V, which they also own, so that, the dividend came, not 
directly to them but to the intervening corporate entity, 1V, which is 
entitled to a dividend received deduction under section 243 of the Code. 
There was no legitimate business purpose for such transfer other than. 
the minimization of Federal income taxes. 

The question in this case then is whether, under the f acts as disclosed, 
the distribution to the corporate entity may be disregarded and the 
deficiency dividend, distributed by the personal holding company to 
avoid imposition of personal holding company tax, considered con- 
structively received by the individual shareholders for Federal income 
tax purposes. 

In the case of Evelyn F. Gregory v. Guy T. Helvering, 293 U. S. 465, 
Ct. D. 911, C. B. XIV — 1, 193 (1935), it was contended on behalf of the 
taxpayer that since every element required. by the statute involved was 
to be found in what was done, the tax result sought by the taxpayer 
had been efi'ected, and that the motive of the taxpayer thereby to 
escape payment of a tax would not alter the result or make unlawful 
what the statute allowed. The Supreme Court of the United States 
pointed out that the whole undertaking, though conducted according 
to the terms of the statute, was in fact an elaborate and devious forni 
of conveyance consummated solely for the purpose of tax avoidance. 
Accordingly, the Court ruled adversely to the taxpayer. 

In a later case involving J'oseph T. Hkjgins v. John Thomas 8m~'th, 
308 U. S. 473, Ct. D. 1434. , C. B. 1940 — 1, 127, the Court stated that the 
United States Government may look at actualities in tax cases and, 
upon determination that the form employed for doing business oi. 
carrying out the challenged tax event is unreal or a sham, may sustain 
or disregard the efiect of the fiction as best serves the purposes of the 
tax statute. To hold otherwise would permit schemes of taxpayers 
to supersede legislation in the determination of the time and manner 
of taxation. 

Throughout the above-cited cases is an underlying theme that only 
bona fide business transactions having a legitimate business purpose 
in addition to the minimization of taxes will be recognized for tax 
purposes, and then only if the characterization the taxp~ayer places on 
the trans~actions is in reality what it purports to be in form. A trans- 
action which has no purpose other than the avoidance or reduction 
of taxes, will be ignored for tax purposes. 

In the instant case the motive for the transfer by the individual 
shareholders of their stock of corporation 1l in exchange for stock of 
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corporation N was that of minimizing Federal income taxes. Ac- 
cordingly, it is held that the deficiency dividend distributed by the 
personal holding company is to be treated as having been construc- 
tively received by A and his wife, rather than by corporation A', and 
is incluclible in their gross incomes under section 61 of the Code. 

SUBCHAPTER H. — BANKING INSTITUTIONS 

PART I. — RULES OP GENERAL APPLICATION To BANKING INSTITUTIONS 

SECTION 582. — BAD DEBT AND LOSS DEDUCTION WVITH 
RESPECT TO SECURITIES HELD BY BANKS 

26 CFR 1. 582 — 1: Bad debt and loss deduction 
with respect to securities held by banks. 

Treatment of gains and losses resulting from sales by a bank of FHA 
and VA insured mortgages. See Rev. Rul. 60 — 846, page 217. 

SECTION 584. — COMMON TRUST FUNDS 

Rev. Rul. 60 — 240 26 CFR 1. 584 — 4: Admission and withdrawal of 
participants in the common tImst fund. 

For Federal income tax purposes distributions of cash or securi- 
ties to participants in two common trust funds, in order to eliminate 
fractional units of participation held by the participants upon the 
merger of the two funds, shall be treated as proceeds from the 
sale or exchange of such fractional units of participating interests. 

Revenue Ruling oo — 299, C. B. 195o — 1, 402 clarifIed. 

Reconsideration has been given to Revenue Ruling 55 — 200, C. B. 
1055 — 1, 402 since the holding therein, based on the f~acts presented, 
could be misinterpreted to mean that paIrticipants in two common trust 
funds realize no taxable «ain or loss upon the merger of such funds 
even though they receive certain cash distributions upon the merger in 
order to elimi»ate fractional units of participation. 

Revenue Ruling 55 — 200 dealt, in applicable. part, with the question 
of Ivhether the participants in tv, o common trust funds or the funds 
themselves realized a gain or loss upon the merger of the two funds 
where there was no distribution of cash or securities to any participant 
remaining in the merged fund "with the exception of such small cash 
adjustment as was necessary to elinIinate fractional units. " The 
Revenue Ruli»g holcls, in pertinent part, tlrat no gain or loss is realized 
by the two funds or their paIticipa»ts upon the merger of such funds. 

Section 584 (e) of the Internal Reve»ue Code of 1054 provides, i» 
part, that the withdrawal of any participating interest in. a common 
trust fund by a participant sltall be treated as a sale or exchange of 
such interest by the participant. 

Section 1. 584-4(a, ), of the Income Tax Regulations provides in 
part~ thatp if a participant withdraws the whole or any part of its 
participating i»terest from the con»»on trust fund s 
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shall be treated as a, sale or exchange by the participant of the par- 
ticipating interest or portion thereoF which is so withdrawn. Section 
1. 584-4(b) of the regulations provides, in part, that, the participant's 
gain or loss upon withdrawal of its participating interests or portion 
thereof shall be measured by the diff''erence between the amount re- 

ceived upon such withdrawal and the adjusted basis of the partici- 

pating interest or portion thereof withdrawn. 
Based on the foregoino, it is held that, for Federal income tax 

purposes, distributions of cash or securities to participants in tv o 

common trust funds, in order to eliminate fractional units of partici- 

pation held by the participants upon the merger of the two funds, 

shall be treated as proceeds from the sale or exchange of such frac- 
tional units of participating interests. A participant's gain or loss 

with respect to such distributions shall be determined in accordance 

with the provisions of section 1. 584-4 of the regulations. 
Revenue Ruling 55 — 299, C. B. 1955 — 1, 40o, is clarified to the extent 

that it could be misinterpreted to mean that participants in two com- 

mon trust funds realize no taxable gain or loss upon the merger of such 

funds even though they receive cash distributions upon the merger 

in order to eliminate fractional units of participation. 

Rev. Rul. 60 — 256 

A transfer of units of participation in a common trust fund 

from one trust, of which the taxpayer is the sole beneficiary, to 
another trust, of vrhich the taxpaver is also the sole beneiiciary, 
does not constitute a "withdrawal" of a participating interest within 
the meaning of section 584(e) of the Internal Revenue Code of 1954, 
provided that no funds change hands, there is no surrender of 
indicia of ownership, nothing is received by the taxpayer, aud the 
trustee of the two trusts is the same. I. nder such circumstances, 
the basis of the participating units in the hands of the transferee 
trust is the saiue as it was in the hauds of the transferor trust 
on the date of the transfer. 

Revenue Ruling 50 — 414. C. B. IM9 — 2, 15fi, superseded, and Revenue 
Ruling o7 — 885, C. B. 1057 — ', 822, modified. 

In view of the decision of the United States District Court for the 
District of ilfassachusetts in 1Vancy 'Wigan v. Vnt'fed States, dated 
January 12, 1959, reconsideration has been given to Revenue Ruling 
57 — 335, C. B. 1957 — 9, M2, which deals with the Federal income tax 
consequences of intertrust transfers of a participant's interest in a, 

common trust fund. 
In Revenue Ruling 57 — 335, two illustrative factual situations are set 

forth with respect to intertrust transfers of participating units in a 
common trust fund. In the first factual situation. A established a rev- 

ocable living trust, in 1949. The trust is entirely invested in a com- 

mon trust fund, and the cost of the units of participation totals 30m 

dollars. A later establishes a new trust in the antount of 50m dollars 
which is invested in the same common trust, fund. He revokes the 

first trust and directs the trustee to transfer the units of participation 
representing its principal to the second trust. At the time of revoca- 

tion, such units have a market value of 40m dollars. 
In the second factual situation, the corpus of a testamentary trust 

for the benefit of A is entirely in~vested in. a common trust fund, and 
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the cost of the units of participation totals 80x dollars. Under its 
terms, t, he trust terminates when A becomes 21 years of age and the 
principal is then distributable to A. When A becomes 21, he creates a 
living trust the corpus of which is to be invested in the same common 
trust fund and directs the trustee to transfer to the new living 
trust the units or participation representing the principal of the 
terminated testamentory trust. At that time such units have a market 
value of 40m dollars. 

In both of the foregoing factual situations, it was assumed that the 
intertrust transfers were to trusts created iand used for bona fide 
fiduciary purposes and that such transfers did not violate the rules 
and regulations of the Board of Governors of the Federal Reserve 
System. 

Revenue Ruling 57 — 885, supra, holds that the redemption of par- 
ticipating units in a common trust fund, or the intertrust transfer 
of units of participation representing a participant's interest in such 
fund, constitutes the withdrawal of a participating interest by a par- 
ticipant within the meaning of section 584(e) of the Internal Revenue 
Code of 1M4, resulting in a recognized gain or loss to the participant 
for Federal income tax purposes. Thus, that ruling concludes that 
in each of the illustrative factual situations given, a gain of 10m dollars 
would be realized. 

The rationale behind the holding in Revenue Ruling 57 —, '385 is that 
since the "trusts" in each of the stated factual situations were the 
"participants" in the common trust funds, the trust beneficiary's di- 
rection to the trustee to transfer to another participant, the units of 
participation representing the principal of a terminated participant 
constituted an assertion of direct dominion and control over the assets 
of the terminated participant. , which the beneficiary had no legal 
right to exercise except on the theory that such action was the legal 
equivalent of a distribution to the beneficiary, and, therefore, con- 
stituted a withdrawal under section 584(e) of the Code. 

In the Wigan case, the taxpayer was the beneficiary of a testa- 
mentary trust referred to as the Avery Trust. Trust assets were 
composed almost entirely of units of participation in a common trust 
fund established by the National Shawmut Bank of Boston and were 
held by such bank as sole trustee. The Avery Trust was to terminate 
when the taxpayer reached 21 years of age. Upon reaching 21, the 
taxpayer created a revocable living trust, with herself as beneficiary 
and the same bank as sole trustee, and directed the bank to transfer 
most of the participating units in the common trust fund from the 
Avery Trust to the new trust. Units of participation in the common 
trust, fund were represented by book entries only. There were no 
certificates or like indicia of ownership issued. The trustee, by a book- 
keeping entry, transferred the specified units of participation from 
the Avery Trust, to the new trust. The court, in holding that there 
was no recognizable gain realized by the taxpayer by virtue of such 
transfer, stated, in part, as follows: 
An inter-trust transfer is not a withdrawal. No funds have changed hands, 
there has been no surrender of indicia of ownership, nothing has been received 
by the taxpayer. There has been nothing more than a bookkeeping entry 
made on the books of the trustee of the common trust fund. There has been 
no "income" within the meaning of Eisncr v. 3facomber, 252 U. S. 189, 206— 
207 *:" *. 
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It is the position of. the Internal Revenue Service that the decision 
in the Wigcgin case is reasonable based on the factual situation there 
presented and that such decision will be followed in the disposition of 
other cases involving substantially tlie same facts as those in the 
Wiggin case. It follows that since intertrust transfers of units of 
participation in a common trust fund of the type involved in the 
Wigan case are not considered withdrawals giving rise to recognized 
gain or loss, the basis of such units in the hands of the transferee trust 
ivill be the same as it would be in the hands of the transferor timist 
on the date of the transfer. 

Accordingly, it is held that a transfer of units of participation 
in a common trust fund from one trust, of. which the taxpayer is the 
sole beneficiary, to another trust, of which the taxpayer is also the 
sole beneficiary, does not constitute a "withdrawal" of a participating 
interest iviihin the meaning of section 584(e) of the Code, provided 
that no funds change hands, there is no surrender of indicia of 
ownership, nothing is received by the taxpayer, and the trustee of 
the tu o trusts is the same. Under such circumstances, the basis of. the 
participating units in the hands of the transferee trust is the same 
as it was in the hands of the transferor trust on the date of the 
transf er. 

Revenue Ruling 57 — 8N is accordingly modified to remove the im- 
plication that "all" intertrust transfers of units of participation in 
a common trust fund constitute withdrawals of a participating inter- 
est within the meaning of section 584 (e) of the Code. 

Revenue Ruling 59 — 414, C. B. 1959 — 2, 156, is hereby superseded. 

SUBCHAPTER I. — NATURAL RESOURCES 

PART I. — DEDUCTIONS 

SECTION 612. — BASIS FOR COST DEPLETION 

26 CFR 1. 612 — 3: Depletion; treatment Rev. Rul. 60 — 336 
of bonus and advanced royalty. 

%'here a depletion deduction has been tal-en on a bonus received 
for the grant of a mineral lease and the entire mineral interest 
of the payee is transferred by sale, gift, devise, inheritance, or by 
any other means, prior to termination of the lease and prior to 
production, the bonus depletion is not required to be restored to 
income. 

Advice has been requested whether depletion deductions taken on 
bonuses received for the granting of mineral leases must be restored 
to income in the year of expiration or termination of the leases in 
situations where the entire mineral interest had been transferred from 
the bonus recipient (lessor or sublessor) by sale, gift, devise or in- 
heritance, or by other means, while the lease was in force and where 
production had not occurred. 

Section 1. 612 — 8(a) (2) of the Income Tax Regulations states as 
follows: 

If the grant of an economic interest in a mineral deposit or standing timber 
with respect to which a bonus was received expires, terminates, or is abandoned 

585726 — oi 14 
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before there has been any income derived from the extraction of mineral or cut- 
ting of tiniber, the payee shall adjust his capital account by restoring thereto 
the depletion deduction taken on the bonus and a corresponding amount niust be 
returned as income in the year of such expiration, termination, or abandonment. 

In American 1Vational Realty Company v. Commussioner, 47 B. T. A. 
653, affirmed, 136 Fed. (2d) 486, the United States Board of Tax 
ApI&eals (now Tax Court, of the United States) held that in com- 
puting the profit on a sale, the basis of the property sold must be 
reduced by depletion previously claimed and allowed where a bonus 
has been received on the granting of a lease and wliere prior to pro- 
duction from the lease, the land, including the mineral rights, is sold. 
This reduction of basis did not relate to the restoration of depletion, 
but to the requirement of the Internal Revenue Code that in comput- 
ing gain or loss upon the sale or other disposition of property, the 
basis of the property must be adjusted for exhaustion, wear and tear, 
depletion, depreciation, amortization, etc. See section 1016(a) (2) 
of the 1954 Code and section 113(b) (i1) (B) of the 1939 Code. 

The courts have taken the position that depletion may be restored 
only upon the termination of the lease without production having been 
obtained, and then only by the taxable entity to whom or to which the 
bonus was paid. See Estate of Emma L. C. See/i gson v. Commissioner, 
1 T. C. 736, acquiescence, C. B. 1944, 25, affirmed, 141 Fed. (2d) 358; 
Lncile welder et al. , v. Commissioner, Tax Court Memorandum Opin- 
ion, entered January 22, 1944, affirmed, 148 Fed. (2d) 583; and Estate 
of Eobert Driscoll v. Comvnissioner, Tax Court Memorandum Opinion, 
entered June 28, 1943. 

In 3fary F. IVaggoner and T. J. Waggoner v. Commissioner, 47 
B. T. A. 699, acquiescence, C. B. 1945, 7, the Board of Tax Appeals re- 
quired the restoration of aH the depletion taken. on a lease bonus even 
though a one-half interest, had been transferred prior to the expira- 
tion of the lease. In that case, the taxpayer had retained a one-half 
interest in the mineral property. The retention of this interest irieant 
that the taxpayer retained a basis in the inineral property to which 
the amount of depletion taken could be restored. Egad this taxpayer 
not retained the one-half interest, with its basis, it appears that the 
Board would not have required the restoration of any part of the 
depletion deducted from income. 

With regard to whether the depletion allowed on a bonus should in 
all cases be restored to income when it is established that there will be 
no production under the lease, the regulations do not expressly refer 
to the situation where the property is disposed of by the lessor before 
the lease expires, terminates or is abandoned. Indeed, the regulations 
seem to contemplate principally, if not entirely, the situation where 
the lease terminates before disposition, since they provide that the 
lessor's capital account shall be adjusted by restoring the depletion 
deduction taken on the bonus and "a corresponding aniount" must be 
reported as income. If tlie lessor has previously disposed of the prop- 
erty and thus has no basis subject to adjustment, there is no "corre- 
sponding amount" which may be reported as income. Adjustment 
of the capital account is necessary because of the reduction of basis 
under section 1016 (a) (2) of the 1954 Code or section 113 (b) (1) (B) of 
the 1939 Code by the amount of the bonus depletion. If the depletion 
deduction were restored to income without a corresponding restoration 
to basis, there would be an overall inequity to the taxpayer. This is 
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especially true in those instances where the property has been sold 
by the taxpayer and gain has been computed by using the basis 
adjusted by the previously taken depletion deduction. 

A somewhat special situation exists in states having community 
property laws, such as Texas and Louisiana. In these states, the com- 
munity one-half interest held by the surviving spouse is a continuing 
interest. Where a lease bonus has been received by the community 
and one member of the community dies before the expiration of the 
lease, the interest held by the surviving spouse is not affected by the 
death of the other spouse. Consequently, the depletion deduction 
applicable to the surviving spouse's one-half interest must be reported 
as income in the year of expiration of the lease. The provisions of 
section 1014(b) (6) of the 1954 Code, requiring the adjustment of the 
basis to the fair market value of the property at the date of the 
decedent's death or alternate valuation date on property held by the 
surviving spouse, does not prevent the further adjustment of this 
basis as required by section 1. 612 — 8(a) (2) of the regulations on the 
date of expiration of the lease. 

Accordingly, it is held that the restoration of bonus depletion to 
income is not required where the recipient of the bonus has divested 
himself, by whatever means, of all of his interest in the minerals prior 
to the termination of the lease. 

SECTION 618. — PERCENTAGE DEPLETION 
26 CFR 1. 613 — 8: Gross income from the property. Rev. Rul. 60 — 257 

In determining "gross income from the property" for percent- 
age depletion purposes, the gross selling price should be reduced 
by the amount of any prepayment discount allowed by the tax- 
payer and utilized by the purchaser unless the discount is a cash 
discount which is, under all circumstances, substantially equiva- 
lent to a charge in the nature of interest for the use of the net 
amount paid in advance of the date when it was otherwise due 
and payable. 

Revenue Rulin o5 — 13, C. B. 19;&o — 1, 28o, superseded. 

The Internal Revenue Service has reconsidered Revenue Ruling 
55 — 13, C. B. 1955 — 1, 285, involving the determination of "gross income 
from the property" for percentage depletion purposes where the 
seller allows a prepayment discount. 

Revenue Ruling 55 — 13, based on 3lontreat iVi~ing Company v. 
Comm&8ionet', 2 T. C. 688 (1943), acquiescence, C B 1944) 20' held 
that in determining gross income for percentage depletion purposes 
where the seller grants a prepayment discount to the purchaser, the 
gross sales price may be used without being reduced by the amount 
of the discount only if it is a cash discount, as opposed to a trade 
cliscount, and represents a fair interest rate. 

Some difhculty has been encountered in de6ning a fair interest rate 
within the meaning of Revenue Ruling 55 — 13. In some instances it 
has been considered to mean only that the cash discount must be a 
reasonable one when tested against customary trade practices. If this 
is the only criterion, then percentage depletion will be allowed on 
amounts to which the taxpayer was never entitled and could not col- 
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lect. Notwithstanding the court's broad language jn the montreal 
3fining Company case, referring to the treatment of cash discounts 
under inventory accounting principles, percentage depletion clearly 
should not be allowed on such amounts. 

The Internal Revenue Service is of the opinion that the result 
reached in the montreal ftfining Company case was correct in view 
of the facts presented in that case. There the discount allowed by the 
seller constituted, in substance, a payment by him to the buyer in 
consideration for the use of the net purchase price in advance of the 
date when it, was otherwise due and payable. As such, the paynient, 
was a charge in the nature of. interest, deductible from gross income 
in determining net income. 

Among the factors which may point to the existence of a payment 
which is substantially equivalent to interest are the following: 

(1) A discount rate which approximates the prevailing interest 
rate on bank loans. 

(2) A provision for the reduction of the amount of discount, 
as the period. of prepayment decreases. 

(3) A provision for the payment of an additional amount. 
depending upon the period of delay, if payment is delayed be- 
yond the due date. 

Accordingly, it is held that in determining "gross income from the 
property" for percentage depletion purposes the gross selling price 
should be reduced by the amount, of any prepayment discount a~llowed 

by the taxpayer and utilized. by the purchaser unless the discount 
is a cash discount and one that, under all the circumstances is substan- 
tially equivalent to a charge in the nature of interest for the use 
of the net amount paid in advance of the date when it was otherwise 
due and payable. 

Pursuant to the authority in section 7805(b) of the Internal Rev- 
enue Code of 1954, the provisions of this Revenue Ruling will not be. 
applied to taxable years ending prior to January 1, 1960. 

Revenue Ruling 55 — 13, C. B. 1955 — 1, 285, is superseded. 

Rev. Rul. 60 — 320 ' 
The principles of the recent decision of the Supreme Court of tile 

United States in United Stateg v. Cannelton Semper Pipe Company, 
364 U. S. 76, Ct. D. 1849, page 452, this Bulletin, will be applied m tlie 
disposition of cases involving the definition of the term "mining" for 
purposes of. percentage depletion. Also in view of this decisioli, cer- 
tain revenue rulings, long in contest by many taxpayers and inconsist- 
ent with the position taken administrat, ively and in litigation, ~i ill be 
revoked. 

However, the principles of the Cannelton decision will not apply in 
the case of calcium carbonates or other minerals when used in making 
cement where a proper election is made under section 4 of P. I . 86 — 781, 
page 726, this Bulletin, approved Sept, ember 14, 1960. 

Cases previously examined aild closed may be reopened only in 
accordance with the procedures outlined in Revenue Procedure 59 — 25, 
C. B. 1959 — 2, 938. 

' Based on Technical Information Release 257, issued September 22, 1960. 
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Percentage depletion in the case of an integrated miner-manufac- 
turer of vitrified clay products. See Ct. D. 1849, page 452. 

Rules for making the election regarding treatment processes for 
minerals used in ma~king cement for taxable years prior to 1961. See 
T. D. 6492, page 497. 

Method or formula for allocating costs and profits in computing 
gross income from mining by certain cement producers. See Rev. 
Rul, 60 — 819, page 501. 

Action for recovery of refunds based on percentage depletion deduc- 
tions from certain cement producers. See Rev. Rul. 60 — 875, page 407. 

PART II. — EXCLUSIONS FROM GROSS INCOME 

SECTION 621. — PAYMENTS TO ENCOURAGE EXPLORA- 
TION, DEVELOPMENT, AND MINING FOR DEFENSE 
PURPOSES 

26 CFR 1. 621 — 1: Payments to encourage explora- Rev. Rul. 60 — 805 
tion, development, and mining for defense pur- 
poses. 

Payments received as the purchase price of domestic manganese 
ore under the Domestic Manganese Purchase Program administered 
by the General Services Administration mav not be excluded from 
gross income under section 621 of the Internal Revenue Code of 
19o4. 

This ruling also applies to payments received as the purchase 
price of other minerals or ores and concentrates under similar 
domestic purchase programs administered bv the General Services 
administration. 

A. dvice has been requested. whether payments received for domestic 
metallurgical grade manganese ores or concentrates under the Domes- 
tic Manganese Purchase Program a, dministered by the General Serv- 
ices Administration may be excluded from gross income under section 
621 of the Internal Revenue Code of 1954. Deliveries under the pro- 
gr;im having reached. the total quantity provided for, the Program 
has ended. 

The General Services Administration derived its authority for the 
administration of the Domestic Manganese Purchase Program from 
clause (1) of section 808(a) of the Defense Production Act of 1950, 
64 Stat. 801, 50 U. S. C. 2098. Under that clause, the President of the 
United States is granted the authority, for the purpose of assisting 
and carrying out the objectives of the Act, to make provision "for 
purchases of or commitments to purchase metals, minerals or other 
materials for government use or resale. " Pursuant to the delegation 
of this authority to the General Services Administration, that agency 
published regulations which interpreted and implemented that au- 
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thority. Such regulations, as amended, describe the Domestic Man- 
ganese Purchase Program. 

The regulation establishing the program constituted a continuing 
ofFer by the General Services Administration to purchase, at specified 
prices, domestic metallurgical grade manganese ores or concentrates 
meeting the requirements of the regulation. The General Services 
Administration has advised the Internal Revenue Service that the 
regulation covering the program contains no provisions relating to 
any approval of projects for exploration, development or mining of 
manganese ores or for the contribution of money for any such proj- 
ects. Neither could the General Services Administration require a 
participant to make an accouiiting for money received by the par- 
ticipant as the purcliase price of ores or concentrates under the 
Domestic Manganese Purchase Program. 

Under the Program the participant was merely a seller who ofi'ered 

to sell manganese ores or concentrates of certain chemical and phys- 
ical specifications at. the Program price. Any person desiring to 
participate in tile Program was required to make application for:i 
certificate of participation. This requirement was imposed solely for. 
administrative purposes. The participant was not, obligated in any 
way to obtain from the Government approval of any exploration, 
development or mining prior to starting such an undertaking or to 
give an accounting of expenditures made on any such project. 
Furthermore, a participant had the right to dispose, as it pleased, of 
funds received through the sale of manganese ores to the Governmen . 

Section 621 of the Code reads as follo~s: 
There shall not be included in gross income any amount paid to a taxpayer 

by the United States (or any agency or instrumentality thereof), whether by 
grant or loan, and whether or not repayable, for the encouragemeut of explora- 
tion, development, or mining of critical and strategic minerals or metals pur- 
suant to or in connection with any undertal-ing approved by the United States 
(or any of its agencies or instrumentalities) and for which an accounting is 
made or required to be made to an appropriate governmental agency, or any 
forgiveuess of discharge of any part of such auiount. Any expenditures (other 
thau expenditures uiade after the repayment of such grant or loan) attributable 
to such rani, or loan shall not be deductible by the taxpayer as an expense 
nor increase the basis of the taxpayer's property either for determining gain 
or loss on sale, exchange, or other disposition or for couiputing depletion or 
depreciation, but on the repaynient of any portion of any such grant or loan 
which has been expended in accordance with the terms thereof such deduc- 
tions and such increase in basis shall to the extent of such repayuient be allowed 
as if made at the tinie of such repayment. 

Section 621 of the Code is applicable only to amounts which are 
paid to a taxpayer by the United States or atn instrumentality of the 
United States (1) as a grant, gift, bounty, bonus, premium, incentive, 
subsidy, loan, or ach ance, (9) for the encouragement of exploration 
for, or the deivelopment of mining of, a critical and strategic mineral 
or metal, (8) pursuant to or in connection with an undertaking ap- 
proved. by the United States or by an agency or instrumentality 
thereof uiider certain terms and conditions, (4) for the expenditure 
of which the taxpayer has accounted, or is required to account, to an 
appropriate Government agency, and (5) which were received other 
than as a, part of the purchase price of a critical and strategic min- 
eral or metal, irrespective of ivhether such price is below, at, or 
above the currently prevailing market price. See section 1. 621 — 1 of 
the Income Tax Regulations. 
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Since under the Domestic Manganese Purchase Program there 
was no provision for the making by General Services Administra- 
tions of any payments of money which fulfill the above conditions, 
the amounts received by the participants in the Program do not qual- 
ify thereunder. 

For the purposes of section 621 of the Code, a payment of a sepa- 
rate and specific amount for the encouragement of exploration for, or 
development or mining of, a critical and strategic mineral or metal 
shall not be considered to be a part of the purchase price merely 
because such payment is added to or included with the payment of 
the purchase price. However, the General Services A. dministration 
did not make, and the Program regulation did not provide for the 
making of, any payment to participants other than the purchase price 
for domestic manganese under the Program, and the participants in 
the Program received no sums designated as a payment for explora- 
tion or development or mining. 

Even wlien a taxpayer does receive a sum from any governmental 
agency designated specifically as an exploration, development, or 
mining allowance, that sum must, not only be in substance such an 
allowance but it must fulfill the conditions set forth above. See Rev. 
Rul. 55 — 47) C. B. 1055 — 1, 280. 

It is held that, section 621 of the Code does not apply to any 
amounts received from the General Services Administration under 
the Domestic Manganese Purchase Program. All payments received 
for domestic ma, nganese ore or concentrates or bo'th under this Pro- 
gram must be included in tile taxpayer's gross income. 

This ruling also applies to amounts paid for other minerals or ores 
and concentrates by the General Services Administration pursuant to 
similar domestic purchase Programs, 

PART III. — SALES AND EXCHANGES 

SECTION 681. — GAIN OR LOSS IN THE CASE OF TIMBER 
OR COA. L 

26 CFR 1. 681 — 1: Election to consider cutting as 
sale or exchange. 

Treatment of cut timber inventories in financial reports to share- 
holders and for credit purposes under the provisions of section 472 
of the Code. See Rev. Rul. 60 — 244, page 167. 

26 CFR 1. 681 — 8: Gain or loss upon the 
disposal of coal with a retained eco- 
nomic interest. 

(Also Section 545; 1. 545 — 2. ) 

Rev. Rul. 60 — 288 

A corporation which computes its taxable income by taking into 
consideration the provisions of section 631(c) of the Internal 
Revenue Code of 1054, in computing gain or loss from the disposal 
of coal, is not entitled to a deduction for percentage depletion in 
determining its undistributed personal holding company income. 
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Advice lras been requested whether a corporation is allowed a 
deduction for percentage depletion in determining its undistributed 
personal holding company income, in a case in which it computes 
its taxable income by taking into consideration the provisions of 
section 631(c) of the Internal Revenue Code of 1954 in computing 
gain or loss on the disposal of coal in which it has retained an eco- 
nomic interest. 

A personal holding company owns coal bearing lands. The sole 
business activity of the corporation is the leasing of these coal lands. 
The taxable income reported for purposes of section 11 of the Code, 
relating to the income tax imposed upon corporations, is computed 
by taking into consideration the provisions of section 631(c). 

Section 681(c) of. the Code provides, in part, that in the case of 
the disposal of coal, held for more than six months before such 
disposal, by the owner thereof under any form of contract by. virtue 
of which such owner retains an economic interest in such coal, the 
difference between the amount realized from the disposal of such 
coal and the adjusted depletion basis thereof, plus the deductions 
disallowed for the taxable year under section 272, shall be consid- 
ered as though it were a gain or loss, as the case may be, on the sale 
of such coal. Such owner shall not be entitled to the allowance for 
percentage depletion provided in section 618 with respect to such 
coal. This subsection shall have no application for purposes of 
applying subchapter G, relating to corporations used to avoid income 
tax on shareholders (including the determinations of the amount of 
the deductions under section 545 (b) (5) ) . 

Section 545(a) of subcha, pter 6 of the Code provi. des that the 
term "undistributed personal holding company income" means the 
taxable income of a personal holding company adjusted in the man- 
ner provided by subsection (b), minus the dividends paid deduction 
as defined in section 561. The term "taxable income" in section 
545(a) is defined in section 68(a) of the Code, as it relates to cor- 
porations, as gross income minus the deductions allo~ed by chapter 1. 

Taxable income defined in section. 68(a) of the Code is a concept 
fashioned by Congress to provide the tax base on which the rate of 
ordinary income ta~xes is imposed. It is not separately and specially 
defined in the personal holding company sections of the Code, nor 
docs it otherwise have a special meaning for purposes of these pro- 
visions of the Code. Accordingly, the starting point for determining 
taxable income in the computation of "undistributed persona, l hold- 
ing company income" under section 545 of the Code is the income 
subject to the corporate income taxes imposed by section 11 of the 
Code. 

In the case of a corporation computing gain or loss from the dis- 
posal of coal under section 681(c), a deduction for percentage deple- 
tion is not allowed in computing the taxable income subject to the 
taxes imposecl by section 11 of the Code. Consequently, the absence 
of a deduction tor percentage depletion for purposes of the compu- 
tation of section 11 of the Code precludes the consideration of a 
lesser amount for the starting point of the undistributed personal 
holding company income computat, ion under section 545 of the Code. 
Compare Trcnsportation 8ervice8 Association v. Con~mi8aioner, 149 
Fed. (Bd) Ã&5, wherein it was held that amounts (interest, and 
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salaries) properly disallowed as deductions for income tax purposes 
may not be deducted in computing income subject to the personal 
holding company surtax. 

Section 545 of the Code provides for adjustments to be made to 
the taxable income of a personal holding company in order to arrive 
at the undistributed personal holding colnpany income for purposes 
of the tax imposed on personal holding companies. The adjustments 
to such taxable income are limited to those particularly enumerated 
in subsection (b) of section 545. A deduction for percentage deple- 
tion is not therein enumerated. 

Accordingly, it is held that a corporation computing its taxable 
income by taking into consideration the provisions of section 681(c) 
of the Code is not entitled to a deduction for percentage depletion 
in determining its undistributed, . nersonal holding company income. 

SUBCHAPTER J. — ESTATES, TRUSTS, BENEFICIARIES, AND 
DECEDENTS 

PART I. — ESTATES, TRUSTS, AND BENEFICIARIES 

Subpart C. — Estates and Trusts Which May Accumulate Income or Which Distribute Corpus 

SECTION 662. — IXCLUSION OF AMOUNTS IN GROSS IN- 
COME OF BFNFFICIARIES OF ESTATES AND TRUSTS 
ACCUMULATING INCOME OR DISTRIBUTING CORPUS 

26 CFR 1. 662(b) — 1: Character of amounts, 
when no charitable contributions are made. 

Trust income from tax-exempt securities paid to the secondary bene- 
ficiary. See Rev. Rul. 60 — 370, below. 

Subpart E. — Grantors and Others Treated as Substantial Oyrners 

SECTIOX 671. — TRUST IXCOME, DEDUCTIOXS, AND 
CREDITS ATTRIBUTABLF. TO GRANTORS AXD OTHERS 
AS SUBSTANTIAL OWNERS 

26 CFR 1. 671 — 1: Grantors and others treated as Rev. Rul. 60 — 870 ' 
substantial owners; scope. 

(Also Sections 662, 677; 1. 662(b) — 1, 1. 677(a) — 1. ) 
Where a taxpayer transfers appreciated securities or other prop- 

erty to a tax-exempt organization, as trustee, which is under an 
express or implied obligation to sell such property and invest the 
proceeds in tax-exempt securities, or exchange the transferred prop- 
erty for tax-exempt securities, and to pay the incoine therefrom to 
the transferor (and a secondary beneficiary for life, if any), with 
the trustee acquiring a reniainder interest in the trust corpus, the 

r Also Released as Technical Information Release 278, dat~d December 2, 1SGO. 
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gain from the sale or exchange of the transferred property by the 
trustee is includible in the gross income of the transferor. Tax- 
exempt income realized from trust investruents and distributed by 
the trustee to the transferor beneficiary or to the secondary bene- 

ficiary retains its exempt status in their hands. 

Advice has been requested as to the Federal income tax consequences 
of a transfer of appreciated securities or other property to a tax- 
exempt educational organization under the circumstances described 
below. 

An individual irrevocably transferred in trust to a university secu- 

rities and other property v. hich had appreciated in value over their 
basis to the transferor. The trust instrument by its terms specifically 
imposes upon the university, as trustee, an obligation to sell the ap- 
preciated property and to inrvest the proceeds in tax-exempt securi- 
ties, or exchange the property for tax-exempt securities. The net in- 

corne of the trust is payable to the transferor for life and, after his 
death, to a secondary beneficiary for life. Gains from the sale or 
exchange of trust assets are to be added to corpus. After the death 
of the transferor and the secondary beneficiary, the trust will termi- 
nate and the trust corpus will pass to the university as remainderman 
of the trust, . 

During the taxable year the university either sold the transferred 
property pursuant to the terms of the trust instrument and invested 
the proceeds in tax-exempt securities, or exchanged the transferred 
property for tax-exempt, securities ~~vhich it ha~d held in its own 

portfolio. 
The specific questions presented in this case are (1) whether the 

transferor realized gain, includible in gross inconle, by reason of the 
sale or exchange by the trustee of the appreciated property trans- 
ferred in trust, and (2) whether any tax-exempt income realized from 
tax-exempt securities which were acquired by the trustee through the 
sale or exchange, will remain tax-exempt in the hands of the trans- 
feror and, after his death, in the hands of the secondary beneficiary. 

Section 677(a) of the Internal Revenue Code of 1054 provides, in 
part, that the grantor shall be treated as the owner of any portion of 
a trust, whether or not; he is treated as such owner under section 674 
of the Code, whose income without the approval or consent of any ad- 
verse party, is, or in the discretion of the grantor or a nonadverse 
party, or both, may be distributecl to the grantor, or heM or acculnu- 
lated for future distribution to the grantor. 

Section 671 of the Code provides the general rule that in cases 
where the grantor or another person is regarded as the owner of anv 
portion of~a trust, there slrall be included in computing his taxable 
income and credits those items of income, deductions, and credits 
against, the tax of the trust, which are attributable to that portion of 
the trust to the extent tlrat such items would be taken into account 
in computing the taxable income or credits against the tax of an 
individual. 

Section 1. 671 — 9(c) of the Income Tax Regulations provides that an 
item of income, deduction, or credit included in computing the taxable 
income and credits of a grantor or another person under section 671 
of the Code is treated as if it had been received or paid directly by the 
grantor or other person. 
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Under the provisions of section 652(b) and 669(b) of the Code, 
the amounts to be included in gross income of a beneficiary under 
section 6M(a) of the Code or section 662(a) of the Code, whichever 
is applicable, shall have the same character in the ha~nds of the 
beneficiary as in the hands of the trust. 

In the instant ca, se, the university was under an express obligation 
to sell or exchange the appreciated property transferred and to pur- 
chase tax-exempt securities. Therefore, in substance, the transferor 
did not give the trustee appreciated property to hold in trust, but, 
rather, g~ave the trustee the proceeds of the sale or exchange of the 
property which the trustee was required to consummate. 

Accordingly, it is held tha't the transferor realizes gain, includible 
in his gross income in the taxable year of the sale or excha~nge, to the 
extent that the proceeds from the sale or exchange by the trustee of 
the property transferred in trust exceed his basis for such property. 

Smce any income from trust investments is to be distributed to the 
transferor for life without the approval or consent of any adverse 
party, he is considered the owner of a portion of the trust in accoi d- 
ance with the provisions of section 677(a, ) of the Code. However, to 
the extent that the life income payable to the transferor by the trustee 
consists of interest. which is excludable from gross income under the 
provisions of section 108 of the Code, such income is excludable from 
the gross income of the transferor, since it is treated as if it v. ere 
received directly by him. See section 1. 671 — 2 of the regulations. 

Likewise, to the extent that the amounts distributed to the second- 
ary beneficiary, after the death of the transferor, consist of interest 
which is excludable from gross income under section 108 of the Code, 
such amounts will be excludable from the gross income of the sec- 
ondary beneficiary. 

The trustee in the instant case was under an express obligation to 
sell or exchange the appreciated property transferred in trust. How- 
ever, an obligation to sell or exchange the transferred property may 
also arise by implication. For example, a taxpayer may transfer 
appreciated property to an educational or charitable organization in 
reliance upon advertisements or brochures stating that the organiza- 
tion will sell such property and invest the proceeds in tax-exempt, secu- 
rities, or exchange the property for tax-exempt securities. Thus, 
where the trustee is under an obligation, either express or implied, to 
sell or exchange the transferred property and to purchase tax-exempt 
securities, it is held that, the transferor has given the trustee not the 
appreciated property but, rather, the proceeds of the sale or exchange 
which he has required the trustee to consummate. Therefore, the gain 
from such sale or exchange is includible in the gross income of the 
transferor in the taxable year in which the sale or exchange is con- 
summated. 

Since it may be necessary to go beyond the trust instrument to 
determine whether there is an obligation, either express or implied, 
imposed upon the trustee to sell or exchange the transferred property 
a. nd invest in tax-exempt securities, no advance rulings will be issued 
as to whether there is such an obligation to sell or exchange the trans- 
ferred property and invest the proceeds in tax-exempt securities. 

Pursuant to the authority contained in section 7805(b) of the Code, 
the principles announced in this ruling will be applied only to trans- 
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fers of property after December 2, 1960, ' involving an investment 
of the proceeds of sale of the trallsferred property in tax-exempt 
securities or an exchange of the transferred property for tax-exempt 
securities. Any change in existing Internal Revenue Service position 
with respect to transfers of property not involving such sale or 
exchange, and reinvestment in tax-exempt securities, Trill be pro- 
spective only. 

SECTION 677. — INCOME FOR BENEFIT OF GRANTOR 

26 CFR 1. 677(a) — 1: Income for benefit of grantor; 
genera'. rule. 

Trust income from tax-exempt securities paid to the donor. See 
Rev. Rul. 60 — 870, page 203. 

, SUBCHAPTER K. — PARTNERS AND PARTNERSHIPS 

PART I. — DETERMINATION OF TAX LIABILITY 

SECTION 704. — PARTNER'S DISTRIBUTIVE SHARE 

26 CFR 1. 704-1: Partner's distributive share. 

Items of. indebtedness constituting liabilities in computing a part- 
ner's distributive share of a cash basis partnership. See Rev. Rul. 
60 — 845, page 211. 

SECTION 705. — DETERMIVATIOX OF BASIS OF 
PARTNER'S INTEREST 

26 CFR 1. 705 — 1: Determination of basis of partner's interest. 

Items of indebtedness constituting liabilities in computing a part- 
ner's distributive share of a cash basis partnership. See Rev. Rul. 
60 — 845, page 211. 

SECTION 706, — TAXABLE YEARS OF PARTNER AND 
PARTXERSHIP 

26 CFR 1. 706 — 1: Taxable years of partner 
and partnership. 

(Also Section 443; 1. 448 — 1. ) 

Rev. Rul. 60 — 268 

AVhere a nevvly formed partnership adopts a taxable year 
(annual accounting period) vihich is difTerent from the taxable 
year (annual accounting period) of the principal partners and to 
which they are concurrentlv changiug, the partners' short taxable 
period required to effect the change shall end on the last day of the 
partnership's first taxable vear (whether or not such taxable year 
is a year of 12 full calendar months). 

s Date this Revenue Ruling rvas released as Technical Iuforraation Itelease 2IS. 
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Advice has been requested as to the effective date of a change of 
accounting period by the principal partners to the accounting period. 
of a newly formed partnership. 

Two individuals, both of whom are on a calendar-year basis, formed 
a partnership on September 1, 1050. The taxpayers propose to close 
the books of the partnersliip on a fiscal-year basis to end August 
81, 1060. 

Section 706(b) of the Internal Revenue Code of 1M4 relates to 
the adoption of a taxable year, or the change to a new taxable year, 
by a partnership or a partner. Under section 1. 706 — 1(b) (1) (ii) of 
the Income Tax Regulations, a newly formed partnership may adopt 
a taxable year which is the same as the taxable year of all of its 
principal partners (or the same a. s the taxable year to which all of its 
principal partners are concurrently changing) without securing prior 
approval from the Commissioner of Internal Revenue. 

Section 1. 706 — 1(b) (9) of the regulations provides that a partner 
may not change his taxable year without securing prior approval 
from the Commissioner. 

Under section 1. 706 — 1(b) and section 1. 449 — 1(b) of the regulations 
an application for a, change in taxable year shall be filed on Form 
1128. Application For Change In Accounting Period, with the Com- 
missioner on or before the la~st day of the month following the close 
of the short period for which a return is required to efFect the change 
of taxable year. 

Section 1. 706 — 1(b) (5) (i) of the regulations provides that a partner 
who changes his taxable year shall make his return for a short period 
in accordance with section 443 of the Code. 

Section 446 of the Code provides, in part, as follows: 
(a) RETUENs FOE SIIOET PEEIOD. — A return for a period of less than 12 mouths 

(referred to in this section as "short period") shall be made under any of the 
following circumstances: 

(1) CIIANGE oF ANNUAL AccoUNTING PERIQD. — When the taxpayer with the 
approval of the Secretary or his delegate, changes his annual accounting 
period. In such a case, the return shall be made for the short period be- 
ginning on the day after the close of the former taxable year and ending 
at the close of the day before the day designated as the erst day of the nerv 
taxable year. 

Under section 1. 706 — 1(b) (5) (ii) (b) of the regulations, a newly 
formed partnership is required to file with its first return either 
(1) a copy of the letter from the Commissioner approving the adop- 
tion of a partnership taxable year which is not the same as the taxable 
year of all its principal partners, or (9) a statement, indicating that 
the taxable year it has adopted is the same as the taxable ye~ar of 
all its principal partners, or that all its principal partners are con- 
currently changinq to a taxable year it has adopted, or (3) a 
statement that all its principal partners are not on the sa~me taxable 
year and that it is adopting a calendar year without prior approval. 

Since the instant partnership will adopt in its first year the tax- 
able year ending August 31, 1960, changes by the partners to the 
taxable year of the partnership will be efFective as of August 61, 
1060, and the partners should, therefore, file individual returns foi 
the short period from January 1, 1060, to August 81, 1960. 

Accordingly, it is held that w~here a newly formed partnership 
adopts a taxable year (annual accounting period) which is difi'erent 
from the taxable year (annual accounting period) of the principal 
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partiiers and to which they are concurrently changing, the partners' 
short taxable period required to efFect the cliange shall end. on the 
last day of the partnership's first taxable year (whether or not such 
taxtible year is a year of 12 full calendar months. ) 

PART II. — CONTRIBUTIONS, DISTRIBUTIONS, AND TRANSFERS 

Subpart C. — Transfers of Interests in a Partnership 

SECTION 741. — RECOGNITION AND CHARACTER OF GAIN 
OR LOSS ON SALE OR EXCHANGE 

Rev. Rul. 60 — 3M 26 CFR 1. 741 — 1; Recognition and character of 
gain or loss on sale or exchange. 

(Also Sections 61, 170, 458, 751; 1. 61 — 1, 
1. 170 — 1, 1. 4N — 1, 1. 751 — 1. ) 

A transfer of a limited partner's interest in a partnership appur- 
tenant to which is a right to share in unrealized partnership income 
reflected in partnership installment obligations receivable constitutes 
a transfer of a capital asset, coupled with a disposition of such in- 
stallment obligations subject to the provisions of section 4og(d) of the Internal Revenue Code of 1054. Where the transfer is by way of a charitable contributiou, the transferor realizes gain ta~able as ordinary income to the extent of the dift'erence between the basis of the installment obligatious receivable appertaining to his partner- 
ship interest and the fair market value of his share of the obliga- tions at the time of the transfer. To the extent that the transaction 
constitutes a charitable contribution of that portion of the partner- 
sliip interest which is regarded as a capital asset, no gain or loss is recognized. 

Subject to the limitations prescribed by section 170 of the Code tvith respect to charitable contributions deductible by individuals, the fair market value, as of the date of the transfer, of that portion of the partnership interest which is regarded as a capital asset and the fair market value, as of such date, of the partnership install- ment obligations regarded as disposed of in the transfer constitute an allowable deduction, as a charitable contribution, to the taxpayer. 
Advice has been requested with respect to the treatment, for Federal income tax purposes, of a contribution of an interest in a partnership to a charitable organization under the circumstances described below. During the taxable years 1955 through 1958, the taxpayer was both a general and a limited partner in a partnership ~~ hich was engaged in the purchase, subdivision, and sale of tracts of land. The partnership has consisteiitly employed the installment method of accounting in reporting its «ains on sales of subdivided propeity in accordance ivith the provisions of section 458(a) of the Internal Revenue Code of 1954. In 1959, the taxpaper transferred, without receipt of consideration, all of his interest as a limited partner in the partnership to a charitable organization contributions to which are deductible under section 170 of the Code. 

The specific question in this case is whether the taxpayer realized taxable income as a result of the transfer of his partnership interest to the charitable organization and, if so, whether it is taxable as capital gain or ordinary income. 
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Section 741 of the Code provides that in the case of a sale or ex- 
change of an interest in a partnership, gain or loss shall be recognized 
to the transferor partner. Such gaiii or loss shall be considered as 
gain or loss from the sale or exchange of a capital asset, except as 
otherwise provided in section 751 (relating to unrealized receivables 
and inventory items which have appreciated substantially in value) . 

Section 751(a) of the Code provides, in part, that the amount of any 
money or the fair market value of any propeity received by a trans- 
feror partner in exchange for all or part of his interest in the partner- 
ship attributable to unrealized receivables, or inventory items of the 
partnership which have appreciated substantially in value, shall be 
considered as an amount realized from the sale or exchange of property 
other than a capital asset. 

Section 458 (d) of the Code provides, in part, that if an installment 
obligation is distributed, transmitted, or disposed of, otherwise than 
by sale or exchange, gain or loss shall result to the extent of the diEer- 
ence between the ba~sis of the obligation and the fair market value of 
the obligation at the time of the distribution, transmission, or 
disposition. 

A transfer of an installment obligation by gift constitutes a "dispo- 
sition" of such obligation resulting in a realization of gain by the 
donor to the extent of the difFerence between the basis of the obligation 
and its fair market at the time of such disposition. See I. T. M98, 
C. B. 1080 — 1, 188; and Rev. Rul. 55 — 157, C. B. 1055 — 1, 208. 

In G. C. M. 26879, C. B. 1950 — 1, 58, the Internal Revenue Service 
accepted the view of prevailing court decisions that, with stated quali- 

. fications, the sale of a partnership interest should be treated as a sale 
of a, capital asset for Federal income tax purposes, rather than as a 
sale of the partner's undivided interest in each and every asset owned 
by the Arm. This does not mean, however, that a partnership was 
thereafter treated as an entity for income tax purposes as is a corpo- 
ration. On the contrary, it is still held that the members of a partner- 
ship, whether general or limited partners, jointly own all of the 
partnership assets, including items of gross income, even though the 
provisions of the Code enabling the partnership to adopt its own 
accounting period and accounting method for information return pur- 
poses might cause such items of partnership income to be reflected in 
the individual tax returns of the partners in years other than those in 
which they would have been reported if the partnership had not 
intervened. 

Thus, while the partnership interest generally may be regarded as 
constituting a partner's interest in the profits and surplus of the 
partnership, the fundamental principles of Federal income taxation 
require that an interest in income earned by the partnership which has 
not been realized, or has not yet been subjected to taxation, be treated 
as distinct from any "partnership interest" which is recognized as a 
capital asset for income tax purposes. Therefore, unrealized or 
untaxed rights to partnership income may be transferred with, but not 
as a, part of, the partnership interest which constitutes a capital asset. 

ln the case of James 3f. Tunnels, Jr. et ux. v. United 8tates, 148 Fed. 
Supp. 680, aSrmed, 950 Fed. (9d) 916, the taxpayer sold his one-half 
interest in a law partnership to the remaining partners. At the time 
of the sale, the partnership books showed accounts receivable in a 
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subst;tiii ial amount. It was the taxpayer's contention that the entire 
pl'oceeds of the sale represented proceeds from the sale of a capital 
asset, , his partnership interest. The United States District Court held 
th;tt the portion of the sale proceeds attributable to the taxpayer's 
share of the accounts receivable of the partnership was taxable as 
ordinary income, since it was in reality only a substitute for ordinary 
income which he tvould have received in the future. In aflirming the 
decision of the District Court, the United States Court of Appeals for 
the Third Circuit stated, in part as follows: 

The payinent of the purchase price, for which a part of the quid pro quo was 
taxpayer's right to receive this income, was as to that lrart essentially a substitute 
for what would otherwise be received at a future time as ordinary income. And 
as to that part, it was not appreciation in value of the capital assets, which would 
be capital gain, but inconte produced by the capital asset, which is ordinary 
1nconle. 

Based on the foregoing, it is held that a transfer of a limited 
partner's interest in a partnership appurtenant to which is a right 
to share in unrealized partnership income reflected in installment 
obligations receivable by the partnership constitutes a transfer of a 
capital asset coupled with a disposition of such installment obliga- 
tions subject to the provisions of section 45oo(d) of the Code. To 
the extent that the transaction constitutes a disposition of install- 
ment, obligations receivable, the gain is taxable to the transferor as 
ordinary income. 

Therefore, the taxpayer realized ordinary income, includible in his 
gross income for the year 1059, to the extent of the difference 
between the basis of the installment obligations appertaining to his 
limited interest in the partnership and the fair market value of 
that portion of the obligations at the time of the transfer to the 
charitable organization. Insofar as the transfer to charity is attrib- 
utable to the taxpayer's limited partnership interest, as such, exclusive 
of his share of the partnership's installment obligations receiv- 
able, no gain or loss is recognized since there was not a sale or 
exchsange of such interest within the meaning of section 741 of the 
Code. 

It is further held that, subject to the limitations prescribed by sec- 
tion 170 of the Code with respect to charitable contributions deducti- 
ble by individuals, the fair market value, as of the date of the transfer, 
pf that portion of the limited partnership interest which is regarded 
as a capital asset and the fair market value, as of such date, of 
the partnership installment obligations regarded as disposed of 1n 
the transfer constitute an allowable deduction, as a charitable con- 
tribution, to the taxpayer. 

Subpart D. — Provisions Common to Other Subparts 

SECTION 751. — UNREALIZED RECEIVABI ES AND 
INVENTORY ITEMS 

26 CI&'R 1. 751 — 1: Unrealized. receivables and 
lnveiltol'y' it ellis. 

Partnership installnlent, obligations receivable transferred to char- 
ity. See Rev. Rul. 00 — ', Q2, page 208. 
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SECTION 759. — TREATMENT OF CERTAIN 
LIABILITIES 

26 CFR 1. 752 — 1: Treatment of certain liabilities. Rev. Rul. 60 — 845 
(Also Sections 704, 705; 1. 704 — 1, 1. 705 — 1. ) 

The taxpayer is a member of a partnership which uses the cash re- 
ceipts and disbursements method of. accounting. At the close of the 
partnership taxable year, there were outstanding partners'hip liabil- 
ities for the payment of certain trade accounts, notes, and accrued 
expenses, which liabilities were not recorded on the partnership books 
because of the method of accounting employed. HehS, in computing 
the adjusted basis of taxpayer's interest in the partnership, for the 
purpose of determining the extent to which his distributive share of 
the partnership's loss for such year may be allowed under section 
704(d) of the Internal Revenue Code of 1954, the term "liabilities, " 
as used in section 7M of the Code, includes the partnership's obliga- 
tions for the payment of outstanding trade accounts, notes, and ac- 
crued expenses, whether or not recorded on the partnership books 
under its accounting method. 

SUBCHAPTER L. — INSURANCE COMPANIES 

PART I. — LIFE INSURANCE COMPANIES 

Sabysrt E. — Miscellaneous Provisions 

SECTION 819. — FOREIGN LIFE INSURANCE COMPANIES 

Percentage for purposes of. declaration of estimated income tax by 
foreign life insurance companies for the taxable year 1960. See 
T. D. 6491, page 936. 

PART III. — OTHER INSURANCE COMPANIES 

SECTION 8M. — INSURANCE COMPANY TAXABLE INCOME 

26 CFR 1. 8M — 1: Gross income. Rev. Rul. 60 — 806 

An insurance company, other than life or mutual, is not required 
to accrue discount on bonds owned by the company where the bonds 
were not issued with an original issue discount as defined in section 
1282(b) of the Internal Revenue Code of 1954. The fact that the 
underwriting and investment exhibit of the annual statement ap- 
proved by the National Convention of Insurance Commissioners 
provides for such an accrual is not controlling for Federal income 
tax purpose. 

Advice has been requested whether an insurance company subject, 
to the provisions of section 8M of the Internal Revenue Code of 1954 
is required to include in gross income bond discount attributable to 
market Ructuations, where the requirements of the underwriting and 
investment exhibit of the annual statement approved by the National 

585726' — 61 15 
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Convention of Insurance Commissioners provides for the annual ac- 
crual of bond discount. 

The taxpayer is an insurance company, but is neither a life nor a 
mutual insurance company. It is therefore subject to the provisions 
of section 8M of the Code. Among its investments are bonds pur- 
chased at a discount from their par value. The discount@ are not 
"original issue eliscounts" as defined in section 1282(b) (1) of the 
Code, but are attributable to market fiuctuations. 

The taxpayer files with the insurance commissioners of the states 
in which it operates aii annual statement. using the form approved 
by the National Convention of Insurance Commissioners. That form 
requires that all discount on bonds be amortized over the life of the 
bonds and that the underwriting and investment exhibit of the annual 
statenient approved by the National Convention of Insurance Com- 
missioners show an accrual of income for the annual amount, of 
this amortization. 

Gross income of insurance companies subject to the provisions of 
section 8M of the Code is defined, in patt, by section 8M(b) of the 
Code as follows: 

Gaoss rvcoirs. — The term "gross income" means the sum of— 
(A) the combined gross amount earned during the taxable year, 

from investment income and from underwriting income as provided 
in this subsection, computed on the basis of the underwriting and 
investment exhibit of the annual statement approved by the National 
Convention of Insurance Commissioners. 

Section 1. 8M — 1 of the Income Tax Regulations provides that the 
underwriting and investment exhibit is presumed to reflect the true 
net income of the company, and insofar as it is not inconsistent with 
the provisions of the Internal Revenue Code of 1954 will be recog- 
nized and used as a basis for that purpose. 

Ordinarily, bonds which are capital assets in the liands of a tax- 
payer would be subject to capital gain or loss treatment upon their 
retirement, sale, or exchange except, to the extent that "origmal issue 
discount" is involved. The fact that the bonds were purchased at, 
a discount is accounted for for the purpose of determining the basis for 
gain or loss upon the retirement, sale, or exchange of the bonds. 

Sections 818 (b) (1) (and corresponding sections of prior laws) and 
822(d) (2) of the Code specifically require the accrual of bond dis- 
count by life insurance companies and mutual insurance companies. 
See Rev. Rul. 60 — 210, C. B. 1960 — 1, 478. However, there are no 
provisions in the Code or regulations specifically requiring such ac- 
crual for insurance companies, other than life or mutual, subject to 
section 8M of the Code, unless the reference in section 882(b) (1) of 
the Code to the annual statement approved by the National Conven- 
tion of Insurance Commissioners implies such a result. That refer- 
ence is to an "accounting method" on the basis of which investment 
income and underwriting income is to be computed and is meant to 
be used only as a guide in computing the income of insurance com- 
panies subject to the provisions of section 8M of the Code. See 
Commissioner v. Creneral Eeinsurance Corp. , 190 Fed. (2d) 148; and 
Pacig Employers Insurance Co. v. Commissioner, 89 Fed. (2d) 186. 
Thus, section 8M of the Code does not convert what would be a capital 
gain into ordinary income. 
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Accordingly, it is held that, with respect to bonds other than bonds 
issued with an original issue discount as defined in section 1282(b) 
of the Code, an insurance company, other than life or mutual, which 
is subject to the provision of section 8M of the Code, is not required 
to accrue bond discount for Federal income tax purposes, even though 
the underwriting and investment exhibit, of the annual statement 
approved by the National Convention of Insurance Commissioners 
provides for such accrual. 

SUBCHAPTER N. — TAX BASED ON INCOME FROM SOURCES WITHIN 
OR WITHOUT THE UNITED STATES 

PART I. — DETERMINATION OF SOURCES OF INCOME 

SECTION 86 . — ITEMS NOT SPECIFIED IN SECTION 861 
OR 862 

26 CFR 1. 868 — 1: Allocation of gross 
income und. er section 863 ( a) . 

Gain included in insurance proceeds received by a Western Hemi- 
sphere trade corporation. See Rev. Rul. 60 — 278, page 214. 

PART II. — NONRESIDENT ALIENS AND FOREIGN CORPORATIONS 

Subpart C. — Miscellaneous Provisions 

SECTION 894. — INCOME EXEMPT UNDER TREATY 
26 CFR 1. 894 — 1: Income exempt under treaty. 

Taxability of income of residents of France who render personal 
services as public entertainers while temporarily in the United States. 
See Rev. Rul. 60 — 818, page 627. 

PART IIL — INCOME FROM SOURCES WITHOUT THE UNITED STATES 

Subpart B. — Earned Income of Citizens of United States 

SECTION 911. — EARNED INCOME FROM SOURCES WITH- 
OUT THK UNITED STATES 

26 CFR 1. 911 — 1: Earned income from sources 
without the United States. 

Rules for determining whether an individual is an inhabitant of 
the Virgin Islands within the meaning of section 28(a) of the 
Revised Organic Act of the Virgin Islands. See Rev. Rul. 60 — 291, 
page 407. 
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Snhpart, C, — Western Hemisphere Trade Corporations 

SECTION Ml. — DEFINITION OF WESTERN HEMISPHERF„ 
TRADE CORPORATIONS 

26 CFR 1. M1 — 1: Definition of Western Rev. Rul. 60 — 278 ' 
Hemisphere trade corporations, 

(Also Section 863, 1. 863 — 1. ) 
(Also Pai t II, Sections 109, 119; Regulations 

118, Sections 89. 109 — 1, 69. 119(a) — 7; Regu- 
lations 111, Sections 29. 109 — 1, 29. 119 — 1. ) 

The situs of property lost in transit between the United States 
and another country in the Western Hemisphere determines whether 

anv gaiii included in insurance proceeds received by a Western 
Hemisphere trade corporation as a result of the loss constitutes 
income from sources within or without the United States. The 
residence status of the insurer, whether domestic or foreign, is 
irrelevant. 

I. T. 8902, C. B. 1048-1, 64, clarified. 

The Internal Revenue Service was requested to clarify I. T. 8902, 
C. B. 1948 — 1) 64, which apparently has been misinterpreted by some 

taxpayers. 
Specifically, the Service was asked to state whether the fact that 

the payer of insurance proceeds was a domestic insurance company 
had any significance in reaching the conclusion in I. T. 3902 that gain 
included iii insurance proceeds received by a Western Hemisphere 
trade corporation as a result of the loss of goods in transit from the 
United States to Cuba constituted income from sources within the U. S. 

For purposes of taxation of personal property, the general principle 
of law is that the situs of goods in transit remains at their original 
situs until they have acquired a permanent situs elsewhere. Therefore, 
since the situs of the property at the time of the loss determines the 
source of the gain included in the insurance proceeds, the residence 
status (domestic or foreign) of the insurance company is wholly im- 
material to the determination of the source of such gain. 

I. T. 8902, C. B. 1948 — 1, 64, is clarified. 

(Also Section 922; 1. 922 — 1. ) Rev. Rul. 60 — 307 

Greenland is considered a country in North Ainerica, within the 
meaning of section 921 of the Internal Revenue Code of 1954. 

SECTION M2. — SPECIAL DEDUCTION 

26 CFR 1. 922 — 1: Special deduction of 
Western Hemisphere trade corporation. 

Section M2 deduction in the case of unrealized profits from trans- 
actions between members of an aKliated group of corporations which 
are taken into consideration in consolidated income tax returns. 
See Rev. Rul. 60 — 289, page 268. 

' Based ou Technical Information Release 241, dated July 18, 10tio. 
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Greenland is considered to be a country in North America for 
purposes of the special deduction allowed a Western Hemisphere 
trade corporation. See Rev. Rul. 60 — 807, page 214. 

SUBCHAPTER O. — GAIN OR LOSS ON DISPOSITION OF PROPERTY 
PART Il. — BASIS RULES OF GENERAL APPLICATION 

SECTION 1016. — ADJUSTMENTS TO BASIS 

26 CFR 1. 1016 — 4: Exhaustion, wear and tear, 
obsolescence, amortization, and depletion; 
periods during which income was not subject 
to ta, x. 

Adjustments to basis for pre-1913 depreciation required by tax- 
payer's change from the retirement method of. computing deprecia- 
tion to another method, of computing depreciation. See Rev. Rul. 
60-390, page 468. 

PART III. — COMMON NONTAXABLE EXCHANGES 

SECTION 1037. — CKRTAIN EXCHANGES OF UNITED 
STATES OBLIGATIONS 

Rev. Rul. 60 — 371 
Under authority of section 1087(a) of the Internal Revenue Code 

of 1954, the Secretary of the Treasury, in section 8 of Treasury De- 
partment Circular No. 1043 (1960), 25 F. R. 5247, declared that no 
gain or loss shall be recognized for Federal income tax purposes 
upon the exchange with the United States of the 2I/z percent Treasury 
Bonds of 1961, due November 15, 1961, solely for the 6s/4 percent 
Treasury Notes of Series D — 1964. 

Gain or loss, if any, upon the obligations surrendered in this ex- 
change will be taken into account upon the disposition or redemption 
of the new obligations. 

Rev. Rul. 60 — 872 

Under authority of section 1037(a) of the Internal Revenue Code 
of 1954, the Secretary of the Treasury, in section 8 of Treasury De- 
partment Circular No. 1044 (1960), 25 F. R. 5248, declared that no 
gain or loss shall be recognized for Federal income tax purposes upon 
the exchange with the United States of the 2I/z percent Treasury 
Bonds of 1961, due November 15, 1961, solely for the 87/s percent, 
Treasury Bonds of 1968. 

Gain or loss, if any, upon the obligations surrendered in this ex- 
change will be taken into account upon the disposition. or redemption 
of the new obligations. 
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Rev. Rul. 60 — 887 

Under section 1037(a) of the Internal Revenue Code of 1%4, gain 
or loss realized from the exchange of 2r/z percent Treasury Bonds of 
1962 — 67 solely for 3I/z percent Treasury Bonds of 1980 wnl not be 
recognized. 

The 3&/2 percent Treasury Bonds of 1980 which were 08ered by the 
Secretary of the Treasurv in Treasury Department, Circular Xo. 
1050, dated September 12, 1960, 25 F. R. 8964, ivere issuecl in exchange 
for 2i/2 percent Treasury Bonds of 1962 — 67, dated May 5, 1942, due 
June 15, 1967. 

The income derived from these bonds is subject to all taxes im- 
posed under the Internal Revenue Code of 1954. The bonds are 
subject to estate, inheritance, gift or other excise taxes, whether 
Federal or State, but are exempt from all taxation now or hereafter 
imposed on the principal or interest thereof by any State~ or any pos- 
session of the United States, or by any local taxing authority. 

The bonds will be acceptable to secure deposits of public moneys. 
They may, upon death of the owner, be redeemed at par, plus ac- 
crued interest to date of payment, in payment of Federal estate taxes 
due from the deceased owner's estate. 

Under the authority of section 1037(a) of the Code, the Secretary 
of the Treasury has declared that no gain or loss shall be reco~~zed 
for Federal income tax purposes upon the exchange with the United 
States of the 21/2 percent Treasury Bonds of. 1962 — 67 solely for the 
8&/2 percent Treasury Bonds of 1980. D. C. No. 1050. 

Gain or loss, if any& upon the obligations surrendered in this ex- 
change will be taken into account upon the disposition or redemp- 
tion of the new obligations. 

Rev, Rul. 60 — 688 
Under sectio~ 1087(a) of the Internal Revenue Code of 1964, gain 

or loss realized from the exchange of 2i/z percent Treasury Bonds of 
1968 — 68 solely for 8i/z percent Treasurv Bonds of 1990 mill not be 
recognized. 

The 3&/2 percent Treasury Bonds of 1990 which were ofFered by the 
Secretary of the Treasury in Treasury Department Circular No. 1051, 
dated September 12, 1960, 25 F. R. 8965, were issued in exchange for 
2i/2 percent Treasury Bonds of 1968 — 68, dated December 1, 1942, due 
December 15, 1968. 

The bonds issued pursuant to Treasury Department Circula, r No. 
1051 were an addition to and formed a part, of the series of 8i/2 per- 
cent Treasury Bonds of 1990 issued pursuant to Treasury Department 
Circular No. 1005, dated February 3, 1958, 23 F. R. 804. 

The income derived from these bonds is subject to all taxes imposed 
under the Internal Revenue Code of 1954. The bonds are subject to 
estate, inheritance, gift or other excise taxes, whether Federal or 
State, but are exempt from all taxation now or hereafter imposed on 
the principal or interest thereof by any State, or any possession of 
the United States, or by any local taxing authority. 

The bonds will be acceptable to secure deposits of public moneys. 
They may, upon death of the owner, be redeemed at par, plus accrued 
interest to date of payment, in payment, of Federal estate taxes due 
from the deceased owner's estate. 
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Under the authority of section 1087(a) of the Code, the Secreiary 
of the Treasury has declared that no gain. or loss shall be recognized 
for Federal income tax purposes upon the exchange with the United 
States of the 21/2 percent Treasury Bonds of 1966 — 68 solely for the 
31/2 percent Treasury Bonds of 1990. D. C. No. 1051. 

Gain or loss, if. any, upon the obligations surrendered in this ex- 
change will be taken into account upon the disposition or redemption 
of the new obligations. 

Rev. Rul, 60 — 889 
Under section 1667(a) of the Internal Itevenue Code of 19o4, 

gain or loss realized fronI the exchange of 2~/a percent Treasury 
Bonds of 1964 — 69 solely for 3I/s percent Treasury Bonds of 1996 will 
not be recognized. 

The 31/2 percent Treasury Bonds of 1998 which were o8ered by the 
Secretary of the Treasury in Treasury Department. Circular No. 1052, 
dated September 12, 1960, 25 F. R. 8966, were issued in exchange for 
21/2 percent Treasury Bonds of 1964 — 69, dated A. pril 15 and September 
15, 1946, due tune 15 and DecenIber 15, 1969. 

The income derived from these bonds is subject to all taxes imposed 
under the Internal Revenue Code of 1954. The bonds are subject to 
estate, inheritance, gift or other excise taxes, whether Federal or 
State, but are exempt from all taxation now or hereafter imposed on 
the principal or interest thereof by any State, or any possession of 
the United States, or by any local taxing authority. 

The bonds will be acceptable to secure deposits of public moneys, 
They may, upon death of the owner, be redeemed at par, plus accrued 
interest, to date of payment, in payment of Federal estIate taxes due 
from the deceased owner's estate. 

Under the authority of section 1037 (a) of the Code, the Secretary of 
the Treasury has declared that no gain or loss shall be recognized for 
Federal income tax purposes upon the exchange with the United 
States of the 21/2 percent Treasury Bonds of 1964 — 69 solely for the 81/2 
percent, Treasury Bonds of 1998. D. C. No. 1052. 

Gain or loss, if any, upon the obligations surrendered in this ex- 
change will be taken into account upon the disposition or redemption 
of the new obligations. 

SUBCHAPTER P. — CAPITAL GAINS AND LOSSES 

PART III. — GENERAL RULES FOR DETERMINING CAPITAL GAINS AND LOSSES 

SECTION 1221. — CAPITAL ASSET DEFINED 

26 CFR 1. 1221 — 1: Meaning of terms. 
(Also Section 582; 1. 582 — 1. ) 

Rev. Rul. 60 — 846 

Gains or losses resulting from continuing and substantial sales 
by a bank of Federal Housing Administration and Veterans' Ad- 
ministration insured mortgages, for the purpose of obtaining addi- 
tional funds with which to cover increasing demands for loaves, are 
considered ordinary gains or losses rather than gains or losses from 
the sales of capital assets. 



Advice has been. requested ivhether gains and losses resulting from 
a bank's sales of mortgages, obligations of individuals which are 
insured or guaranteed by the Federal Housing Administration or 
Veterans' Administration (FHA and VA), under the circumstances 
described below, constitute ordinary gains and losses or gains and 
losses from the sale of capital assets. 

The taxpayer, a bank, has for a, period of ten years made mortgage 
loans, commonly referred to as FHA. loans and VA. loans, in con- 
sidera~ble volume to qualified individuals. Annually, about 50 percent 
of the average outstanding volume of mortgages were sold, principally 
to other financial institutions and insurance companies, after being 
held approximately three months. Under the sales agreements, the 
taxpayer agreed to service and collect the outstanding mortgage loans 
for the purchasers. For this service the taxpayer received a fee based 
on the amount of the outstanding loans. 

It is further shown that (1) the taxpayer does not ordinarily pur- 
chase mortgages; (9) the mortgage loans were made originally with 
the intention of an early sale thereof for the purpose of obtaining 
additional funds to cover an increasing demand for other loans of a 
more profitable nature; (8) the practice of selling these mortgages 
is a customary function of the taxpayer's banking business; and (4) 
the mortgages were sold at or near par value. 

In some years, the taxpayer incurred losses in disposing of the 
mortgages. In other years, it was able to realize gains upon disposal 
of the mortgages. 

Section 1991 of the Internal Revenue Code of 1954 provides, in 
pertinent part, that the term "capital asset" does not include property 
held by the taxpayer primarily for sale to customers in the ordinary 
course of his trade or business. 

Since (1) the taxpayer has consistently engaged in the practice of 
converting the mortgages it receives as security for loans it makes into 
liquid funds for the purpose of making additional loans to its cus- 
tomers, (9) the loans were made with the intention to sell the mortgages 
shortly after obtaining them, and (8) such practice is a necessary 
incident to the conduct of the taxpayer's business, it is held that the 
mortgages, the subject of the sales described above, constitute property 
held primarily for sale to customers in the ordinary course of trade or 
business rather than capital assets held for investment purposes. See 
E'amunho. Vol/ey Bank v. Cornrnk eioner, 4 TC 959, acquiescence, C. B. 
1946 — 1, 3, and J'oe B. Fortson v, Commissioner, 47 B. T. A. . 158, acqui- 
escence, C. B. 1949 2, 7. See also I. T. 3648, C. B. 1944, o68. 

Accordingly, gains or losses resulting from sales by the bank of FHA 
and VA insured mortgages which are obligations of individuals, for 
the purpose of obtaining additional funds with which to cover increas- 
ing demands for loans, are considered ordinary gains or losses rather 
than gains or losses from the sales of capital assets. 

Section 589(c) of the Code, dealing only with the tax treatment of 
losses of banks, provides specific rules governing bank losses applicable 
only to those instances where corporate or government obligations are 
sold. In this case, the mortgages are obligations of individuals and 
merely insured or guaranteed by Federal agencies. Consequently, 
section 589(c) is not applicable. 

A sale of "goodwill" in connection with business or profession. See, 
Rev. Rul. 60 — 801, page 15. 



219 [$ 1233. 

PART IV. — SPECIAL RULES FOR DETERRIINING CAPITAL GAINS AND LOSSES 

SECTION 1281. — PROPERTY USED IN THE TRADE OR, 
BUSINESS AND INVOLUNTARY CONVERSIONS 

26 CFR 1. 1281 — 1: Gain and losses from the sale or 
exchange of certain property used in the trade 
or business. 

Exchange of depreciable property between individual and a new 
corporation. controlled by the transferor. See Rev. Rul. 60 — 802, 
page 228. 

SECTIOX 1288. — GAIXS AXD LOSSES FROM SHORT SALES 

26 CFR 1. 1288: Statutory provisions; 
gains and losses from short sales. 

T. D. 6404' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 91, 1959 

Income Tax Regulation under section 1283 of the 1954 Code, 
relating to short sales, amended to conform to statutory amend- 
ments made by the 84th and 85th Congresses. 

DEPARTMENT Ol THE TREASURV& 
OFI'ICE OF CO3IMISSIONER OF INTERNAL REVENUE& 

Washington 8D, D. C. 
To Off'Ieere und Ernp/oyee8 of the Interna7 ReventIe Serv~'ce and 

0therg Concerned: 
On August 12, 1959, notice of proposed rulemaking regarding the 

regulations under section 1288 of the Internal Revenue Code of 1954 
relating to short sales, as amended by the Act of August 12, 1955 
(Public Law 885, 84th. Cong. , 69 Stat. 717 [C. B. 1055 — 2, 772]), 
and section 52 of the Technical Amendments Act of 1058 (72 Stat. 
1648) [P. L. 85 — 866, C. B. 1958 — 8, 254j was published in the Federal 
Register (24 F. R. 6501). After consideration of all such relevant 
matter as was presented by interested persons regarding the rules 
proposed, the following regulations are hereby adopted: 

PARAGRAPH 1. Section 1. 1288 is amended by revising section 
1288(a), by adding a new paragraph (4) to section 1288(e), by add- 
ing a new section 1288(g), and by revising the historical note. These 
revised and new provisions read as follows: 

$ L1288 STATUTORY PROVIRIONs; GAINS AND LOSSES FROM SIIORT SALEs. 

SEC. 1228. GAIXS AND LOSSES FROM SHORT SALES. 
(a) CAPITAL Asssrs. — For purposes of this subtitle, gain or loss from 

the short sale of property shall be considered as gain or loss from the 
sale or exchange of a capital asset to the extent that the property, 
including a commodity future, used to close the short sale constitutes 
a capital asset in the hands of the taxpayer. 

i 25 F. R. 9372. 
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(e) Rvz. ES EOR APPLIcATIGN or SEcTIGN. — ': 

(4) (A) lu the case of a taxpayer who is a dealer in securities 
(within the meaning of section 1236)— 

(i) If, on the date of a short sale of stock, substantially 
identical property which is a capital asset in the hands of the 
taxpayer has been held for not more than 6 months, and 

(ii) If such short sale is closed more than 20 days after the 
date on which it was ulade, 

subsection (b) (2) shall;&pply in respect of the holding period of 
such substantially identical property. 

(B) For purposes of subparagraph (A)— 
(i) The last sentence of subsection (b) applies; and 
(ii) The term "stock' means any share or certificate of 

stock in a corporation, any bond or other evidence of indebted- 
ness which is convertible into any such share or certificate, or 
any evidence of an interest in, or right to subscribe to or pur- 
chase, any of the foregoing. 

a 

(g) HEDGING TRANSAcTIGNs. — This section shall not applv in the 
ease of a hedging transaction in commodity futures. 
[Sec, 1233 as amended by sec. I, Act of Aug. 12, 19O5 (Pub. Law 385, 
84th Cong. , 69 Stat. 717); sec. 52, Techuical Amendments Act 1958 
(72 Stat. i643)] 

PA)&. 2. Section 1. 1233 — 1 is amended by revising paragraph (b), 
by inserting a new sentence at the end of paragraph (c) (1), by 
revising paragraph (c) (5), ' and by adding paragraphs (e) and (f). 
The revised and new provisions read as follows: 

Iw 1. 1233 — 1 GAINs AlvD LossEs FRCMi SHCRT SAEEs. 

(b) Hedging transactions. — Under section 1283(g), the provisions of section 
1288 and this section shall not apply to any bona fide hedging transaction in 
commodity futures entered into bv flour millers, producers of cloth, operators 
of grain elevators, elc. , for the purpose of their business. Gain or loss from a 
short sale of commodity futures which does not qualify as a hedging trapsaction 
shall be considered gain or loss from the sale or exchange of a capital asset if 
the commodity future used to close the short sale constitutes a capital asset 
iu the hands of the taxpayer as explained in para. graph (a) of this section. 

(c) Special short saies. — (1) General. — Section 1233 provides rules as to the 
tax consequences of a short sale of property if gain or loss from the short 
sale is considered as aiu or loss fronl the sale or exchauge of a capital asset 
under section 1233(a) aud paragraph (a) of this section an&i if, at the time of 
the short sale or on or before the date of the closing of the short sale, the 
taxpayer holds property substantially identical to that sold short. The term 
"property" is defined for purposes of such rules to include only stocks and 
securities (including stocks aud securities dealt vvith on a "when issued" basis) 
and commodity futures, Ivhich are capital assets iu the haucls of the taxpaver. 
Certain restrictions on the al&plication of the section to commodity futures are 
provided in section 1238(e) and paragraph (d) (2) of this section. Section 
1233(f) contains special provisions goveruing the operation of rule (2) in sub- 
paragraph (2) of this paragraph in the case of a purchase and short sale 
of stocks or securities in;& transaction qualifying as an arbitrage operation. 
See paragraph (f) of this section for detailed rules relating to arbitrage opera- 
tions in stocks and se&TIrities. 

s * 
(e) Special &uie for sl&olt sales bg &Eealcrs in sec»& iti&s «»&lei certain circun&- 

sta»ccs. — In the ease of a short sale of stock (as deiiued in subparagraph (3) of this paragraph) after 1)eceluber 31, 1957, by a dealer in securities, section 
1233(e) (4) (A) provides that the holding period of substantially identical stock 
&vhich he has held as an investmeut for not more than 6 months shall be deter- 
mined in accordance with section 1233(b) (2) unless such short sale is closed 

& The phrase in par. 2 "by revising paragraph (c) (5), " was erroneously included. 
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within 20 days of the date on which it was made. See rule (2) in paragraph 
(c) (2) of this section for the purpose of determining the holding period of 
such substantially identical stock. In addition, section 1288(e) (4) (B) provides 
that for the purpose of the special rule of section 1288(e) (4) (A), the acquisi- 
tion of an option to sell property at a fixed price shall be considered a short 
sale, and the exercise or failure to exercise such option shall be considered a 
closing of such short sale. Ii'or purposes of this paragraph— 

(1) Whether or not a taxpayer is a "dealer in securities" shall be determined 
in accordance with the meaning of the term for purposes of section 1280; 

(2) Whether or not stock is "substantially identical" with other property 
shall be determined in accordance with the provisions of paragraph (d) (1) of 
this section; and 

(8) The term "stock" means- 
(i) Any share or certificate of stock, 
(ii) Any bond or other evidence of indebtedness which is convertible into 

a share or certificate of stock, and 
(iii) Any evidence of an interest in, or right to subscribe to or purchase, any 

of the items described in subdivision (i) or (ii) of this subparagraph. 
(f) Arbitrage operations in stocks and securities and, bobbing periods. — (1) 

General rule. — (i) In the case of a short sale entered into as part of an arbitrage 
operation, rule (2) of paragraph (c) (2) of this section shall apply first to 
substantially indentical property acquired for arbitrage operations and held 
by the taxpayer at the close of business on the day of the short sale. The 
holding period of substantially idential property not acquired for arbitrage 
operations shall be affected only to the extent that the amount of property sold 
short exceeds the amount of substantially identical property acquired for 
arbitrage operations and held by the taxpayer at the close of business on the 
day of the short sale. 

(ii) If the substantially identical property acquired for arbitrage operations 
is disposed of without closing the short sale so that a net short position in 
assets acquired for arbitrage operations is created, a short sale in the amount 
of such net short position will be deemed to have been made on the day such 
net short position is created. Rule (2) of paragraph (c) (2) of this section will 
then apply to substantially identical property not acquired for arbitrage oper- 
ations to the same extent as if the taxpayer, on the day such net short position 
is created, sold short an amount equal to the amount of the net short position 
in a transaction not entered into as part of an arbitrage operation. 

(iii) The following examples illustrate the application of rule (2) of para- 
graph (c) (2) of this section to arbitrage operations: 

Example (I). On August 18, 1957, A buys 100 bonds of X Corporation for 
purposes other than arbitrage operations. The bonds are convertible at the 
option of the bondholders into common stock of X Corporation on the basis of 
one bond for one share of stock. On November 1, 1957, A sells short 100 shares 
of common stock of X Corporation in a transaction identified and intended to 
be part of an arbitrage operation and on the same day buys another 100 bonds 
of X Corporation in a transaction identified and intended to be part of the 
same arbitrage operation. The bonds acquired on both August 18, 1957, and 
November 1, 1957, are, on the basis of all the facts and circumstances, substan- 
tially identical to the common stock of X Corporation. On December 1, 1957, 
A closes the short sale with 100 shares of common stock of X Corporation 
acquired on that day. The hoMing period of the bonds acquired on November 
1, by application of rule (2) of paragraph (c) (2) of this section, will be deemed 
to begin on December 1 and the holding period of the bonds acquired on August 
18 will be unaffected. If, instead of purchasing the 100 shares of common stock 
of X Corporation on December 1, 1957, A. had converted the bonds acquired 
on November 1 into common stock and, on December 1, 1957, used the stock 
so acquired to close the short sale, rule (2) of paragraph (c) (2) of this section 
would similarly have no effect on the holding period of the bonds acquired on 
August 18. 

Eaample (2). Assume the same facts as in example (1), except that A, on 
December 1, sells the bonds acquired on November 1 (or converts such bonds 
into common stock and sells the stock), but does not close the short sale. The 
sale of the bonds (or stock) creates a net short position in assets acquired for 
arbitrage operations which is deemed to be a short sale made on December 1. 
Accordingly, the holding period of the bonds acquired on August 18 will, by 
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application of rule (2) of paragraph (c) (2) of this section, begin on the date 
such short sale is closed or on the date of sale, gift, or other disposition of 
such bonds, whichever date occurs first. 

(2) Right to receive or acquire property. — (i) For purposes of section 1233(f) 
(1) and (2) and subparagraph (1) of this paragraph, a taxpaver will be deemed 
to hold substantially identical property acquired for arbitrage operations at the 
close of any business day if, by virtue of the ownership of other property acquired 
for arbitrage operations (whether or not substantially identical) or because of 
any contract entered into by the taxpayer in an arbitrage operation, he then has 
the right to receive or acquire such substantially identical property. 

(ii) The application of section 1233(f) (3) and subdivision (i) of this sub- 
paragraph may be illustrated by the following example: 

Ezo»iyh. A acquires on August 13, 1957, 100 shares of common stock of X 
Corporation for purposes other than arbitrage operations. On November 1, A 
sells short, in a transaction identified and intended to be part of an arbitrage 
operation, 100 shares of X conmion stock. On the same day, in a transaction also 
identified and intended to be part of the same arbitrage operation, A contracts 
to purchase 100 shares of preferred stock of X. The preferred stock of X may be 
converted into common stock of X on the basis of one share of preferred stock 
for one share of common stock. The preferred stock is not actually delivered to A 

until November 3. Since A has contracted before the close of business on the date 
of the short sale, as part of an arbitrage operation, to purchase property by virtue 
of which he has the right to receive or acquire substantially identical property 
to that sold short, he ivill be deemed, for purposes of section 1233(f) (1) and 
(2), to hold such substantially identical property at the close of business on the 
date of the short sale. For purposes of this subparagraph, it is immaterial 
whether, on the basis of all the facts and circumstances, the preferred stock of X 
is substantially identical to the common stock of X. The short sale on November 
1 does not affect the holding period of the 100 shares of X Corporation common 
stock purchased on Au ust 13, 1957. Because of the operation of rule (2) of 
paragraph (c) (2) of this section, the holding period of the preferred stock ac- 
quired as the result of A's contract to purchase it as part of an arbitrage opera- 
tion (or the common stock which A. acquires by conversion of such preferred 
stock into common stock) will not begin until the short sale entered into in the 
arbitrage operation is closed. 

(3) Defiatio of arbitrage operations. — For the purpose of section 1233(f), 
arbitrage operations are transactions involving the purchase and sale of prop- 
erty entered into for the purpose of profiting froin a current difference between 
the price of the property purchased and the price of the property sold. Assets 
acquired for arbitrage operations include ouly stocks and securities and rights 
to acquire stocks and securities. The property purchased may be either 
identical to the property sold or, if not so identical, such that its acqui- 
sition will entitle the taxpayer to acquirc property which is so identical. Thus, 
the purchase of bonds or preferred stock convertible, at the holder's option, 
into coinmon stock and the short sale of the common stock which may be 
acquired therefor, or the purchase of stock rights and the short sale of the 
stock to be acquired on the exercise of such rights, may qualify as arbitrage 
operations, A transaction will qualify as an arbitrage operation under section 
1233(f) ouly if the taxpayer properly identifies the transaction as an arbitrage 
operation on his records as soon as he is able to do so. Such identification 
must ordinarily be entered in the taxpaver's records on the day of the trans- 
action. Property acquired in a transaction properly identified as part of an 
arbitrage operation is the only property which will be deemed acquired for 
an arbitrage operation. The provisions of section 1233(f) and this paragraph 
shall continue to apply to property acquired in a transaction properly identified 
as an arbitrage operatiou although, because of subsequent events, e. g. , a change 
in flic value of bonds so acquired or of stock into which such bonds mav be 
converted, the taxpayer sells such property outright rather than using it to 
complete the arbitrage operation: 

(4) Effective date of section 1883 (f). — Section 1233(f), relating to arbitrage 
operations involving short sales of property, is effective only with respect to 
taxable years ending after August 12, 1955, and only with respect to short 
sales made after such date. 
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(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1954 (68A Stat. 017; 
V6 U. S. C. 7805). ) 

CIIARLES I. Fox, 
Acting Coon's'8et'oner of Internal prevent(e. 

Approved September 26, 1960. 
Divtn A. LINnsxx, 

Acting Secretary of the Trea8ury. 
(Filed by the Division of the Federal Register on September 26, 1960, 8 r49 a. m. , 

and published in the issue of the Federal Register for September 30, 1960, 
25 F. R. 9372) 

SECTION 1280. — GAIN FROM SALE OF CERTAIN PROP- 
ERTY BETWEEN SPOUSES OR BETWEEN AN INDI- 
VIDUAL AND A. CONTROLLED CORPORATION 

26 CFR 1. 1280 — 1: Gain from sale or exchange 
of certain property between spouses or be- 
tween. an individual and a controlled 
corporation. 

(Also Sections 851, 857, 1281; 1. 851 — 2, 1. 857 — 2, 
1. 1281 — 1. ) 

Rev. Rul. 60 — 802 

Where an individual transfers to a newly formed corporation 
a factory building which in the hands of the transferee is subject to 
depreciation and receives in exchange all the corporation's stocl-, 
plus a short-term note, the gain recognized on such transfer under 
the provisions of section 351(b) of the Internal Revenue Code of 
1954 is treated as ordinarv income since the exchange is within 
section 1239 of the Code. 

If the depreciable property is encumbered by a liability which ex- 
ceeds the total of the adjusted basis of the property transferred, 
the gain recognized to the transferor under the provisions of section 
357(c) of the Code will also be treated as ordinary income under sec- 
tion 1239 of the Code. 

Advice has been requested whether section 1980 of the Internal Rev- 
enue Code of 1M4 applies to transactions where the recognition of gain 
is governed by the provisions of section 851(b) or 857(c) of the Code. 

A, an individual, formed X corporation, transferring a factory 
building with an adjusted basis of 200 v dollars to the corporation and 
receiving in exchange all the stock in the corporation plus a short-term 
note payable to himself. The property transferred was used in A' s 
trade or business and had been held by him for more than six months. 
The fair market value of the building was 500 x dollars at the time of 
the transfer. The fair market value of the stock was 420 x dollars and 
the market value of the note was the same as its face value of 80 v 
dollars. The transfer of this asset in return for stock and a note con- 
stituted the only sale or exchange entered into by A during the taxable 
year. 

Section 851(a) of the Code provides that no gain or loss shall be 
recognized if property is transferred to a corporation by one or more 
persons solely in exchange for stock or securities in such corporation 
and immediately after the exchange such person or persons are in con- 
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trol (as defined in section 868(c) of the Code) of the corporation, 
Section 851(b) of the Code provides that if section 851(a) of the Code 
would apply to the exchange, except that, in addition to stock or securi- 
ties perinitted to be receivecl under section 851(a) of the Code, other 
property or money is received, then gain, if any, to the transferor will 
be recognized to the extent of the money or other property received. 

Section 1289 of the Code provides, in part, that in the case of a sale 
or exchange, directly or indirectly, of property which in the hands of 
the transferee is subject to the allowance for depreciation, between an 
individua, l and his controlled corporation, any gain recognized to the 
transferor from the sale or exchange shall be consiclered as a gain from 
the sale or exchange of property which is neither a capital asset nor 
property described in section 1281 of the Code. 

Section 1281 of. the Code provides, in part, that if the recognized 
gains on sales or exchanges of property used in trade. or business exceed 
the recognized losses from such sales and exchanges, such gains and 
losses shall be considered as gains and losses from sales or exchanges 
of capital assets held for more than six months. 

As a result of the transfer described above, A had a recognized gain 
of 80 x dollars: (The adjusted basis of the building to A was 200 x 
dollars and it was exchanged for property worth 500 z dollars on the 
date it was transferred to the corporation. Under section 851 of the 
Code the gain of 800 x dollars is recognized only to the extent of the 
80 z dolla~rs (other property) received on the transfer, ) Since the 
building was a section 1281 asset in A's hands, the gain recognized is 
treated under section 1281, unless section 1289 of the Code applies. 

In W. H. Weaver v. Comm& 8ionet, 82T. C. 411, the Tax Court of the 
United States held that gain recogiiized, when other property was 
received in an otherwise tax-free transaction, would be taxed as ordi- 
nary income to the extent that section 117(o) of the 1989 Code, the 
predecessor of section 1280 of the 1054 Code. applied. The gain in 
question was recognized under section 112(c) of the 1080 Code, a sec- 
tion which was similar in all respects niaterial here to section 851(b) 
of the 1954 Code. Since the controlling statutory provisions in the 
Weaver case were similar in all material respects to sections 1289 and 
851(b) of the 1954 Code, the Weaver decision supports the view that 
gain recognized under section 851(b) of the Code is subject to the 
provisions of. section 1289 of the Code. 

In this connection, the application of section 1289 of the Code to 
gain recognized under section 851(b) of the Code is necessary if the 
purpose for which section 1289 of the Code was enacted is to be uni- 
formly applied. Section 1289 of the Code is intended to prevent the 
transfer of depreciable assets to a controlled corporation under cir- 
cumstances which permit, the corporation to get a "stepped-up" basis 
for depreciation at the cost of a capital-gains tax to the transferor. 
See II. R. Report No. 586, 82d Cong. , 1st Session, C. B. 1951 — 2, 857, 876. 
If property is transferred to a corporation in a transaction in which 
gain is recognized under section 851(b) of the Code, then the basis of 
the property to the corporation is the transferor's basis, increased in 
the amount of the gain recognized on the transfer. See section 862 of 
the 1954 Code. Thus, unless section 1289 of the Code is applied to 
transactions like the instant one. , the basis of depreciable assets may be 
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increased at the cost of a capital-gains tax, the result which section 
1289 of the Code was intended to prevent. 

Accordingly, since the exchange between A and E' meets the condi- 
tions of section 1289 of the Code, the gain of 80 x dollars recognized. 
to A on the exchange is to be treated as ordinary income. 

A further question arises as to the treatment of gain when property 
encumbered by a, liability is transferred to a controlled corporation 
in an exchange which meets the conditions of section 1289 of the Code. 
For an illustration, assume the same facts as above, except that the 
property transferred by A is encumbered by a liability of 210 v 
dollars, which is assumed by the corporation. 

Section 857(c) of the Code, which is a new provision in the 1954 
Code, provides, in part, that if the liabilities assumed in an exchange 
to which section 851 of the Code applies exceed the adjusted basis 
of the property transferred, then such excess shall be considered as a 
gain from the sale or exchange of a capital asset or of property which 
is not a capital asset, as the case may be. 

Thus, gain of 90 x dollars is recognized to A on this transfer. Of' 
the gain, 80 x dollars represents the fair market value of the note 
and 10 z dollars represents the excess of the liability assumed over 
the basis of the property transferred. For the reasons given above, 
the 80 x dollars attributable to receipt of the note will be taxed as 
ordinary income. The status of the remaining 10 z dollars, as capital 
gain or ordinary income depends on whether section 1289 of the Code 
applies to gain recognized under section 857(c) of the Code. 

By its terms, section 1289 of the Code is applicable to "any gain 
recognized to the transferor from the sale or exchange" of depreciable 
property. Thus, on its face it applies to gain recognized under sec- 
tion 857(c) of the Code. Moreover, section 85'7(c) of the Code is 
like section 851(b) of the Code in that it provides for the limited 
recognition of gain in otherwise tax-free transactions. Consequently, 
the reasons given above for applying section 1289 to gain recognized 
under section 851(b) of the Code apply equally where the gain is 
recognized under section 857(c) of the Code. The W'euver decision, 
cited above as supporting the view that, section 1289 of the Code ap- 
plied to section 851(b) gains, by analogy also supports the view 
that section 1289 of the Code applies to gains recognized under sec- 
tion 857(c) of the Code. See also Juck L. Eu88on, et u/. v. Comnu8- 
8ioner, 88 T. C. No. 109. Similarly, unless section 1289 of the Code 
is applied to gains recognized under section 857(c) of the Code, as 
well as to gains recognized under 851(b) of the Code, the purpose 
for which section 1289 of the Code was enacted will not be carried 
out. 

Accordingly, it is held that the 10 v dollars gain recognized under 
section 857(c) of the Code, as well as the 80 a dollars gain recognized 
under section 851(b) of the Code, is taxable as ordinary income. 

If the property transferred were a capital asset rather than an asset 
described in section 1281 of the Code, the conclusions reached here 
would remain the same. As long as all of the conditions set forth in 
section 1289 of the Code are present, the gain recognized. on the 
transaction must be treated as ordinary income. 
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SECTION 1244. — LOSSES OX S(I'LL BUSINESS STOCK 

26 CFR 1. 1244(a): Statutory provisions; 
losses on sma, ll business stock; general 
rule. 

T. D. 6495' 

TITLE 26 — INTIoRNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1, 
INCOIIF. TAX; TAXABLE YEARS BEGINNING AFTER DECEIIBER 31, 1953 

Regulations under section 1244 of the Internal Revenue Code of 
1954. 

DEPARTMENT OF TIIE TREASURY) 
OI'FICE OF COMMISSIONER OF INTERNAL REVENUE, 

Washington o~, D. C. 
To 0 ffteers und Em p/oyees of the Internfi/ Eeeentfe Sere~'c» and Others 

Concerned: 
On October 9, 1959, notice of proposed rulemaking regarding the 

regulations under section 1244 of the Internal Revenue Code of 1954 
was published in the Federal Register (24 F. R. 8231). Mter con- 
sideration of all such relevant matter as was presented by interested 
persons regarding the rules proposed, the following regulations are 
hereby adopted. 

Paragraph (g) (2) of $ 1. 1244(c) — 1 will remain outstanding as a 
notice of proposed rulemaking and will be given further considera- 
tion before final action is taken thereon. 

The regulations hereby prescribed are applicable for taxable years 
beginning after December 81, 1958. 

TABLE OF CONTENTS 
Section 
1. 1244(a) Statutory provisions; losses on small business stock; general rule. 
1. 1244(a) — 1 Loss on small business stock treated as ordinary loss, 
1. 1244(b) Statutory provisions; losses on small business stock; maximum 

amount for any taxable year. 
1. 1244 (b) — 1 Annual limitation. 
1, 1244(c) Statutory provisions; losses on small bushtess stock, section 1244 

stock defined, 
1. 1244(c)-1 Section 1244 stock defined. 
1. 1244(c)-2 Small business corporation defined. 
1. 1244(d) Statutory provisions; losses on small business stock; special rules. 
1. 1244(d) — 1 Contributions of property having basis in excess of value. 
1. 1244(d) — 2 Increases in basis of section 1244 stock. 
1. 1244(d) — 8 Stock dividends, recapitalizations, changes in name, etc. 
1. 1244 (d) — 4 Net operating loss deduction. 
1. 1244(e) Statutory provisions; losses on small business stock; regulations. 
1, 1244(e) — 1 Records to be kept and information to be filed with the return. 

AvvHonrrx: $f 1. 1244(a) to 1. 1244(e)-1, incl. , issued under scc. 7805, I. R. C. 
1954; 68A Stat. 917; 26 U. S. C. 805. 

( 1. 1244(a) STATUTGRY PRovIsIoNs) LossEs oN SMALL BUsINEss 
STOCK j GENERAL RULE. 

SEC. 1244. LOSSES ON SMALL BUSINESS STOCK. 
(a) GENEnar. Rvzg. — In the ease of an individual, a loss on section 

1244 stock issued to such individual or to a partnership which would 
(but for this section) be treated as a loss from the sale or exchange of a 

'The publication of this Treasury Decision in 25 F. R. 9675, dated October 8, 1960, 
contains (1) instructions for modifying the notice of proposed rulemahing published in 
24 F. R. 8281, dated October 9, 1959, and (2) thc full context of the regulations with 
such modiacations. As here published, the Treasury Decision regeets the full context 
of such regulations, with modifications. The individual instructions have been omitted. 
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capital asset, shall, to the extent provided in this section, be treated as a 
loss from the sale or exchange of an asset ~i hich is not a capital asset. 
[Sec. 1244(a) as added b7 sec. 202(b), Small Business Tax Revision 
Act 1958 (72 Stat. 1676) [P. L. 85 — 866, C. B. 3958 — 8, 254, at 824]] 

$ 1. 1244(a) — 1 Loss oN Sl~xs. BvszNiiss SvocK Trcxaxxn . ~s Oiim- 
N ~uv ass. — (a) In general. — Subject to certain conditions and limita- 
tions, section 1244 provides that a, loss on the sale or exchange (includ- 
ing a transaction treated as a sale or exchange, such as worthlessness) 
of "section 1244 stock" which would otherwise be treated as a loss from 
the sale or exchange of. a capita] asset shall be treated as a loss from 
the sale or exchange of an asset which is not a capital asset (referred 
to in this section and $$ 1. 1244(b) — 1 to 1. 1244(e) — 1, inclusive, as an 
"ordinary loss" ). Such a loss shall be allowed as a deductioii from 
gross income in arriving at adjusted gross income. The requirements 
that must be satisfied in order that stock may be considered section 
1244 stock are described in )II 1. 1244(c) — 1 and 1. 1244(c) — 2. These 
requirements relate to the stock itself and the corporation issuing such 
stock. In addition, the taxpayer who claims an ordinary loss deduc- 
tion pursuant to section 1244 must satisfy the requirements of para- 
graph (b) of this section. 

(b) Taxpayers entitled to ordinary hoss. — The allowance of an 
ordinary loss deduction for a loss on section 1244 stock is permitted 
only to the followingtwo classes of taxpayers: 

(1) An individual sustaining the loss to whom such stock was 
issued by a small business corporation, or 

(2) An individual who is a partner in a partnership at the 
time the partnership acquired such stock in an issuance from a 
small business corporation and ~hose distributive share of part- 
nership items refiects the loss sustained by the partnership. 

In order to claim a deduction under section 1244 the individual, or 
the partnership, sustaining the loss, must have continuously held the 
stock froin the date of issuance. A corporation, trust, or estate is not 
entitled to ordinary loss treatment under section 1244 regardless of 
how the stock was acquired. An individual who acquires stock from 
a shareholder by purchase, gift, devise, or in any other manner is not 
entitled to an ordinary loss under section 1244 with respect to such 
stock. Thus, ordinary loss treatment is not available to a partner to 
whom the stiock is distributed by the partnership. Stock acquired 
through an investment banking firm, or other person, participating in 
the sale of an issue may qualify for ordinary loss treatment only if the 
stock is not first issued to such firm or person. Thus, for example, if 
the firm acts as a selling agent for the issuing corporation the, stock 
may qualify. On the other hand, stock purchased by an investment 
firm and subsequently resold does not qualify as section 1244 stock in 
the hands of the person acquiring the stock from the firm. 

(c) Examp/es. — The provisions of paragraph (b) of this section 
may be illustrated by the following examples; 

EzompLe (1). A and B, both individuals, and C, a trust, are equal 
pa, rtners in a partnership to which a small business corporation issues 
section 1244 stock. The partnership sells the stock at a loss. A. 's and 
B's distributive share of the loss may be treated as an ordinary loss 
pursuant to section 1244, but C's distributive share of the loss may 
not be so treated. 

6S5726' — 61 -16 
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Ezcrnp& (8). The facts are the same as in example (1) except 
that the section 1944 stock is distributed by the partnership to partner 
A and he subsequently sells the stock at a loss. Section 1244 is not 
applicable to the loss since A did not acquire the stock by issuance 
from the small business corporation. 

) 1. 1244(b) STATUTCRY PRovIsIoNs; LossEs oN SMALL BU'sINEss 
STocK ) MAxIMUM AMCUNT roR ANY TkxABLE YEAR, 

SEC. 1244. LOSSES ON SMALL BUSINESS STOCK. 
(b) MAXIMUM AMCUNT Fon ANY TAxABLE YEAB. — For any taxable 

year the aggregate amount treated by the taxpayer by reason of this 
section as a loss from the sale or exchange of an asset which is not a 
capital asset shall not exceed— 

(1) $2o, 000, or 
(2) $50, 000, in the ease of a husband and wife filing a joint 

return for such year under section 6013. 
[Sec. 1244(b) as added by sec. 202(b), Small Business Tax Revision 
Act 1968 (72 Stat. 1676) ] 

$ 1. 1944(b) — 1 ANNUAL LIMITATICN. — Subsection (b) of section 
1244 imposes a lilnitation on the aggregate amount of loss which for 
any taxable year may be treated as an ordinary loss by a taxpayer by reason of that section. The aggregate amount which may be so 
treated shall not exceed $25, 000, except that in the case of a husband 
and wife who 61e a joint return under section 6018 for the taxable 
year during which the loss is sustained, the limitation on the aggre- 
gate amount of loss for such taxable year is $50, 000, even though the 
loss may have been sustained by only one of the spouses. Thus, if 
a married taxpayer sustains, in the same taxable year, a $50, 000 loss 
on section lo44 stock in corporation X and an equal amount of loss on 
such stock in corporation Y, he is limited to $50, 000 of ordinary loss. In the case of a partnership, the limitation shall be determined sep- 
arately as to each partner. Any amount of loss in excess of the 
applicable limitation is to be treated as loss from the sale or exchange of a capital asset. 

() 1. 1244(c) STATUTCRY PRovIBIQNB) LossEs oN SMALL BUsINEss 
STocK; SEcTICN %44 STocK DEFINED. 

SEC. 1244. I OSSES ON SMALL BUSINESS STOCK. * * ~ 

(c) SEcTICN 1244 STocK DEEINED. — 
(1) IN OENEBAL. — For purposes of this section, the term "section 1244 stock" means common stock in a domestic corporation if— 

(A) Such corporation adopted a plan after June 30, 1958, to offer such stock for a period (ending not later than two years after the date such plan was adopted) specified in the plan, (B) At the time such plan was adopted, such corporation was a small business corporation. 
(C) At the time such plan was adopted, no portion of a prior offering was outstanding, 
(D) Such stock was issued by such corporation, pursuant to such plan, for money' or other property (other than stock and securities), and 
(E) Such corporation, during the period of its 5 most recent taxable years ending before the date the loss on such stock is sustained (or if such corporation has not been in existence for 5 taxable years ending before such date, during the period of its taxable years ending before such date, or if such corporation has not been in existence for one taxable year ending before such date, during the period such corporation has been in exist- ence before such date), derived more than 50 percent of its ag- 
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gregate gross receipts from sources other than royalties, rents, 
dividends, interest, annuities, and sales or exchanges of stock 
or securities (gross receipts from such sales or. exchanges being 
taken into account for purposes of this subparagraph only to 
the extent of gains therefrom); except that this subparagraph 
shall not apply with respect to any corporation if, for the 
period referred to, the amount of the deductions allowed by this 
chapter (other than by sections 172, 242, 248, 244, aml 245) ex- 
ceed the amouut of gross income. 

Such term does not include stock if issued (pursuant to the plan 
referred to in subparagraph (A. ) ) after a subsequent offering of 
stock has been made by the corporation. 

(2) ShfALL BUsINEss coRPoRATIoN DEFINED. — For purposes of this 
section, a corporation shall be treated as a small business corporation 
if at the time of the adoption of the plan— 

(A) The sum of- 
(i) The aggregate amount which may be offered under 

the plan, plus 
(ii) The aggregate amount of money and other property 

(taken into account in an amount, as of the time received 
by the corporation, equal to the adjusted basis to the cor- 
poration of such property for determining gain, reduced 
by any liabilities to which the property was subject or 
which were assumed by the corporation at such time) re- 
ceived by the corporation after tune 80, 1958, for stock, 
as a contribution to capital, and as paid-in surplus, 

does not exceed $500, 000; and 
(B) The sum of- 

(i) The aggregate amount which may be offered under 
the plan, plus 

(ii) The equity capital of the corporation (determined 
on the date of the adoption of the plan), 

does not exceed $1, 000, 000. 
For purposes of subparagraph (B), the equity capital of a corpora- 
tion is the sum of its money and other property (in an amount equal 
to the adjusted basis of such property for determining gain), 
less the amount of its indebtedness (other than indebtedness to 
shareholders). 

[Sec. 1244(c) as added by see. 202(b), Small Business Tax Revision 
Act 1958 (72 Stat. 1070)] 

$ 1. 1244(c) — 1 SEcTIDN 1244 STocK DEFINED. — (a) In generaL- 
In order that stock may qualify as section 1244 stock the requirements 
described in paragraphs (b) through (h) of this section must be 
satisfied. Except for the requirement in paragraph (g) of this section, 
the determination as to whether such requirements are met may be 
made at or before the time the stock is issued. The determination as 
to whether the requirement set forth in paragraph (g), relating to 
gross receipts of the corporation, has been satisfied may be made only 
at the time a loss is sustained on. the stock. Therefore, at the time of 
issuance it cannot be said with certainty that the stock would qualify 
for the benefits of section 1244. 

(b) Common 8tocl', — Only common stock, either voting or non- 
voting, in a domestic corporation may qualify as section 1244 stock. 
For purposes of section 1244, neither securities of the corporation 
convertible into common stock nor common stock convertible into 
other securities of the corporation shall be treated as common stock. 
For definition of domestic corporation see section 7701(a) (4) and the 
regulations thereunder. 

(c) Written p/an. — (1) The common stock must be issued pursuant 
to a written plan adopted by the corporation after June 30, 1958, to 
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o8er only such stock during a period specified in the plan ending not 
later than two years after the date the plan is adopted. The two-year 
requirement referred to in the preceding sentence will be met if the 
period specified in the plan is based upon the date when, under the 
rules or regulations of a Government agency relating to the issuance 
of the stock, the stock may la~fully be sold, and it is clear that such 
period will end, and in fact it does end, within two years after the 
plan is adopted. The plan must specifically state, in terms of dollars, 
the maximum amount to be received by the corporation in considera- 
tion for the stock to be issued pursuant thereto. See $ 1. 1944(c) — 9 for 
the limitation of the amount that may be received by the corporation 
under the plan. For purposes of section 1944, an increase in the basis 
of outstanding stock as a result of a contribution to capital is not an 
issuance of stock. 

(9) To qualify, the stock must be issued during the period of the 
o8er, which. period must end not later than two years after the date 
the plan is adopted. Stock which is subscribed for during the period 
of the plan but not issued during such period cannot qualify as section 
1244 stock. Stock issued on the exercise of a stock right, stock warrant, 
or stock option (which right, warrant, or option was not outstanding 
at the time the plan was adopted) will be treated as issued pursuant 
to a plan only if the right, warrant, or option is applicable solely to 
unissued stock o8ered under the plan and is exercised during the 
period of the plan. 

(3) Stock subscribed for prior to the adoption of the plan, includ- 
ing stock subscribed for prior to the date the corporation comes into 
existence, may be considered issued pursuant to a plan adopted by the 
corporation if the stock is not in fact issued prior to the adoption of 
such plan. 

(4) Stock issued for a payment which, alone or together with prior 
payments, exceeds the maximum amount that may be received under 
the plan, is not considered issued pursuant to the plan, and none of 
such stock can qualify as section 1244 stock. See example (2) in 
$ 1. 1944(c) — 9 (d) . 

(d) Small business corporation. — At the time the plan is adopted 
the corporation must be a "small business corporation". See 
8 1. 1944(c) — 2 for the definition of a small business corporation. 

(e) Prior offering. — Stock will not qualify as section 1o44 stock if 
at the time of the adoption of the plan under which it is issued there 
remains unissued any portion of a prior o8ering of stock. Thus, if any portion of an outstanding o8ering of common or preferred stock 
is unissued at the time of the adoption of the plan, stock issued under 
the plan will not qualify as section 1244 stock. An o8er is outstanding 
unless and until it is withdrawn by aSrmative action prior to the date 
the plan is adopted. Stock rights, stock warrants, stock options, or 
securities convertible into stock, which are outstanding at the time the 
plan is adopted, are deemed to be prior ofFerings. The authorization 
in the corporate charter to issue stock difFerent from stock o8ered 
under the plan or in excess of stock o8ered under the plan of itself is 
not a prior o8ering. 

(f) Issued for money or other property. — (1) The stock must be 
issued to the taxpayer for money or other property transferred by the taxpayer to the corporation. However, stock issued in exchange 
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for stock or securities, including stock or securities of the issuing 
corporation, cannot qualify as section 1244 stock, except as provided 
in $ 1. 1244(d) — 3, relating to certain cases where stock is issued in 
exchange for section 1244 stock. Stock issued for services renclered 
or to be rendered to, or for the benefit of, the issuing corporation does 
not qualify as section 1244 stocl-. Stock issued in consideration for 
cancellation of indebtedness of the corporation shall be considered 
issued in exchange for money or other property unless such indebted- 
ness is evidenced by a security, or arises out of the performance of 
personal services. 

(2) The following examples illustrate situations where stock fails 
to qualify as section 1244 stock as a result of the rules in subparagraph 
(1) of this paragraph: 

Example (i). A taxpayer owns stock of Corporation X issued to 
him prior to July 1, 1958. Under a plan adopted after June 80, 1958, 
he exchanges his stock for a new issuance of stock of Corporation X. 
The stock received by the taxpayer in the exchange may not qualify 
as section 1244 stock even if the corporation has adopted a valid plan 
and is a small business corporation. 

Ezump/e (ii). A taxpayer owns stock in Corporation X. Corpo- 
ration X merges into Corporation Y. In exchange for his stock, Cor- 
poration Y issues shares of its stock to the taxpayer. The stock in 
Corporation Y does not qualify as section 1244 stock even if the stock 
exchanged by the taxpayer did qualify. 

Zxemp/e (iii). Corporation X transfers part of its business assets 
to Corporation Y, a new corporation, and all of the stock of Corpo- 
ration Y is issued directly to the shareholders of Corporation X. Since 
the Corporation Y stock was not issued to the shareholders for a 
transfer by them of money or other property, none of the Corporation 
Y stock in the hands of the shareholders can qualify. 

(g) Groat receipts. — (1) (i) (a) Except as provided in subparagraph 
(2) of this paragraph, stock will not qualify under section 1244 if 
50 percent or more of tlie gross receipts of the corporation, for the 
period consisting of the five most recent taxable years of the corpora- 
tion ending before the date the loss on such stock is sustained by the 
shareholders, is derived from royalties, rents, dividends, interest, 
annuities, and sales or exchanges of stock or securities. If the corpora- 
tion has not been in existence for five taxable years ending before such 
date, the percentage test referred to in the preceding sentence applies 
to the period of the taxable years ending before such date during which 
the corporation has been in existence; and if the loss is sustained clur- 
ing the first taxable year of the corporation such test applies to the 
period beginning with the first day of such taxable year and ending 
on the day before the loss is sustained. The test under this paragrapli 
shall be made on the basis of total gross receipts, except that gross 
receipts from the sales or exchanges of stock or securities shall be taken 
into account only to the extent of gains therefrom. The term "gross 
receipts" as used in section 1244(c) (1) (E) is not synonymous with 
"gross income. " Gross receipts means the total amount received or 
accrued under the method of accounting usecl by the corporation in 
computing its taxable income. Thus, the total amount, of' receipts is 
not reduced by returns and allowances, cost, or deductions. For 
example, gross receipts will include the total aniount received or 



accrued during the corporation's taxable year from the sale or ex- 
change (including a sale or exchange to which section 887 applies) 
of any kind of property, from investments, and for services rendered 
by the corporation. However, gross receipts does not include amounts 
received in nontaxable sales or exchanges (other than those to which 
section 837 applies), except to the extent that gain is recognized by 
the corporation, nor does that term include amounts received. as a loan, 
as a repayment of a loan, as a contribution to capital, or on the issuance 
by the corporation of its own stock. 

(5) The meaning of the term gross receipts" as used in section 
1244(c) (1) (E) may be further illustrated by the following examples: 

Exam, p/e (1). A corporation on the accrual method sells property 
(other than stock or securities) and receives payment partly in money 
and partly in the form of a note payable at a future time. The amo1mt 
of the money and the face amount of the note would be considered 
gross receipts in the taxable year of the sale and would not be reduced 
by the adjusted basis of the property, the costs of sale, or any other 
amount. 

Eral/e (8). A corporation has a long-term contract as defined in 
paragraph (a) of. $ 1. 451 — 8 with respect to which it reports income 
according to the percentage-of-completion method as described in 
paragraph (b)(1) of (1. 451 — 8. The portion of the gross contract 
price which corresponds to the percentage of the entire contract which 
has been completed during the taxable year shall be included. in gross 
receipts for such year. 

Examp/e (8). A corporation which regularly sells personal prop- 
erty on the installment plan elects to report its taxable income from 
the sale of property (other than stock or securities) on the installment 
method in accordance with section 458. The installment payments 
actually received in a given taxable year of the corporation shall be 
included in gross receipts for such year. 

(ii) The term "royalties" as used in subdivision (i) of this sub- 
paragraph means all royalties, including mineral, oil, and gas royal- 
ties (whether or not the aggregate amount of such royalties consti- 
tutes 50 percent or more of the gross income of the corporation for 
the taxable year), and amounts received for the privilege of using 
patents, copyrights, secret processes and formulas, good will, trade- 
marks, trade brands, franchises, and other like property. The term "royalties" does not include amounts received upon the disposal of 
timber or coal with a retained economic interest with respect to which 
the special rules of section 631 (b) and (c) apply or amounts received 
from the transfer of patent rights to which section 1235 applies. For the definition of "mineral, oil, or gas royalties", see paragraph 
(b) (11) (ii) and (iii) of $ 1. 548 — 1. For purposes of this subdivision, the gross amount of royalties shall not be reduced by any part of the cost of the rights under which they are received or by any amount 
allowable as a deduction in computing taxable income. 

(iii) The term "rents" as used in subdivision (i) of this subpara- 
graph means amounts received for the use of, or right to use, prop- erty (whether real or personal) of the corporation, whether or not such amounts constitute 50 percent or more of the gross income of the corporation for the taxable year. The term "rents" does not include payments for the use or occupancy of rooms or other space 
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where significant services a, re also rendered to the occupant, , such as 
for the use or occupancy of rooms or other quaiters in hotels, boarcl- 
ing houses, or apartment houses furnishing hotel services, or in tourist 
homes, motor courts, or motels. Generally, services are consid- 
ered rendered to the occupant, if they are primarily for his conven- 
ience and are other than those usually or customarily rendered in 
connection with the rental of rooms or other space for occupancy 
only. The supplying of maid service, f' or example, constitutes such 
services; whereas the furnishing of heat and hght, the cleaning of 
public entrances, exits, stairways, and lobbies, the collection of trash, 
etc. , are not considered as services rendered to the occupant. Pay- 
ments for the use or occupancy of entire private residences or living 
quarters in duplex or multiple housing units, of oSces in an o%ce 
building, etc. , are generally "rents" under section 1944(c) (1) (E). 
Payments for the parking of automobiles ordinarily do not constitute 
rents. Payments for the warehousing of goods or for the use of 
personal property do not constitute rents if significant services are 
rendered in connection with such payments. 

(iv) The term "dividends" as used in subdivision (i) of this sub- 
paragraph includes dividends as defined in section 816, amounts re- 
quired to be included in gross income under section 551 (relating to 
foreign personal holding company income taxed to United States 
shareholders), and consent dividends determined as provided in 
section 565. 

(v) The term "interest" as used in subdivision (i) of this subpara- 
graph means any amounts received for the use of money (including 
tax-exempt interest) . 

(vi) The term "annuities" as used in subdivision (i) of this sub- 
paragraph means the entire amount received as an annuity under an 
annuity, endowment, or life insurance contract, regardless of whether 
only part of such amount would be includible in gross income under 
section 72. 

(vii) For purposes of subdivision (i) of this subparagraph, gross 
receipts from the sales or exchanges of stock or securities are t~aken 
into account only to the extent of gains therefrom. Thus, the gross 
receipts from the sale of a particular share of stock will be the excess 
of the amount realized over the adjusted basis of such share. If the 
adjusted basis should equal or exceed the amount realized on the sale 
or exchange of a cetain share of stock, bond, etc. , tliere would be no 
gross receipts resulting from the sale of such security. Losses on sales 
or exchanges of stock or securities do not offset gains on the sales or 
exclianges of other stock or securities for purposes of computing gross 
receipts from such sales or exchanges. Gross receipts from the sale 
or exchange of stocks and securities include gains received from such 
sales or exchanges by a corporation even though such corporation is 
a regular dealer in stocks and securities. For the meaning of the term 
"stocks or securities", see paragraph (b) (5) (i) of $ 1. 548 — 1, 

(9) [Reserved] 
(8) In applying subparagraphs (1) and (2) of this paragraph to a 

successor corporation in a reorganization described in section 368(a) 
(1) (F), such corporation shall be treated as the same corporation as 
its predecessor. See paragraph (d) (2) of $ 1. 1944(d) — 8. 
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(h) Subsequent off'ering. — (1) Even though the plan satisfies the 
requirements of paragraph (c) of this section, if another offering of 
stock is made by the corporation subsequent to, or simultaneous with, 
the adoption of the plan& stock issued pursuant to the plan after such 
other off'ering shall not qualify as section 1244 stock, The issuance of 
stock options, stock rights, or stock warrants, at any time during the 
period of the plan, which are exercisable with respect to stock other 
than stock ofFered under the plan, shall be considered a subsequent 
offering. likewise, the issuance of stock other than that ofFered under 
the plan shall be considered a subsequent offering. Since stock issued 

upon exercise of a conversion privilege is stock issued for a security, 
and stock issued pursuant to a stock option granted in whole or in part 
for services is not issued for money or other property, the issuance of 
securities with a conversion privilege and the issuance of such a stock 
option are subsequent offerings, because the conversion privilege and 
the stock option ai e exercisable with respect to stock other than that 
which may properly be offered under the plan. Stock issued under the 
plan before a subsequent off'ering is not disqualified by reason of such 
subsequent off'ering. The rule of this paragraph, together with the 
rule of paragraph (e) of this section, relating to offers prior to the 
adoption of the plan, limits section 1244 stock to stock issued by the 
corporation during a period when any stock issued by it must have 
been issued pursuant to the plan. 

(2) Any modification of a plan that changes the offering to include 
preferred stock, or that, increases the amount of stock that may be 
issued thereunder to such an extent that the requirements of section 
1244 (c) (1) (B) would not have been satisfied if determined with refer- 
ence to such amount as of the date such plan was initially adopted, or 
that, extends the period of time during which stock may be issued 
thereunder to more than two years from the date such plan was ini- 
tially adopted, shall be considered a subsequent offering, and no stock 
issued thereafter may qualify. However, a corporation may withdraw 
a plan and adopt a new plan to issue stock. To determine whether 
stock issued pursuant to such new plan may qualify, section 1244(c) 
must be applied wit, h respect, to the new plan as of the date of its adop- 
tion. For example, amounts received for stock under the prior plan 
must be taken into account in determining whether the requirements 
of section 1244(c) (2), relating to definition of small business corpora- 
tion, are satisfied. In applying the requirements of section 1244(c) 
(2) (B), reference should be made to equity capital as of the date the 
new plan is adopted. The same principles apply if the period of the 
initial plan expires and the corporation adopts a new plan. 

f 1. 1244 (c) — 2 SMALL BUSINESS CORPORATION DEFINED. — (a) In gen- 
eru/. — To be treated as a small business corporation, the corporation 
which intends to issue the stock pursuant to a plan described in para- 
graph (c) of ) 1. 1244(c) — 1 must be a domestic corporation and must, 
at the time the plan is adopted, meet certain requirements. These 
requirements are desciibed in paragraphs (b) and (c) of this section. 
Since the requirements must be satisfied only at the time the plan to 
issue stock is adopted, it is possible that a loss on stock may be treated 
as an ordinary loss under section 1244 even though tlie corporation 
could not qualify as a small business corporation at the time such stock 
was issued or at the time the. loss was sustained. 
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(b) Amount receired by corporation for etoc7e. — (1) At the time 
of the adoption of the plan the sum of the aggregate dollar amount to 
be paid for stock which may be overed under the plan plus the aggre- 
gate amount of money and other property which has been receiverl by 
the corporation after June 80, 1958, for its stock, as a contribution to 
capital by its shareholders, and as paid-in surplus must not exceed 
$500, 000. In making these determinations (i) property is taken into 
account at its adjusted basis to the corporation (for determining gain) 
as of the date received by the corporation, and (ii) such aggregate 
amount is reduced by the amount of any liability to which the property 
was subject and by the amount of any liabilities which were assumed 
by the corporation at such time. 

(2) For purposes of the $500, 000 test referred to in subparagraph 
(1) of this paragraph, the total amount of money and other property 
received for stock, as a contribution to capital, and as paid-in surplus 
shall not be reduced by distributions to shareholders, even though 
such distributions are capital distributions. Thus, once the total of 
such amount received after June 30, 1958, reaches $500, 000, the corpo- 
ration is precluded from subsequently adopting a plan under which 
section 1244 stock may be issued. 

(c) Equity capital. — The sum of the aggregate dollar amount to be 
paid for stock which may be overed under the plan plus the equity 
capital of the corporation (determined on the date of the adoption of 
the plan) may not exceecl $1, 000, 000. For this purpose, equity capital 
is the sum of its money and other property (in an amount equal to its 
adjusted basis for determining gain) less the amount of the corpora- 
tion's indebtedness to persons other than its shareholders. 

(d) Eeampleg. — The provisions of this section may be illustrated 
by the following examples: 

Example (1). Corporation W comes into existence on December 1, 
1958. On that date the corporation may adopt a plan to issue common 
stock for an amount (determined under paragraph (b) of this section) 
not in excess of $500, 000 during a period ending not later than Novem- 
ber 80, 1960. Such corporation will qualify as a small business corpo- 
ration as of the date that the plan is adopted. However, if the 
corporation adopts a plan to issue stock for an amount in excess of 
$500, 000 it is not a small business corporation at the time the plan is 
adopted and no stock issued under the plan may qualify as section 1244 
stock. If the cost of organizing Corporation W amounted to $1, 000 
and constituted paid-in surplus or a contribution to capital, such 
amount must be taken into account in determining the amount that 
may be received under the plan, with the result that only $499, 000 may 
be so received. 

Encamp/e (8). On December 1, 1958, Corporation X, a newly formed 
corporation, adopts a plan to issue common stock for an amount 
(determined under paragraph (b) of this section) not in excess of. 
$500, 000 during a period ending not later than November 30, 1960. 
By January 1, 1960, the corporation has, pursuant to the plan, issued 
at par, stock having an aggregate par value of $400, 000, $200, 000 of 
which was issued for $200, 000 cash, and $200, 000 of which was issued 
for property (other than stock or securities) lraving a basis to the 
corporation of $100, 000 and a fair market value of $200, 000. The 
corporation may, prior to November 80, 1960, issue stock for an amount 
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not in excess of $200, 000 cash or property having a basis to it not in 
excess of $200, 000. Stock issued for any payment ivhich, alone or 
together with any payments received after January 1, 1960, exceeds 
such $200, 000 amount would not qualify as section 1944 stock because 
it would not be issued pursuant to the plan. 

L"@amp/e (8). Assume that on December 1, 1958, Corporation Y, 
a newly formed corporation, adopts a plan to issue common stock 
for an amount (determined under paragraph (b) of this section) 
not in excess of $500, 000 during a period ending not later than No- 
vember 80, 1960. By January 1960 the corporation has received $400, - 
000 cash for stock issued pursuant to the plan, but due to business 
successes the equity capital of the corporation exceeds $1, 000, 000. 
Since the equity capital test is made as of. the date that the plan is 
adopted, the corporation may still, prior to November 86, 1960, issue 
section 1M4 stock pursuant to the plan until the full amount specified 
in the plan has been received. 

Ea:amp/e ($) . Subsequent to June 80, 1958, Corporation Z receives 
a total of $600, 000 cash on the issuance of its stock. In 1960 Corpora- 
tion Z redeems shares of its stock for the total amount of $800, 000 
and the redemptions reduce Corporation Z's capital to substantially 
less than $500, 000. Notwithstanding the redemptions, stock subse- 
quently issued by Corporation Z will not qualify as section 1244 stock 
because the $500, 000 limitation of section 1244(c) (2) (A) has been 
previously exceeded. 

f 1. 1944 (d) STATUTORY PROVISIONS; LOSSES ON SMALL BUSINESS 
STOCK) SPECIAL IlULES. 

SEC. 1244. LOSSES ON SMALL BUSINESS STOCK. 
( d ) SPE cIAL RUI Es. — 

(1) LIMITATION ON AMOUNT OF ORDINARY LOSS. — 
(A) CoNTRIBUTIoNs oF PRoPERTY HAvING BAsls IN ExcEss oF 

vAI. UE. — If- 
(i) Section 1244 stock was issued in exchange for 

property, 
(ii) The basis of such stock in the hands of the tax- 

payer is deteITnined by reference to the basis in his hands 
of such property, and 

(iii) The adjusted basis (for determining loss) of such 
property immediately before the exchange exceeded its 
fair market value at such time, 

then in computing the amount of the loss on such stock for pur- 
poses of this section the basis of such stock shall be reduced 
by an amount equal to the excess described in clause (iii). 

(8) INcREASEs IN BAsIs, — In computing the amount of the 
loss on stock for purposes of this section, any increase in the 
basis of such stock (through contributions to the capital of 
the corporation, or otherwise) shall be treated as allocable 
to stock which is not section 1244 stock. 

(2) REcAPITAIIzATIoNs, cHANGES IN NAME, ETc. — To the extent 
provided in regulations prescribed by the Secretary or his delegate, 
common stock in a corporation, as basis of which (in the hands of a 
taxpayer) is determined in whole or in part by reference to the basis 
in his hands of stock in such corporation which meets the require- 
ments of subsection (c) (1) (other than subparagraph (E) thereof), 
or which is received in a reorganization described in section 
868(a) (1) (F) in exchange for stock which meets such requirements, 
shall be treated as meeting such requirements. For purposes of 
paragraphs (1) (E) and (2) (A) of subsection (c), a successor 
corporation in a reorganization described in section 868(a) (1) (F) 
shall be treated as the same corporation as its predecessor. 
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(8) RELATIovsHIP To NET oPERATING Loss DEDUcTIoN. — For pur- 
poses of section 172 (relating to the net operating loss deduction), 
any amount of loss treated by reason of this section as a loss from 
the sale or exchange of an asset which is not a capital asset shall be 
treated as attributable to a trade or business of the taxpayer. 

(4) INDIvIDUAL DEFINED. — For purposes of this section, the term 
"individual" does not include a trust or estate. 

[Sec. 1244(d) as added by sec. 202(b), Small Business Tax Revision 
Act 1958 (72 Stat, 1070) ] 

$ 1. 1244 ( d) — 1 CONTRIBUTIONS OF PROPERTY HAVING BASIS IN 
ExcEss oF VAI, IIE. — (a) In generaL — (1) Section 1244(d) (1) (A) 
provides a special rule which limits the amount of loss on section 1244 
stock that may be treated as an ordinary loss. This rule applies only 
when section 1244 stock is issued by a corporation in exchange for 
property that, immediately before the exchange, has an adjusted basis 
(for determining loss) in excess of its fair market value. If section 
1244 stock is issued in exchange for such property and the basis of such 
stock in the hands of the taxpayer is determined by reference to the 
basis of such property, then for purposes of section 1244, the basis of 
such stock shall be reduced by an amount equal to the excess, at the 
time of the exchange, of the adjusted basis of the property over its 
fair market value. 

(2) The provisions of section 1244(d) (1) (A) do not affect the basis 
of stock for purposes other than section 1244. Such provisions are to 
be used only in determining the portion of the total loss sustained 
that may be treated as an ordinary loss pursuant to section 1244. 

(b) Transfer of more than one z'tern. — If a taxpayer exchanges 
several items of property for stock in a single transaction so that the 
basis of the property transferred is allocated evenly among the shares 
of stock received, the computation under this section should be made 
by reference to the aggregate fair market value and the aggregate 
basis of the property transferred. 

(c) Eaample8. — The provisions of this section may be illustrated 
by the following examples: 

Exomp/e (1). B transfers property with an adjusted basis of $1, 000 
and a fair market value of $250 to a corporation for 10 shares of 
section 1244 stock in an exchange that qualifies under section 351. The 
basis of B's stock is $1, 000 ($100 per share), but, solely for purposes 
of' section 1244, the total basis of the stock must be reduced by $750, 
the excess of the adjusted basis of the property exchanged over its 
fair market value. Thus, the basis of such stock for purposes of sec- 
tion 1244 is $250 and the basis of each share for such purposes is $25. 
If B sells his 10 shares for $250, he will recognize a loss of $750, all of 
which must be treated as a capital loss. If he sells the 10 shares for 
$200, then $50 of his total loss of $800 will be treated as an ordinary 
loss under section 1244, assuming the various requirements of such 
section are satisfied, and the remaining $750 will be a capital loss. 

Exomp/e (8). B owns property with a basis of $20, 000. The 
fair market value of the property unencumbered is $15, 000 but the 
property is subject to a $2, 000 mortgage. B transfers the encum- 
bered property to a corporation for 100 shares of section 1244 stock 
in an exchange that qualifies under section 851. The basis of the 
shares, determined in accordance with section 858, is $18, 000 or $180 
per share, but solely for purposes of section 1244 the basis is $18, 000 
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($180 per share), which is its basis for purposes other than sec- 
tion 1244, reduced by $5, 000, the excess of the adjusted basis, imme- 
diately before the exchange, of the property transferred over its fair 
market value. 

Eztjmple (8). C transfers business assets to a corporation for 100 
shares of section 1244 stock in an exchange that qualifies under section 
851. The assets transferred are as follows' 

Cash 
Inventory 
Depreciable propertv 
Land 

Basis 
$10, 000 

15, 000 
50, 000 
25, 000 

Eat r 
market 
value 

$10, 000 
SO, 000 
20, 000 
10, 000 

100, 000 70, 000 

The basis for the shares received by C is $100, 000, which is applied 
$1, 000 to each share. However, the basis of the shares for purposes 
of section 1244 is $70, 000 ($700 per share), the basis for general 
purposes reduced by $80, 000, the excess of the aggregate adjusted 
basis of. the property transferred over the aggregate fair market 
value of such property. 

$ 1. 1244(d) — 2 INOREAsEs IN BABIs oP SEGTIoN 1244 STocK. — (a) In 
general. — H subsequent to the time of its issuance there is for any 
reason, including the operation of section 1876(a), an increase in 
the basis of section 1244 stock, such increase shall be treated as allo- 
cable to stock which is not section 1244 stock. Therefore, a loss on 
stock, the basis of which has been increased subsequent to its issu- 
ance, must be apportioned between the part that qualifies as section 
1244 stock and the part that does not so qualify. Only the loss 
apportioned to the part that so qualifies may be treated as an ordinary 
loss pursuant to section 1244. The amount of loss apportioned to 
the part that qualifies is the amount which bears the same ratio to the 
total loss as the basis of the stock which is treated as allocated to 
section 1244 stock bears to the total basis of the stock. 

(b) Exomp/e. — The provisions of paragraph (a) of this section 
may be illustrated by the following example: 

Eral/e. For $10, 000 a corporation issues 100 shares of section 
1244 stock to X. X later contributes $2, 000 to the capital of the 
corporation and this increases the total basis of his 100 shares to 
$12, 000. Subsequently, he sells the 100 shares for $9, 000. Of the 
$8, 000 loss, $2, 500 is allocated to the portion of the stock that quali- 

/ $10, 000 fies as section 1244 stock ( 
' of $8, 000, and the remaining ( $1&, 000 

$500 is allocated to the portion of the stock t at does not so qualify. 
Therefore, to the extent of $2, 500, the loss may be treated as an ordi- 
nary loss a, ssuming the various requirements of section 1244 stock are 
satisfied. However, the remaining $500 loss must be treated as a 
capital loss. 

f 1. 1244(d) — 8 STocK DIVIDENDsi REGAPITALIzATICNi CHANGEs IN 
NAME, ETc. — (a) In general. — Section 1244(c) (1) provides that stock 
may not qualify for the benefits of section 1244 unless it is issued to 
the taxpayer for money or other property not including stock or 
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securities. However, section 1244(d) (2) authorizes exceptions to this 
rule. The exceptions may apply in three situations: (1) The receipt 
of a stock dividend; (2) the exchange of stock for stock pursuant to 
a reorganization described in section 368(a) (1) (E); and (3) the ex- 
change of stock for stock pursuant to a reorganization described. in 
section 368(a) (1) (F). 

(b) 8tock dividends, — (1) If common stock is received by an indi- 
vidual or partnership in a nontaxable distribution under section 305 (a) 
made solely with respect to stock owned by such individual or partner- 
ship which meets the requirements of section 1244 stock determinable 
at the time of the distribution, then the common stock so received will 
also be treated as meeting such requirements. For purposes of this 
paragraph and paragraphs (c) and (d) of this section, the require- 
ments of section 1244 stock deternfinable at the time of the distribu- 
tion or exchange are all of the requirements of section 1244(c) (1) 
other than the one described in subparagraph (E) thereof, relating 
to the gross receipts test. 

(2) If, however, such stock dividend is received by such individual 
or partnership partly with respect to stock meeting the requirements 
of section 1244 stock determinable at the time of the distribution, 
and partly with respect to stock not meeting such requirements, then 
only part of the stock received as a stock dividend will be treated 
as meeting such requirements. Assuming all the shares with respect 
to which the dividend is received have equal rights to dividends, such 
part is the number of shares which bears the same ratio to the total 
number of shares received as the number of shares owned immediately 
before the stock dividend which meets such qualifications bears to 
the total number of shares with respect to which the stock dividend 
is received. In determining the basis of shares received in the stock 
dividend and of the shares held before the stock dividend, section 307 
shall apply as if two separate nontaxable stock dividends were made, 
one with respect to the shares that meet the requirements and the other 
with respect to shares that do not meet the requirements. 

(3) The provisions of subparagraphs (1) and (2) of this paragraph 
may be illustrated by the following examples: 

Earp/e (i). Corporation X issues 100 shares of its common stock 
to B for $1, 000. Subsequently, in a nontaxable stock dividend B 
receives 5 more shares of common stock of Corporation X, If the 
100 shares meet all the requirements of section 1244 stock determinable 
at the time of the distribution of the stock dividend, the 5 additional 
shares shall also be treated as meeting such requirements. 

E'rump/e (ii). In 1959, Corporation Y issues 100 shares of its 
common stock to C for $1, 000 and these shares meet the requirements 
of section 1244 stock determinable at the time of the issuance. In 
1960, C purchases an additional 200 shares of such stock from another 
shareholder for $3, 000; however, these shares do not meet the require- 
ments of. section 1244 stock beca~use they were not originally issued 
to C by the corporation. In 1961, C receives 15 shares of Corporation 
Y common stock as a, stock dividend. Of the shares received, 5 shares, 
the number received with respect to the 100 shares of stack which 
met the requirements of section 1244 at the time of the distribution, 

i. e. , — X 15, shall also be treated as meeting such requirements. The 100 
' '300 
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remaining 10 shares do not meet such requirements as they are not 
received with respect to section 1244 stock. The basis of such 5 shares 
is determined. by applying section 307 as if the 5 shares were received 
as a separate stock dividend made solely with respect to shares that 
meet the requirements of section 1244 stock at the time of the distribu- 

/' 5 
tion. Thus, the basis of the 5 shares is $47. 61 ( — of $1, 000 

(c) Recapitalizations. — (1) If, pursuant to a recapitalization de- 
scribed, in section 368(a) (1) (E), common stock of a corporation is 
received by an individual or partnership in exchange for stock of such 
corporation. meeting the requirements of section 1244 stock determin- 
able at the time of the exchange, such common stock shall be treated 
as meeting such requirements. 

(2) If common stock is received pursuant to such a recapitalization 
partly in exchange for stock meeting the requirements of section 1244 
stock determinable at the time of the exchange and partly in exchange 
for stock not meeting such requirements, then only part of such 
common stock will be treated as meeting such requirements. Such 
part is the number of shares which bears the same ratio to the total 
number of shares of common stock so received as the basis of the 
shares transferred which meet such requirements bears to the basis of 
all the shares transferred for such common stock. The basis allocable, 
pursuant to section 858, to the common stock which is treated as 
meeting such requirements is limited. to the basis of stock that, meets 
such requirements transferred in the exchange. 

(8) The provisions of subparagraphs (1) and (2) of this para- 
graph may be illustrated by the followmg examples: 

Example (i). A owns 500 shares of voting common stock of Cor- 
poration X. Corporation X revises its capital structure to provide 
for two classes of common stock: Class A voting and Class B non- 
voting. In a recapitalization described in subparagraph (E) of sec- 
tion 368(a) (1), A exchanges his 500 shares for 750 shares of Class B 
nonvoting stock. If the 500 shares meet all the requirements of sec- 
tion 1244 stock determinable at the time of the exchange, the 750 
shares received in the exchange are treated as meeting such 
requirements. 

Ex, ample (ii). B owns 500 shares of common stock of Corporation 
X with a basis of $5, 000, and 100 shares of preferred stock of that 
corporation with a basis of $2, 500. Pursuant to a recapitalization 
described in section 368(a) (1) (E), B exchanges all of his shares for 
900 shares of common stock of Corporation X. The 500 common 
shares meet the requirements of section 1244 stock determinable at 
the time of the exchange, but the 100 preferred shares do not meet 
such requirements since only common stock may qualify. Of the 900 

common shares received, 600 shares( 7' X900 shares are treated 

as meeting the requirements of section 1244 stock at the time of the 
exchange, because they are deemed to be received in exchange for the 
500 common shares which met such requirements. The remaining 
800 shares do not meet such requirements as they are not deemed to 
be received in exchange for section 1244 stock. The basis of the 600 
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s hares is $5, 000, the basis of the relinquished shares meeting the 
requirements of section 1244. 

(d) Chunge of' tlute, etc. — (1) If, pursuant to a reorganization 
described in section 868(a) (1) (F), common stock of a successor cor- 
poration is received by an individual or partnership in exchange for 
stock of the predecessor corporation meeting the requirements of sec- 
tion 1244 stock determinable at the time of tile exchange, such common 
stock shall be treated as meeting such requireinents. If common 
stock is received pursuant to such a reorganization partly in excliange 
for stock meeting the requirements of section 1244 stock determinable 
at the time of the exchange and partly in exchange for stock not 
meeting such requirements, the principles of paragraph (c) (2) of this 
section apply in determining the number of shares received which 
are treated as meeting the requirements of section 1244 stock and the 
basis of those shares. 

(2) For purposes of paragraphs (1) (E) and (2) (A) of section 
1244(c), a successor corporation in a reorganization described in sec- 
tion 368(a) (1) (F) shall be treated as the same corporation as its 
predecessor. 

I) 1. 1244(d)-4 NET OPERATING Loss DEDUcTIQN. — For purposes of 
section 172, relating to the net operating loss deduction, any amount 
of loss which is treated as an ordinary loss under section 1244 (taking 
into account the annual dollar limitation of that section) shall be 
treated as attributable to the trade or business of the taxpayer. 
Therefore, such loss is allowable in determining the taxpayer's net, 
operating loss for a taxable year and is not subject to the apphcation 
of section 172 (d) (4), relating to nonbusiness deductions. 

I%1. 1244(e) STATUTORY PRovIBIoNsq LossEs oN SMALL BUBINEss 
STOCK l REGULATIONS. 

SEC. 1244. LOSSES ON SMALL BUSINESS STOCK. 
(e) RzovzATioNs. — The Secretarv or his delegate shall prescribe 

such regulations as may be necessary to carry out the purposes of this 
section. 
[Sec. 1244(e) as added by sec. 202(b), Small Business Tax Revision 
Act 1058 (72 Stat. 1676) ] 

$ 1. 1244(e) — 1 REcoRDS To BE KEPT AND INFQR~ATIoN To BE FILED 
WITII TIIE RETURN. — (a) By the corporation. — The plan to issue stock 
which qualifies under section 1244 must appear upon the records of the 
corporation. In addition, in order to substantiate an ordinary loss 
deduction claimed by its shareholders, the corporation should maintain 
records showing the following: 

(1) The persons to whom stock was issued pursuant to the plan, 
the date of issuance to each, and a description of the amount and type 
of consideration received from each; 

(2) If the consideration received is property, the basis in the hands 
of the shareholder and the fair market value of such property when 
received by the corporation; 

3) Which certificates represent stock issued pursuant to the plan; 
4) The amount of money and the basis in the hands of the corpo- 

ration of other property received after June 80, 1958, and before the 
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adoption of the plan for its stock, as a contribution to capital, and 
as aid-in surplus; 

5) The equity capital of the corporation on the date of adoption of 
the plan; and 

(6) Information relating to any tax-free stock dividend made with 
respect to stock issued pursuant to the plan and any reorganization in 
which stock is transferred by the corporation in exchange for stock 
issued pursuant to the plan. 

(b) By the taxpayer. — Any person who claims a deduction for an 
ordinary loss on stock under section 1244 shall file with his income tax 
return for the year in which a deduction for the loss is claimed a 
statement setting forth: 

(1) The address of the corporation that issued the stock; 
(2) The manner in which the stock was acquired by such person 

and the nature and amount of the consideration paid; and 
(8) If the stock was acquired in a nontaxable transaction in 

exchange for property other than money — the type of property, 
its fair. market value on the date of transfer to the corporation, 
and its adjusted basis on such date. 

In addition, a person who owns section 1244 stock in a corporation 
shall maintain records suScient to distinguish sucli stock from any 
other stock he may own in the corporation. 

DANA LATIIAM, 
Comm2ssi oner of Interna/ Revenue. 

Approved October 4, 1960. 
FRED C. SORIBNERq JR. 

q 

Acting Secretary of the Treasury. 
(Filed by the Division of the Federal Register on October 7, 1960, 8:48 a. m. , and published in the issue of the Federal Register for October 8, 1960, 25 F. R. 9675) 

26 CFR 1, 1244(c) — 1: Section 1244 stock defined. T. D. 6508 ' 
TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A. , PART 1. — 

INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953 
Section 1. 1244(c) — 1(g) (2) of the regulations under the Internal 

Revenue Code of 1954. 

DEPARTMENT OF TIIE TREASURY~ 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

Washington 88', D. C. 
To Officers and Employees of the Internal Eevenue Service and 

Others Concerned: 
On October 8, 1960, a notice of proposed rulemaking regarding 

regulations under section 1244 (relating to losses on small business 
stock) of the Internal Revenue Code of 1954, as added by section 202 
(b) of the Small Business Tax Revision Act of 1958 (72 Stat. 1676), was published in the Federal Register (25 F. R. 9682). No objection to the rules proposed having been received during the 80-day period 
prescribed in the notice, the regulations as so published are hereby 
adopted. 

'25 F. R. 12345. 
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$ 1. 1244(c) — 1 SEcTIoN 1244 STocK DEFINED. 

(g) Grow receipts. 
(2) The requirement of subparagraph (1) of this paragraph need 

not be satisfied if for the applicable period the aggregate amount of 
deductions allowed to the corporation exceeds the aggregate amount 
of. its gross income. But for this purpose the deductions allowed by 
section 172, relating to the net operating loss deduction, and by sec- 
tions 242, 248, 244, and 245, relating to certain special deductions 
for corporations, shall not be taken into account. Notwithstanding 
the provisions of this subparagraph and of subparagraph (1) of this 
paragraph, pursuant to the speciiic delegation of authority granted 
in section 1244(e) to prescribe such regulations as may be necessary 
to carry out the purposes of section 1244, ordinary loss treatment wi/1 
not be available with respect to stock of a corporation which is not 
largely an operating company within the five most recent taxable 
years (or such lesser period as the corporation is in existence) ending 
before the date of the loss. Thus, for example, assume that a person 
who is not a dealer in real estate forms a corporation which issues 
stock to him which meets all the formal requirements of section 1244 
stock. The corporation then acquires a piece of unimproved real 
estate which it holds as an investment. The property declines in value 
and the stockholder sells his stock at a loss. The loss does not qualify 
for ordinary loss treatment under section 1244 but must be treated 
as a capital loss. 

(This Treasury Decision is issued under the authority contained 
in sections 1244(e) and 7805 of the Internal Revenue Code of 1954 
(72 Stat. 1678; 26 U. S. C. 1244(e); 684. Stat. 917; 26 U. S. C. 7805). ) 

DANA LATIIAM, 
Com77ussioner o f internal Eeeen~e. 

Approved November 29, 1960. 
DAVID A. LINDSAT, 

Acting 8ecretary o f tfie Treasury. 

(Filed by the Division of the Federal Register on December 1, 1960, 8:49 a. m. , 
and published in the issue of the Federal Register for December 2, 1960, 
25 F. R. 1264@) 

SUBCHAPTER Q. — RKAMUSTMKNT OF TAX BETWEEN YEARS AND 
SPECIAL LIMITATIONS 

PART II. — MITIGATION OF EFFECT OF LIMITATIONS AND OTHER PROVISIONS 

SF CTION 1818. — DEFINITIONS 

26 CFR 1. 1818 (a) — 3: Final disposition of a claim 
for refund. 

Comparison of the use of the term "determination" with its use 
in section 547 of the Code. See Rev. Rul. 60 — 287, page 188. 

585726' — 61 17 
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SUBCHAPTER R. — ELECTION OF CERTAIN PARTNERSHIPS AND 
PROPRIETORSHIPS AS TO TAXABLE STATUS 

SECTION 1861. — UXINCORPORATED BUSIXESS ENTER- 
PRISES ELECTING TO BE TAXED AS DOMESTIC 
CORPORATIONS 

26 CFR 1. 1661: Statutory provisions; unin- 
corporated business enterprises electing 
to be taxed as domestic corporations. 

T. D. 6496 ' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOML&' TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953 

Regulations under section 1361 of the Internal Revenue Code of 
1954 and under section 63 of the Technical Amendments Act of 1958. 

DEPARTMENT OI' THE TREASVRY) 
OFFICE OF CO3IMISSIONER OI INTERNAL REVENUE) 

lVaghin&7ton 8O) D. C. 
2'o Ogcerg and Emp/oyeeg oj the Interne/ Reventfe Servtce and 

Othere Concerned: 
On April 8, 1959, notice of proposed rulemakiag regarding the 

regulations under section 1M1 of the Internal Revenue Code of 1954 
and section 68 of the Technical Amendments Act of 1958 [72 Stat, 
1649] [P. L. 85 — 866, C. B. 1958 — 8, 254] was published in the Federal 
Register (24 F. R. 2681). After careful consideration of all such 
relevant rnatter as was presented by interested persons regarding the 
rules proposed, the following regulations are hereby adopted. Such 
regulations supersede paragraph 23 of Treasury Decision 6118 (19 F. R. 9896), approved December 80, 1954 [C. B. 1955 — 1, 698], as 
amended by Treasury Decision 6124 (20 F. R. 1204), approved Feb- 
ruary 24, 1955 [C. B. 1955 — 1, 719], and also supersede Treasury Deci- 
sion 6832 (28 F. R. 8606), approved October 80, 1958 [C. B. 1958 — 2 
1108]. (In addition, paragraphs 20 and 21 of Treasury Decision 6118 
were superseded, respectively, by Treasury Decision 6296 (23 F. R 
4529), approved June 16, 1958 [C. B. 1958 — 2, 482] ) and Treasury Deci- 
sion 6364 (24 F. R. 1178), approved February 12, 1959 [C. B. 1959— 
1, 546]. ) 

Except as specifically provided otherwise, the regulations hereby 
prescribed are applicable for taxable years beginning after December 
81, 1953, and ending after August 16, 1954. 

TABLE OF CONTENTS Section 
1. 1361 
1. 1361-1 

1. 1361-2 
1. 1361-3 
1. 1361 — 4 

Statutory provisions. 
Unincorporated business 'enterprises electing to be taxed as domestic 

corporations. 
Qualifications. 
Code provisions applicable. 
Pension or profit-sharing l&lan. 

' The publication of this Treasury Decision in 25 F. R. 9723. dated October 11, 1960, contains (1) instructions for modifying the notice of proposed rulemaking published in 24 F. R. 2681, dated April 8, 1959, and (2) the full context of the regulations with such modiflcations. As here published, the Treasury Decision reflects the full contest of such regulationrs with mo&liflcations. The individual instructions have been omitted. 
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Section 
1. 1861 — 5 Election irrevocable. 
1. 1861 — 6 Change of ownership of 20 percent or more. 
1. 1361-7 Imposition of taxes on section 1861 corporation. 
1. 1861-8 Personal holding company income. 
1. 1361 — 9 Computation of taxable income. 
1. 1361-10 Distributions other than in liquidation. 
1. 1861 — 11 Distributions in liquidation. 
1. 1361 — 12 Organizations and reorganizations. 
1. 1861 — 13 Basis. 
1. 1861 — 14 Records, statements, and returns. 
1. 1361 — 15 Revocation of election and tolling of statute of limitations. 

AvT1ICRITT: $$ 1. 1861 to 1. 1361 — 15, incl. , issued under sec. 7805, I. R. C. 1954; 
68A Stat. 917; 26 U. S. C. 7805. 

$ 1. 1361 STATUTORY PROVISIONS) UNINCORPORATED BUSINESS 
ENTERPRISES ELECTING TO BE TAXED AS DOMESTIC CORPORATIONS. 

SEC. 1361. UNINCORPORATED BUSINESS ENTERPRISES ELECT- 
ING TO BE TAXED AS DOMESTIC CORPORATIONS. 

(a) GENERAL RVI, E. — Subject to the qualifications in subsection (b), 
an election may be made, in accordance with regulations prescribed 
by the Secretary or his delegate, not later than 60 days after the close 
of any taxable year of a proprietorship or partnership owning an unin- 
corporated business enterprise, by the proprietor or all the partners, 
owning an interest in such enterprise at any time on or after the first 
day of the first taxable year to which the election applies or of the year 
described in subsection (f), to be subject to the taxes described in sub- 
section (h) as a domestic corporation for such year and subsequent 
years. 

(b) QVALIPIOATIONS. — The election described in subsection (a) may 
not be made with respect to an unincorporated business enterprise unless 
at all times during the period on or after the first day of the first taxable 
year to which the election applies or of the year described in subsection 
(f), as the case may be, and on or before the date of election— 

(1) Such enterprise is owned by an individual, or by a partner- 
ship consisting of not more than 50 individual members; 

(2) No proprietor or partner having more than a 10 percent in- 
terest in profits or capital of such enterprise is a proprietor or a 
partner having more than a 10 percent interest in profits or capital 
of any other unincorporated business enterprise taxable as a do- 
mestic corporation; 

(8) No proprietor or partner of such enterprise is a nonresident 
alien or a foreign partnership; and 

(4) Such enterprise is one in which capital is a material income 
producing factor, or 50 percent or more of the gross income of such 
enterprise consists of gains, profits, or income derived from trading 
as a principal or from buying and selling real property, stock, secu- 
rities, or commodities for the account of others. 

(c) CCRPCRATE PRovIsIoNs APPLIcABLE. — Under regulations prescribed 
by the Secretary or his delegate, an unincorporated business enterprise 
as to which an election has been made under subsection (a), shall, 
except as provided in subsection (m), be considered a corporation for 
purposes of this subtitle, except chapter 2 thereof, with respect to opera- 
tion, distributions, sale of an interest, and any other purpose; and each 
owner of an interest in such enterprise shall be considered a shareholder 
thereof in proportion to his interest. 

(d) LIMITATIoN. — A partner or proprietor of an unincorporated busi- 
ness enterprise as to which an election has been made under subsection 
(a) shall not be considered an employee for purposes of section 401(a) 
(relating to employees' pension trusts, etc. ). 

(e) ELEGTIoN IRREvocARLE. — Except as provided in subsection (f), the 
election described in subsection (a) shall be irrevocable— 

(1) With respect to an enterprise as to which such election has 
been made and the proprietor or partners of such enterprise; and. 
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(2) Any unincorporated successor to the business of such enter- 
prise and the proprietor or partners of such successor. 

(f) CIIANGE CF OwNERSHIP. — In any year in which the electing pro- 
prietor or partners have an interest of 80 percent or less in profits and 
capital of an enterprise described in subsection (e), such enterprise 
shall not be considered a domestic corporation for such year or for 
subsequent years unless the proprietor or partners of such enterprise 
make a new election in accordance with subsection (a). 

(g) CCNBTRUcTIvE OWNERBHIP. — Icor purposes of subsection (f), the 
ownership of an interest shall be determined in accordance with the rules 
for constructive ownership of stock provided in section 207(c) other than 
paragraph (3) thereof. 

(h) IMPosITICN oF TAxEs. — The unincorporated business enterprise 
as to which an election has been made under subsection (a) shall be 
subject to— 

(1) The normal tax and surtax imposed by section 11, 
(2) The accumulated earnings tax imposed by section o31, and 
(3) The alternative tax for capital gains imposed by section 1201. 

(i) PERSONAL HOLDING COMPAN'Y INCOME. — 
(1) ExcLUDED FRoM INcoME oF ENTERPRIsE. — There shall not be 

included in the gross income of the enterprise as to which an 
election has been made uuder subsection (a) any personal holding 
company income (as defined in section fi43), except income earned 
by such enterprise from buying and selling real property, stock, 
sem1rities, or commodities for the account of others. 

(2) INcoME AND DEDUOTIGNs oF owNERs. — Any personal holding 
co1npany income not inclucled in the gross income of the enter- 
prise under paragraph (1), and the expenses attributable thereto, 
shall be treated as the income and deductions of the proprietor or 
partners (in accorclance with their distributive shares of partner- 
ship income) of such enterprise. 

(3) DIsTRIBUTIoNs. — If the amount of personal holding company 
income includible under paragraph (2) in the income of the pro- 
prietor or partner is distributed to him during the year earned, 
such amount shall not be taxed as a corporate distribution. The 
amount of such income not distributed during such year shall be 
considered as paid-in surplus or as a contribution to capital as of the 
close of such year. 

(4) RENTs AND RoxALTIES. — For the purpose of determining 
whether rents, and mineral, oil, or gas royalties constitute personal 
holding company income under paragraph (1), all income earned 
by the enterprise in any taxable year shall enter into the deter- 
mination of its gross income for such year. 

(j) CoMPUTATIoN oF TAxABLE INco5IE. — In computing the taxable 
income of an unincorporated business enterprise as to Ivhich an election 
has been made under subsection (a)— 

(1) A reasonable deduction shall be allowed for salary or com- 
pensation to a proprietor or partner for services actually rendered; 
and 

(2) There shall be allowed as deductions only such items properly 
allocable to the operation of the business of such enterprise, except 
deductions allocable to the proprietor or partners under subsection 
(i) (2). 

(k) DIsTRIBUTICNs OTHER THAN IN LIQUIDATICN. — ExcePt as Pro- 
vided in subsection (1), a distribution with respect to a proprietor- 
ship or partnership interest by an enterprise as to which an election 
has been made under subsection (a), other than a distribution of per- 
sonal holding company income under subsection (i) (3), shall be treated 
as a corporate distribution in accordance with part I of subchapter C 
of this chapter. 

(l) DISTRIBUTIGNs IN LIQUIDATICN. — A distribution in Partial or com- 
plete liquidation with respect to a proprietorship or partnership in- 
terest by an enterprise as to which an election has been made under 
subsection (a), shall be treated as a corporate liquidation in accord- 
ance with part II of subchapter C of this chapter. 

(m) ORGANIzATICNs AND RECRGANIXATIov. — An enterPrise as to which 
an election has been made under subsection (a) shall not be consid'ered 
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a corporation, nor shall the proprietor or partners of such enterprise 
be considered shareholders, for purposes of parts III and IV of sub- 
chapter C of this chapter (relating to corporate organizations, and re- 
organizations, and insolvency reorganizations) except in the ease of— 

(I) A. contribution of property, constituting either paid-in sur- 
plus or a contribution to capital, on which gain or loss is recog- 
nized; and 

(2) The organization of an enterprise as to which the election 
described in subsection (a) is made for its iirst taxable year. 

$1. 1861 — 1 UNINcoRPQRATED BUsINEss ENTXRPRIsKs ELEOTINO To 
BE TAxED As DCMEsTIc CORPORATIONs. — (a) General rule. — (1) Section 
1861 provides that, if certain qualifications are met, the proprietor 
or the partners of an unincorporated enterprise engaged in the oper- 
ation of a trade or business may elect to have the enterprise treated 
as a domestic corporation subject to (i) the normal tax and surtax 
imposed by section 11, (ii) the accumulated earnings tax imposed by 
section 581, and (iii) the alternative tax for capital gains imposed by 
section 1201(a). An election made under section 1361 shall apply 
to the taxable year for which made and, to all subsequent taxable 
years. Such election shall be irrevocable except as provided in 
$ 1. 1361 — 15. See, however, paragraph (b) of $ 1. 1361 — 5 for effect of 
ceasing to conduct the business of the enterprise in an unincorporated 
form, arid $ 1. 1361 — 6 for e6'ect of a change of ownership. An elec- 
tion may be made only with respect to taxable years of a proprietor 
or partnership beginning after December 81, 1953, and ending after 
Au st 16, 1954. 

g 

2) An enterprise with respect to which an election under section 
1861 applies shall be referred to as a "section 1361 corporation". 

(3) A section 1861 corporation shall be treated as a domestic cor- 
poration and the proprietor or partners thereof shall be treated as 
shareholders of such a corporation except to the extent otherwise 
provided in sectio~ 1861 and the regulations under such section. 

(b) 3funner of making election. — The election under section 1861 
shall be made by filing a statement that the proprietor or partners, 
as the case may be, elect under section 1361 to have the enterprise 
treated as a domestic corporation. The st, a, tement shall be filed with 
the district director with whom the enterprise would be required. to 
file its income tax return if it were an actual corporation. See section 
6091(b) (2). The statement shall be filed during the first 60 days 
after the close of. the first taxable year of the proprietor or partner- 
ship to which the election is applicable. The statement shall give 
sufficient information to establish that the enterprise meets the quali- 
fications set forth in section 1861(b) and $ 1. 1361 — 2. It shall also 
contain an agreement by the proprietor or partners to notify the 
district director with whom the statement is filed in the event a 
change of ownership occurs (as described in paragraph (a) (2) of 
$ 1. 1861 — 6), or if the owners cease conducting the business of the en- 
terprise in an unincorporated form. The statement shall be signed 
by the proprietor of, or all the partners owning a profits or capital 
interest in, the enterprise at, any time during the period beginning on 
the first day of the first taxable year to which the election applies 
and ending on the day on which the election is filed. A proprietor 
or partner having an interest in the enterprise at any time during 
the first taxable year with respect to which the election applies is re- 
quired to sign the statement even though he held no such interest at 
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the end of such year or at the tinie tlie election is file. & proprietor or 
partner who acquired his interest after the end of the first taxable 
year to which the election applies but prior to the date the election 
is filed is also required to assent to the election by signing the state 
ment, even though he held no interest at any time during the first tax 
able year to which the election applies. If in a year subsequent to tlie 
first taxable year with respect to which the election applies a chaiige, 
of ownership occurs (as described in paragraph (a) (2) of $ 1. 1361-6) 
which under the provisions of section 1361(f) causes the enterprise no 
longer to be considered a section 1361 corporation unless a new elec- 
tion is made, such new election shall be made under the provisions of 
this paragraph in the same manner as an original election. 

(c) Accounting methods ond accounting period. — In determining 
the methods of. accounting or taxable year that may be used by a 
section 1361 corporation as of the first day to which the election 
applies, such corporation shall be treated as the same person as the 
proprietor who makes the election or as the partnership that is sub- 
ject to the election, except as provided in paragraph (a) (4) of f 1. 361- 
9, relating to carryover items. For example, if prior to the first 
taxable year to which the election applies, a partnership uses the cash 
method of accounting, the section 1361 corporation must continue to 
use the cash method unless the Cominissioner consents to a change. 
See section 446 and paragraph (e) of $ 1. 446 — 1. For definition of 
the term "method of accounting", see paragraph (a) (1) of $ 1. 446 — 1, 
For other rules applicable to accounting periods, see part I of sub- 
chapter K, and the regulations thereunder. 

$ 1. 1361 — 2 Qvxr. iFzn rzoNs. — (a) General rule. — (1) Section 1361 
(b) prescribes qualifications all of which must be satisfied by the 
enterprise and its owners before an election may be made under section 
1361(a) . These qualifications are described in paragraphs (b) through (e) of this section. The qualifications must be met during 
the period beginning on the first day of the first taxable year of the 
enterprise to which the election applies and ending on the day the elec- 
tion is filed. The same qualifications must be met in the event of a new 
election after a change of ownership occurs (as described in para- 
graph (a) (2) of $ 1. 1361 — 6). In such an event, the period during 
which the qualifications must be met begins on the first day of tlie 
taxable year in which the change of ownership occurs and ends on the 
day the new election is filed. 

(2) If a valid election has been made and if such election has not 
been terminated by reason of a cliange of ownership, the qualifications 
prescribed by section 1361(b) do not apply for subsequent taxable 
years of the section 1361 corporation. 

(b) O~onership of tJie enterprise. — At, all times during the period described in paragraph (a) (1) of this section, the enterprise must be 
an. unincorporated business enterprise owned by an individual or a 
partnership consisting of not, inore than 50 members all of whom are 
individuals. In cletermining the number of members of a partner- 
ship, all partners with an interest in partnership profits or capital, or both, must be taken into account. 

(c) 8ame opener of tn o enterpn'ses. — (1) iVo electio™y be made 
with respect, to an enterprise which is owned at any time dugan~ the 
period described in paragraph (a) (j) of this sectjon by a proprietor 
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who at the sanie tiine is the proprietor of, or who has more than a 10- 
percent partnerwliip interest in the profits or the capital of, any section 
1861 corporation. 

(2) No election may be made with respect to an enterprise owned 
by a partnership, any partner of which has at any time during the 
period described in paragraph. (a) (1) of this section more than a 10- 
percent interest in the profits or the capital of such enterprise, if at 
the same time such partner is the proprietor of, or has more than a 
10-percent partnership interest in the profits or capital of, any section 
1861 corporation. 

(d) Nonresident eHena and foreign pm'tnenhi p8. — No election may 
be made with respect to an enterprise which at any time during the 
period described in paragraph (a) (1) of this section is owned by a 
proprietor who is a nonresident alien, by a partnership any member 
of which is a nonresident alien, or by a foreign partnership. 

(e) Nature of income. — (1) An election may not be made with 
respect to an enterprise unless, during the period described in para- 
graph (a) (1) of this section, (i) the enterprise is one in which capi- 
tal is a material income-producing factor, or (ii) 50 percent or more 
of the gross income of the enterprise consists of gains, profits, or 
income derived from trading as a principal or from either buying 
or selling real property, stock, securities or commodities for the account 
of others. Inconie derived from trading as a principal (other than 
personal liolding company income as defined in section 548) shall be 
combined with income derived from buying or selling for the account 
of others in determining whether the 50-percent requirement is 
satisfied. 

(9) The determination of whether capital is a material income- 
producing factor must be made by reference to all the facts of each 
case. Capital is a material income-producing factor if a substantial 
portion of the gross income of the business (other than income ex- 
cluded. from gross income of the enterprise under section 1861(i) (1) ) 
is attributable to the employment of capital in the business conducted 
by the enterprise. Capital is not a material income-producing factor 
where gross income of the enterprise consists principally of fees, com- 
missions, or other compensation for personal services performed by 
the owners or employees of the enterprise. Thus, an. enterprise en- 
gaged in rendering professional services such as law, accounting, medi- 
cine, or engineering; ordinarily is not an enterprise in which capital 
is a material income-producing factor. On the other hand, capital 
is ordinarily a material income-producing factor if the operation of 
the business requires substantial inventories or substantial investments 
in plant, machinery, or other equipment. 

(8) The o0-percent determination described in subparagraph (1) 
of this paragraph is made by reference to gross income, other than 
personal holding company income excluded from gross income by 
section 1861(i) (1). The determination is made by reference to the 
gross income of the entire period described in paragraph (a) (1) of 
this section; it is not necessary that the 50-percent test be satisfied on 
each day during such period. 

$ 1. 1861-8 Conz Priovrsrovs Arri, rcxnrz. — (a) Su&6tle A. — (1) 
Except as otherwise provided in section 1861 and the regulations there- 
under, the provisions of subtitle A of the Internal Revenue Code of 
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1954 shall apply as if the section 1861 corporation were a domestic 
corporation commencing on the first day of the first taxable year to 
which the election applies. 

(2) For purposes of subtitle A the proprietor of a section 1861 
corporation shall be considered a shareholder thereof owning 100 per- 
cent of the stock. Each partner in a partnership to which an election 
under section 1861 applies shall be considered a shareholder in the 
section 1861 corporation in proportion to his interest in the profits 
of the partnership or, where the applicable provisions of subtitle A 
depend on his capital interest, in proportion to his interest in the 
capital of the partnership. See paragraph (a) of $1. 1861 — 18 for 
rules relating to basis of stock in a section 1861 corporation. 

(8) A section 1861 corporation is not entitled to make an election 
under subchapter S of chapter 1. 

(4) A section 1861 corporation may not be a member of an aSliated 
group which files a consolidated return. See section 1504(b) (7). 

(5) In determining self-employment income for purposes of chap- 
ter 9 of subtitle A. , the income of a proprietor or a partner shall be 

determined in acco~rdance with paragraph (b) (6) or (8) of $ 1. 1402 

(a) — 1, as the case may be, without regard to any election under 
section 1861. 

(b) Snhtit te C. — For purposes of subtitle C, relating to employment 
taxes, an enterprise to which section 1861 applies shall not be treated 
as a domestic corporation and each owner shall be treated as a pro- 
prietor or a partner, as the case may be. Accordingly, an owner is not, 

treated as an employee for purposes of that subtitle even though he 
receives payments from the enterprise which are regarded as salary 
or compensation under section 1861 ( j ) . 

(c) Subtitle F. — (1) Except as otherwise provided in section 1861 
and the regulations thereunder, subtitle F and the regulations there- 
under, relat, ing to procedure and administration, shall apply to a 
section 1861 corporation in the same manner as they apply to a do- 
mestic corporation actually incorporated under local law. For rules 

applying certain of the pertinent provisions of subtitle F to a section 
1861 corporation and for special rules applying only to a section 1861 
corporation, see $ 1. 1861 — 14. 

(o) The income tax return of a section 1861 corporation shall be 
filed on Form llo0 in accordance with the instructions applicable to 
such form and in accordance with the regulations under section 
1861. If the section 1861 corporation is owned by a proprietor the 
return shall be filed in the name of the proprietor. If the section 1861 
corporation is owned by partners, the return shall be filed in the name 
of all the parties thereof as well as in the trade name, if any, under 
which the partnership is operated. If because of the number of part- 
ners it is impracticable to list the name of each partner, there shall be 
listed only the names of the three partners owning the largest interest 
in the enterprise, followed by the words "and others, " or if there are 
no such three partners, then there shall be listed the names of any 
three partners whose aggregate interest is at least as large as the 
aggregate interest of any other three partners. The return shall be 
clearly designated as an income tax return of a section 1861 corpo- 
ration. Such return shall be signed by the proprietor or by any 
general partner of the enterprise. If the section 1861 corporation is 
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owned by a proprietor, there shall be attached to such return a 
schedule of the personal holding company income and the expenses 
attributable thereto. If the section 1861 corporation is owned by 
partners, there shall be attached to the return a statement setting forth 
the name and address of each partner, and each partner's distributive 
share of the personal holding company income and the expenses at- 
i. ributable thereto. See $ 1. 1861 — 8. The provisions of this subpara- 
graph shall apply to returns filed after June 80, 1959. For rules ap- 
plicable to returns filed before July 1, 1959, see Treasury Decision 
6124, approved February 24, 1955 (20 F. R. 1204; 26 CFR (1954) 
Parts 1 to 19 (1958 Rev. ) page10). 

(8) For the first taxable year to which the election applies a section 
1861 corporation shall not be subject to those provisions of subtitle 
F ivhich relate to declarations and payment of estimated income tax 
by corporations but it shall be subject to such provisions for all sub- 
sequent taxable years to which the election applies. 

(4) The proprietor of a section 1861 corporation shall be liable for 
tlie taxes imposed on such corporation. The partners of a section 1861 
corporation shall be jointly and severally liable for the taxes imposed 
on such corporation. The proprietor or partners shall also be liable 
for interest, additions to the tax, and penalties imposed by subtitle F. 

$ 1. 1861& PENSIGN oR PRoFIT-SHARING PLAN. — A proprietor or 
partner of a section 1861 corporation shall not be considered an em- 
ployee for purposes of section 401(a) (relating to employees' pension 
trusts, etc. ). Accordingly, such a proprietor or partner may not par- 
ticipate in any stock bonus, pension, prost-sharing, or annuity plan to 
which section 401 or 408 applies which the section 1861 corporation 
inay have for its employees. 

$ 1. 1861 — 5 KLEOTION IRREvooAEM. — (a) Conducting of business in 
unincorporated form. — Except as provided in ( 1. 1861 — 6 (relating to 
effect of change of ownership) and $ 1. 1861 — 15 (relating to revocation 
of election within stated pei~od of time), an election made under sec- 
tion 1861(a) is irrevocable so long as the business of the enterprise is 
conducted in an unincorporated form. A. section 1861 corporation, 
and any unincorporated successor to the business thereof, shall be 
taxable as a domestic corporation for the taxable year with respect 
to which the election is made and for all subsequent taxable years, and 
the proprietor or partners of the enterprise shall be treated as cor- 
porate shareholders for the same period. The election applies not 
only to the original enterprise and. its owner or owners but also to 
any unincorporated successor to the business of the original enterprise 
and to the owner or owners of such successor. For example, the ter- 
mination of a partnership under applicable local law and the transfer 
of the business to a new partnership does not, terminate the election 
unless a change of ownership occurs (as described in paragraph (a) (2) 
of $ 1. 1861 — 6) and no new election is made. 

(b) Effect of ceasing to conduct business in an unincorporated 
form, — Except as provided in paragraph (a) of this section, an elec- 
tion made under section 1861 continues so long as the business of the 
enterprise is conducted in an unincorporated form. If the owners 
cease conducting the business of the enterprise in an unincorporated 
form the election terminates and the assets of. the enterprise are 
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deemed to have been distributed to the owners in a complete liquida- 
tion of the section 1861 corporation. The e]feet of the liquidation 
on the owners sliall be determined under the provisions of sections 
881, 884(a) and, in appropriate cases, 841. Therefore, if a substan 
tial part of the business is transferred to an actual corporation, the 
transaction shall be treated as if immediately before the transfer all 
of the assets of the enterprise had been distributed to the owners in a 
complete liquidation. Accordingly, the transfer of the assets to the 
actual corporation shall be treated as a transfer made by the owners 

in their individual capacities immediately after the liquidation. 

$ 1, 1861 — 6 CHANGE oF OwNKRsHIP oF 20 PKROKNT oR MQRE. — (a) Jn 
general. — (1) If at. any time during any taxable year of a section 1861 
corporation a change of ownership occurs (as described in subpara- 

graph (2) of this paragraph) then the enterprise shall not be consid- 
ered a domestic corporation for such year or for subsequent years, 
unless a new election is made in accordance. with section 1861(a) and 

$ 1. 1861 — 1. Such a change of ownership may be the result of one or 
more transactions occurring over the entire period beginning v-ith the 
date of the most recent election. Thus, a change of ownership may 
result from a transfer or a series of transfers by one or more of the 
owners of any part of their interest in the enterprise. Transfers of. 

interests between electing partners are not taken into account in deter- 
mining whether a change of ownership has occurred. For example, 
if A and B are the electing partners, a sale by B of part or all of his 
interest to A is not taken into account in determining whether a change 
of ownership has occurred. 

(2) For purposes of the regulations under section 1861 a change 
of ownership occurs when, for any reason, the proprietor or partners 
who made the most recent election have a combined interest of 80 per- 
cent or less in profits and capital of the section 1861 corporation. But 
see paragraph (d) of this section, relating to the application of con- 
structive ownership rules to determine whether a change of owner- 
ship has occurred. 

(b) New eleotiom after change of ownership. — A new election after 
a change of ownership may be made only in accordance with section 
1861(a) and $ 1. 1861 — 1. Such election shall be made during the first 
60 days after the close of the taxable year of the enterprise in which 
the change of ownership occurs. If such new election is made, then 
the enterprise shall continue to be treated as the section 1861 corpora- 
tion. In such a case, the transfer of any interest during such taxable 
year shall be treated as the sale or other disposition of stock in a 
cor oration. 

c) Fai7ui'e to maire negro election after ohomge oj ouinership. — If 
during the taxable year of a section 1861 corporation a change of 
ownership occurs and if no new election is made, then the section 1861 
corporation and its owners shall be treated as if the corporation had 
distributed its assets in a complete liquidation on the first, day of the 
corporation's taxable year in which the change of ownership occurs 
The effect of the liquidation on the owners shall be determined under 
the provisions of section 881, 884 (a) and, in appropriate cases, 841. 
the enterprise is a proprietorship, then as of the first day of such 
taxable year, the owner shall be treated as if. he had used the assets 
deemed received i» liquidation, in the conduct of an unincorporated 
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business. Accordingly, any transfer by him during such taxable 
year shall be treated as a sale or other disposition of assets of the 
business. If the enterprise is a partnership, then the partners shall be 
treated as if they had contributed the assets deemed received in 
liquidation to a new partnership as of the moment such assets were 
deemed received. Accordingly, any transfer of an owner's interest 
during such taxable year shall be treated as a sale or other disposition 
of a partner's interest in a partnership, and any transfer of the enter- 
prise's property during such taxable year shall be treated as a sale 
or other disposition of property by a partnership. 

(d) Constructive otonershi p. — For the purpose of determining 
whether a change of ownership has occurred, the rules for constructive 
ownership of stock provided in section 267(c), other than paragraph 
(8) thereof, shall apply. For example, if the sole proprietor of an 
enterprise sells or gives a 80-percent interest to his brother, no change 
of ownership will be considered to have occun ed. 

(e) Effect of death of proprietor or partner. — The death of a pro- 
prietor or partner shall not be taken into account in determining 
whether a change of ownership has occurred if the person or persons 
who are beneficially entitled. to the decedent's interest in the section 
1861 corporation could have received such interest immediately prior 
to the decedent's death without causing a change of ownership. The 
provisions of this paragraph may be illustrated by the following 
example: 

Example. Immediately prior to his death A owned a 50-percent 
interest in a section 1861 corporation. Under A's will his 50-percent 
interest is divided equally among his wife and children. Since the 
wife and children are persons to whom A could have transferred his 
interest immediately prior to his death without causing a change of 
ownership under section 1861(f), no change of ownership will be 
deemed to have occurred. 

1. 1861 — 7 IMPosITIGN oF TAxEs oN SEGTIGN 1861 CGRPQRATIGN. — 
(a) Genera/. — A section 1861 corporation is subject to (1) the normal 
tax and surtax imposed by section 11, (2) the a, ccumulated earnings 
tax imposed by section 581, and (8) the alternative tax for capital 
gains imposed by section 1201 (a) . 

('b) Personal koMing company tax. — A section 1861 corporation is 
not subject to the personal holding company tax imposed by section 541. 

$ 1. 1861 — 8 PERSONAL HOLDING COMPANY INCOME. — (a) General 
rale. — Personal holding company income received or accrued. by a 
section 1861 corporation shall not be included in its gross income. For 
this purpose, the term "personal holding company income" means 
personal holding company income as defined in section 548 and the 
regulations thereunder, other than income received or accrued from 
either buying or selling real property, Stock, securities, or commodities 
for the account of others. 

(b) Income and deductions of owners. — (1) Personal holding com- 
pany income and. the deductions attributable to such income shall be 
treated as the income and deductions of the owner or owners of the 
section 1861 corporation whether or not such income is distributed. 
Such income and deductions shall be taken into account by an owner 
for his taxable year end. ing with, or within which ends, the taxable 
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year of the corporation. Such income and deductions shaH be al- 
located among paitners in accordance with their distributive shares 
of partnership incoine and deductions. For rules applicable in de- 
termining such distributive shares, see $ 1. 704 — 1. 

(9) In determining the deductions attributable to personal holding 
company income for any taxable year of a section 1861 corporation, 
the rules of this subparagraph shall apply. AH deductible items 
properly chargeable to personal holding company income shall be 
allocated thereto. For example, repairs to, taxes and depreciation on, 
and other expenses properly chargeable to, rental property or the 
collection of rental income shall be allocated to rental income. All 
deductible items properly chargeable to income other than personal 
holding company income shall be allocated to such income. For ex- 
ample, cost of goods sold, sales taxes, wages of salesmen, and other 
expenses properly chargea~ble to a retail business shall be allocated to 
income from such business. All remaining deductible items may be 
allocated in the proportion which the amount of each such type of 
income bears to total income, or in any other reasonable manner. 

(c) Distr&'Actions. — (1) The rules of this paragraph shall apply in 
determining whether a distribution is a distribution of net personal 
holding company income or a corporate distribution. For purposes 
of this paragraph, the term "net personal holding company income" 
means the amount, of personal holding company income received or 
accrued during the taxable year by a section 1861 corporation less 
the deductions properly attributable to such income (determined in 
accordance with paragraph (b) (2) of this section) for the taxable 
year. 

(9) If a section 1861 corporation and an owner of an interest in 
such corporation have the same taxable year, distributions of. money 
during any taxable year of the corporation to an owner shall be con- 
sidered distributions of net personal holding coinpany income to the 
extent of the oner's share of such income for such taxable year. All 
distributions of property (other than money) and distributions of 
money which are not considered distributions of net personal holding 
company income under the preceding sentence shall be considered 
cor orate distributions. 

8) If a section 1861 corporation and an owner of. an interest in 
such corporation have difFerent taxable years, then- 

(i) Distributions of money to such owner during the period begin- 
ning on the first day of any taxable year of the corporation and end- 
ing on the last day of the owner's taxable year which ends within 
such taxable year of the corporation, shall be considered distributions 
of net personal holding company income to tlie extent of the owner's 
share of such income for such period, and 

(ii) Distribution of money to siich owner during the remaining 
period of such taxable year of the corporation shall be considered 
distributions of net personal holding company income to the extent 
of the sum of- 

(a) Such owner's share of net personal holding company income 
for such rema, ining period, and 

(5) His share of net personal holding company income for the 
prior portion of the corporation's taxable year to the extent, that such 
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share was not distributed to him in money during such portion of such 
taxable year. 

(iii) All distributions of property and distributions of money in 
excess of the amounts described in subdivisions (i) and (ii) of this 
subparagraph shall be treated as corporate distributions. 

(4) The excess of the amount of personal holding company income 
(less the deductions attributable thereto) treated as the income of an 
owner for a taxable year of a section 1M1 corporation over the amount, 
of net personal holding company income distributed to such owner 
during such year shall be considered as pa, id-in surplus or as a con- 
tribution to capital as of the close of the year, and such excess shall 
be added to the owner's basis for his stock in the corporation. 

(d) Eenf» and royaPie8. — For the purpose of determining whether 
rents and mineral, oil, or gas royalt, ies are personal holding company 
income under section 548 for any taxable year, all gross income re- 
ceived or accrued during the taxable year shall be taken into account, 
notwithstanding section 1861(i) (1). Thus, if a section 1861 cor- 
poration receives or accrues for its taxable year $85, 000 from a mer- 
cantile business, $25, 000 from dividends, and $40, 000 from rents, the 
amount of such rents is personal holding company income because 
it does not constitute 50 percent or more of. the gross income received. 
or accrued by the corporation for the taxable year. 

$ 1. 1861 — 9 COMPUTATION OF TAXABLE INOOME. — (a) In general. — 
(1) Except as otherwise provided in section 1861 and. the regulations 
thereunder, subtitle A. shall apply in determining the taxable income 
of a section 1M1 corporation in the same manner tha, t it applies in 
determining the taxable income of a domestic corporation. Thus, 
in determining its taxable income, such a corporation is entitled to a 
deduction for reasonable salary or compensation paicl to its owner or 
owners for services rendered to the corporation. The amount allow- 
able as a deduction for such payments is determined under section 162 
and $ 1. 169 — 7. In order to distinguish a payment of compensation 
from a distribution to an owner, the section 1861 corporation should 
indicate on its books and records the nature of any amount paid to 
an owner. See paragraph (b) (1) of $ 1. 1861 — 14. 

(9) A. section 1861 corporation shall be allowed a deduction only 
for those items of. expense which are properly allocable to the opera- 
tion of the business of the corporation and for which no deduction v as 
allowable to the proprietor, partnership or partners for any taxable 
year. Any amount paid by the corporation in satisfaction of a liability 
of an owner which is unrelated to the conduct of the business shall not 
be deductible unless such payment is in fact compensation for personal 
services performed for the corporation by such owner. 

(8) All amounts of income received or accrued by a section 1361 
corporation which (i) are attributable to transactions occurring before 
the first day to which the election applies and (ii) are not properly 
includible in the gross income of the owners for a previous taxable 
year, must be included in the gross income of the corporation to the 
same extent that they would have been included in the gross income of 
the owners if. no election had been made. 

(4) Any ca, rryover or carryback of an item of a sect, ion 1861 corpo- 
ration (such as a carryover or carryback under section 170, 179, or 
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1212) attributable to a taxable year to which section 1M1 applies may 
be carried over or carried back only to another taxable year of such 
corporation and then may be used solely in computing the taxable 
income of such corporation. Similarly, any carryover or carryback 
arising out of the concluct of the business enterprise in a year to which 
sectioii 1661 is not, applicable may not be carried over or carried back 
to the corporation for a year to which section 1861 applies, but should 

be carried over or carried back by the owners in computing their 
individual income tax liabilities. 

(b) 8pecial i~des; — (1) Personal holding company income and the 
deductions attributable to such income shall not be included in comput- 
ing the taxable income of a section 1861 corporation. See ( 1. 1661 — 8, 

(2) A section 1;Nl corporation shall not be entitled to the deduc- 
tions provided for in section 242, relating to partially tax-exempt 
interest, and sections 246 through 245, relating to deductions for divi- 
dends received. 

(8) Amounts paid by a section 1861 corporation in satisfaction of 
an owner's tax liability under local law for a taxable year to which 
the election applies are deductible by the corporation (and not by the 
owner) to the extent, such tax liability is attributable to property used 

by the corporation or to taxable income of. the corporation, However, 
amounts paid in excess of the tax liability so attributable shall be 
treated;is additional compensation or as a distribution to the owner 
whose liability is satisfied. The determination of the amount of tax 
liability attributable to property used by the corporation or to tax- 
able income of the corporation shall be made in a manner that is 
reason:ible in the light of all the facts in each case. 

e3 1. 1861-10 DisrRIRUTION OTHER THAN IN LIQUIDATIoN. — (a) 
General ~le. — (1) Except as provided in paragraph (b) of this sec- 
tion, all distributions from a section 1861 corporation to an owner of 
such corporation, with respect to his interest in such corporation, 
occurring at, any time on or after the first day of the first taxable year 
to which the election applies shall be treated as corporate distributions 
to a shareholder in accordance with part, I of subchapter C. Thus, for 
example, if a calendar year partnership makes a distribution in March 
1958, and subsequently the partners make an election under section 
1861 for 1058& the distribution is treated as a corporate distribution 
unless otherwise provided in paragraph (b) of this section. 

(2) A dist, ribution to an owner by a section 1861 corporation 
shall not ordinarily be considered a distribution in redemption of 
stock unless such dist, riknition is in complete termination of his inter- 
est in the corporation. See paragraph (b) of $ 1. 1861 — 11, relating 
to requirements of written plan. 

(b) Except&on. — The provisions of paragraph (a) (1) of this sec- 
tion shall not apply to— 

(1) A distribution in partial or complete liquidation of a 
section 1, '361 corporation; 

(2) A distribu'tion of net personal holding company iIicome; 
And 

(6) A distribution which is used by an owner of a section 
1361 corporation to pay an expense or obligation (including 
taxes under local or Federal law) properly atti. ibutable to the 
business enterprise, whether or not, such expense or obligation 
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was incurred prior to the first taxable year to which the elec- 
tion under section 1861 applies. For example, if an owner of 
a section 1861 corporation withdraws money from the business 
to pay the previous year's local real property tax attributable 
to property used in the business enterprise or the portion of his 
last quarterly payment of estimated tax for the previous year 
attributable to the business enterprise, such withdrawals would 
not be subject to the provisions of paragraph (a) (1) of this 
section even if for the previous year the enterprise was not a 
section 1861 corporation. 

(c) Earnings and' profits. — A section 1861 corporation shall main- 
tain an earnings and profits account which shall be computed in 
accordance witii the rules applicable generally to domestic corpora- 
tions, except that the receipt and distribution of personal holding 
company income (and expenses attributable thereto) shall not, be 
taken into account in determining the amount of earnings and 
profits for the taxable year or accumulated earnings and profits. 

$ 1. 1861 — 11 DISTRIBUTIONS IN I~IQUIDATION. — (a) General riile. — 
A section 1861 corporation may make distributions to its owners in 
complete or partial liquidation of the corporation. In addition, 
the failure to continue conducting the business of the enterprise in 
an unincorporated form, or the failure to make a new election after 
a change of ownership, results in a liquidation of the section 1861 
corporation. See paragraph (b) of $ 1. 1861 — 5, and. paragraph (c) 
of $ 1. 1861 — 6. The effect of sucli distributions shall be determined 
in accordance with the appropriate provisions of part II of subchapter 
C and the regulations thereunder. See, however, paragraph (c) of 
this section. 

(b) Requirement of ioritten p/an. — Except as provided in para- 
graph (b) of $ 1. 1861 — 5, and paragraph (c) of $ 1. 1861 — 6, a section 
1861 corporation shall not be considered to have made a distribution 
in partial or complete liquidation, or a distribution in redemption of 
stock, unless prior to the date of the distribution the corporation adopts 
a written plan providing for such liquidation or redemption. More- 
over, the requirements of section 6048 (relating to information 
returns) and paragraph (d) of $ 1. 881 — 1 (relating to returns of share- 
holders) must be complied with. 

(c) Distributions not treated as liquuEating aistribMHons. — Distri- 
butions by a, section 1861 corporation shall not be treated as distribu- 
tions in liquidation under part II of subchapter C if the owner or 
owners use the assets received in the distribution to conduct substan- 
tially the same business in an unincorporated form as that conducted 
by the corporation. In such a case, the section 1861 corporation shall 
continue in existence and any withdrawal of assets from the business 
shall be treated as a distribution which is not in partial or complete 
liquidation of the corporation. 

$ 1. 1861 — 12 ORGANxzATIONs AND REQRGANIzATIoNs. — (a) Gener ai 
rale. — Except as provided in paragraphs (b) and (c) of this section, 
a section 1861 corporation shall not be considered a corporation nor 
shall its owners be considered shareholders for purposes of parts III 
and IV of subchapter C, relating to corporate organizations and 
reorganizations, and to insolvency reorganizations. 



(b) Contributions to capital. — In any case where gain or loss would 
be recognized upon the contribution of property constituting either 
paid-in surplus or a contribution to capital by a shareholder to a 
corporation, gain or loss shall be recognized upon a similar contribu- 
tion to a section 1861 corporation. For example, in a case where a shareholder in an actual corporation would recognize gain under 
section 857 on a transfer of property, an owner of a section 1861 
corporation shall also recognize gain in~a similar transaction, 

(c) Elections made for frat taxable year of an enterprise. — In any case in which the election under section 1861(a) is made with respect to the first taxable year of an unincorporated enterprise, the appro- priate provisions of part III of subchapter C shall be applicable with 
respect to its initial organization. For example, for the purpose of 
determining whether gain or loss is recognized upon the organization of the enterprise, the provisions of section 851 and section 857 shall 
be applicable as if the owners had contributed property or services 
in exchange for corporate stock. 

$ 1. 1861 — 18 BAsis. — (a) Basis of stools. — (1) If a proprietor 
makes an election under section 1861(a), the basis of his stock in the section ] 861 corporation as of the first day to which the election applies shal l be determined as if he had exchanged all the assets and liabilities of the enterprise on such first day for the stock of the corporation. Therefore, the basis of such stock is equal to the basis of the property exchanged, decreased by the amount, of liabilities of the enterprise and increased by the amount of gain recognized by the proprietor on the exchange. See $ 1. 1861 — 19. 

(9) If partners make an election under section 1861(a) and the first taxable year to which the election applies is not the first taxable year of the partnership, each partner's basis for his stock in the section 1861 corporation as of the first day to which the election applies shall be equal to the basis of his partnership interest (determmed under 
P 1. 705 — 1) at the end of the prior taxable year of the patrnership decreased by his share of the partnership liabilities as of the end of. 
such prior taxable year and increased by his share of any gain recognized by the partnership, See paragraph (b) of $ 1. 1861 — 19, (8) If a partnership makes an election uiider section 1861(a) which apphes to its first taxable year, each partner's basis for his stock in the section 1861 corporation as of the first, day to which the election applies shall be determined under the appropriate provisions of part III of subchapter C as though the partner had contributed property in exchange for stock. Thus, a partner's basis for his stock in a section 1861 corporation will be determined under section 858. See para- graph (c) of $ 1. 1861 — 19. 

(b) Basis of property. — As of the first day to which the election ap- plies, the basis of property held by a section 1861 corporation shall be the same as its basis in the hands of the proprietor or partnership (or in the hands of the partners in a case where the election applies to t»e first taxable year of a partnership), increased by any gain recogniz« as a result of the election. See $ 1. 1861 — 19. 
f 1. 1861-14 REcoRDS, STATEMENTs AND RETURNs. — (a) In gen- eral. — Except as otherwise provided in the regulations under section 1861, a section 1861 corporation is required to keep records, render 
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statements, anti make returns in the same manner as a domestic corpo- ration. For rules applicable to the filing of income tax returns on Form 1120 by such a corporation, see paragraph (c) (2) of $ 1. 1'361 — '3. 
A section 1361 corporation is also required to file such other returns, 
forms, documents, or statenients as are required of a domestic corpora- 
tion under subtitle F. For example, a section 1361 corporation is re- 
quired to file Forms 1099 and 1096 with respect to clistributions of 
dividends of $10 or more to its owners during the calendar year in 
accordance with section 6042 and the regulations thereunder. Such 
other returns, forms, documents, or statements should indicate that 
the reporting enterprise is a section 1361 corporation. 

(b) Other record. — The following other records shall be main- 
tained by a section 1361 corporation: 

(1) Separate records shiill be maintained for payments to owners 
of a section 1, '361 corporation in order that a determination may be 
made as to whether such payments are compensation for personal serv- 
ices to which section 1361(j) applies, or are distributions which may 
be treated either as corporate distributions or as distributions of per- 
sonal holcling company income. 

(2) In the case of a partnership, separate capital accounts shall be 
maintained for each partner. Such accounts shall set forth the orig- 
inal capital contribution, adjustments thereto ( for example, because of 
an owneris share of undistributecl personal holding company income), 
and any other information necessary to estiiblish ea~ch partner's interest 
in the section 1'361 corporation. 

(8) A section 1361 corporation shall maintain records of all trans- 
fers of interests by its owners made at any time during the period the 
election under section 1361 applies, showing the names of the trans- 
feror and the transferee, the relationship between them, and the inter- 
est transf erred. 

(4) Tile records of;i section 1361 corporation shall be maintained in 
such a manner that assets, liabilities, income, and expenses of the sec- 
tion 1861 corporation are shown separately and distinctly from assets, 
liabilities, income, and expenses of the owners which do not relate to 
the enterprise. Moreover, separate records shall be maintained for 
personal holding income ~and deductions attributable thereto. 

(5) For rules applicable to the earnings and profits account to be 
maintained by a section 1861 corporation, see paragraph (c) of 
$ 1. 1861-10, 

$ 1. 1361 — 15 REVOCATION OF ELECTION AND TOLLING OF STATUTE OF 
LihfITATIGNs. — (a) Provisions of section 6'8 of the Technic@/ Amend- 
menfs Act of 18@8. — Section 63 of the Technical Amenclments Act of 
1958 (V2 Stat. 1649), approved September 2, 1958, provides as follows: 

SEC. 63. REVOCATION OF ELECTION PERAIITTINO CERTAIN 
PROPRIETORSHIPS AND PARTNERSHIPS TO BE TAXED AS 
CORPORATIONS [TECHNICAL AliIENDAIENTS ACT OF i%8 
(72 STAT. 1640) ]. 

(a) REvocATIoN oF ELEcTICN. — If— 
(1) A statement of au election to be taxed as a doniestic corpora- 

tion is heretofore or hereafter Qiled ivith respect to any unincor- 
porated business enterprise under section 1361 of the Internal 
Revenue Code of 1064, and 

(2) Such filing is in accordance with regulations prescribed by 
the Secretary of the Treasurv or his delegate, 

58OTEO' — 81 18 
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then such statement of election shall be treated as a valid election; but 
such election may be revoked (in accordance with regulations pre 
scribed by the Secretary of the Treasury or his delegate) after the date 
of the enactment of this section and on or before the last day of the third 
month following the month in which regulations prescribed under such 
section 1861 are published in the Federal Register. 

(b) ToLLING oF STATUTE oF LIMITATIQNs. — In the case of any election 
referred to in subsection (a) with respect to any unincorporated business 
enterprise— 

(1) The statutory period for the assessment of any deficiency 
against any taxpayer for any taxable year, to the extent such defi- 
ciency is attributable to such enterprise and to the period to which 
such election applies (or would apply but for a revocation under 
subsection (a) ), shall not expire before the expiration date specified 
in subsection (c); and such deficiency may be assessed at any time 
on or before such expiration date, notwithstanding any law or rule 
of law which would otherwise prevent such assessment. 

(2) If credit or refund of the amount of any overpayment is pre- 
vented, at any time on or before the expiration date specified in 
subsection (c), by the operation of any law or rule of law (other 
than chapter 74 of the Internal Revenue Code of 1964, relating to 
closing agreements and compromises), credit or refund of such over- 
payment may, nevertheless, be allowed or made, to the extent such 
overpayment is attributable to such enterprise and to the period 
referred to in paragraph (1), if claim therefor is filed on or before 
the expiration date specified in subsection (c) . 

(c) ExriaArzoN DAFE DzFzNEO. — For purposes of subsection (b), the 
term "expiration date" means that day which is one year after whichever 
of the following days is the earlier: 

(1) The last day of the third month following the month in which 
regulations prescribed under section 1861 of the Internal Revenue 
Code of 1954 are published in the Federal Register; or 

(2) If the election is revoked under subsection (a), the day on 
which such revocation is filed with the Secretary of the Treasury or 
his delegate. 

(d) ExcErTmN. — This section shall not apply to any statement of 
election filed with respect to any unincorporated business. enterprise 
under section 1861 of the Internal Revenue Code of IM4, if, before the 
date of the enactment of this Act, such statement of election has been 
withdrawn with the permission of the Secretary of the Treasury or his 
delegate. 

(b) In genera/. — A. statement of election to be taxed as a domestic 
corporation under section 1861 shall be treated as a valid election if 
filed in. accordance with regulations prescribed by the Secretary or his 
delegate. Thus, if a stateinent of election to be taxed as a corporation 
has been filed in accordance with the provisions of Treasury Decision 
6124, approved February 24, 1955 (20 F. R. 1204; 26 CFR (1N4) 
Parts 1 to 19 (1058 Rev. ) page 10) such statement of election shall be 
treated as a valid election, except as provided in paragraph (f) of this 
section, relating to statements of election withdrawn with the per- 
mission of the Internal Revenue Service. Any such election (or any 
election. made in accordance with $ 1. 1361 — 1) may be revoked (not- 
withstanding any provision to the contrary in section 1861), on or 
before the last day of the third month following the month in which 
the final regulations under section 1361 are published in the Federal 
Register. If a, new election has been made after a change of owner- 
ship described in section 1861(f), then such new election, or the 
original election, or both, may be revoked, Any revocation shall be 
eQ'ective only if made in accordance with the provisions of par~oraph 
(c) of this section. A revocation under this section may be made 
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notwithstanding the fact that the sectioii 1361 corporation has been actually incorporated or completely liquidated. 
(c) 3fanner of revoking election. — (1) The election shall be re- 

voked by filing within the time piescribed in subparagraph (2) of this paragraph both (i) a statement (meeting the requirements of sub- 
paragraph (2) of this paragraph) that the proprietor or the partners, 
as the case may be, revoke the election made under section 1361(a) to have the enterprise taxed as a corporation, and (ii) the amended 
returns required by subparagraph (3) of this p~aragraph. 

(2) The statement of revocation and the amended returns may be 
filed at any time after September 2, 1958, but must be filed on or 
before the last day of the third month following the month in which 
the final regulations under section 1361 are published in the Federal 
Register. In the case of a new election made after a change of owner- 
ship described in section 1361(f), a separate statement, of revocation 
and the amended returns required by subparagraph (3) of this para- 
graph must be filed with respect to each election which is being re- 
voked. The statement of revocation must be signed by the proprietor 
or all of the partners owning an interest in the enterprise at any tinie 
during the period with respect to which the particular election under 
section 1861 would apply but for the revocation. If any individual 
who is required to sign the statement of revocation is deceased, the 
statement shall be signed either by his successor in interest or by the 
executor or administrator of such deceased individual's estate. The 
statement of revocation must be filed with the district director for the 
district in which the statement of election was filed. Such statement 
of revocation must state the name and address under which the income 
tax returns of the section 1M1 corporation were filed for the prior tax- 
able years during which the election would apply but for the revoca- 
tion, and the internal revenue district in which such returns were filecl. 
The statement shall also set forth the names and addresses of the 
individuals afFected by the revocation, their taxable years involved, 
and the internal revenue districts in which the income tax returns of 
such individuals were filed. 

(8) Revocation of the election to be taxed as a corporation shall be 
e6'ective only if the statement of revocation referred to in subpara- 
gra, ph (2) of this paragraph is filed and only if amended income tax 
returns of the proprietor, or partnership returns on Form 1065 (ac- 
companied by amended income tax returns of the partners), are filed. 
Such returns shall be filed for each taxable year afFected by the revoca- 
tion and should be filed with the statement of revocation. However, 
if an amended income tax return is required to be filed with a district 
director other than the district director with whom the statement of 
revocation is filed, a copy of the statement of revocation must be filed 
with each such amended return. The amended income tax and part- 
nership returns shall be filed as if there had been no election macle 
under section 1861. The amended income tax returns shall refiect any 
increase or decrease in tax over the tax previously determined (as de- 
fined in section 1314(a) ) which results from treating the enterprise 
as a proprietorship or as a partnership, as the case may be. See para- 
graph (a) (5) of this section for rules applicable to items of incoine, 
deduction, or credit to be taken into account in determining such in- 
crease or decrease in tax. 
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(d) Effect of revocation. — (1) A revocation made in accordance 
with the provisions of this section shall apply to all taxable years to 
which the particular election would apply but for the revocation. 

(9) The increase or decrease in tax shown on amended returns filed 
in accordance with this section over the tax previously d. etermined (as 
defined in section 1314(a) ) shall not be subject to the additions to tax 
imposed by sections 6651 and 6654, to the extent that such increase oi 
decrease in tax is attributable to the revocation of the election under 
section 1361. The provisions of chapter 67, relating to interest, shag 
be applicable to such increase or decrease in tax. For rules applicable 
in determining the increase or decrease in tax, see paragraph (e) (5) 
of this sect, ion. 

(3) If the election under section 1361 is revoked, any election or 
option made on the corporation return, Form 1120, filed for the enter- 
prise shall be deemed to have been made by the proprietor, partners 
or partnership, and sucli election or option shall be given eRect in the 
making of amended income tax and partnership returns required to 
be filed by paragraph (c) (3) of this section. 

(e) Tolling of stetMte of llaw'tutioru. — (1) notwithstanding any 
law or rule of law wliich would otherwise prevent an assessment, the 
statutory period for the assessment, and collection of any deficiency 
attributable to an enterprise which has made an election under section 
1361 (whether or not revoked) shall not expire until after the expira- 
tion date specified in subparagraph (4) of this paragraph. For rules 
applicable in determining such deficiency, see subparagraph (5) of 
this paragraph. 

(9) If credit or refund of any overpayment attributable to an. 
enterprise which has made an election under section 1361 (whether or 
not revoked) is prevented at any time on or before the expiration date 
specifiied in subparagraph (4) of this paragraph by the operation of 
any law or rule of law (other than chapter 74 of the 1954 Code, relat- 
ing to compromises and closing agreements), credit or refund of such 
overpayment may nevertheless be allowed or made if claim therefor 
is fiiled on or before such expiration date. For rules applicable in 
determining such overpayment, see subparagraph (5) of this 
paragraph. 

(3) A deficiency or overpayment in tax described in subparagraph 
(1) or (2) of this paragraph may be determined with respect to (i) 
an enterprise for which an election under section 1361 was made, 
(ii) the electing proprietor or partners, and (iii) any other taxpayer 
afFected by the election. 

(4) The term "expiration date" means that date which is one year 
after whichever of the following days is the earlier: 

(i) The last day of the third month following the month in which 
final regulations under section 1361 are published in the Federal 
Re~ister; or 

(ii) If the election is revoked, the day on which an efFective revo- 
cation is made. 

(5) For purposes of this section, the deficiency or overpayment 
in tax attributable to an enterprise for which an election under section 
1361 was made, shall be that amount of the increase or decrease in 
tax over the tax previously determined (as defined in section 1314(a) ) for any taxable year which results from the correct treatment of all 
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items which pertain to the enterprise. Items of income. , deduction, 
or credit completely unrelated to the enterprise shall not be taken 
into account, For example, the failure to claim a deduction for a 
dependent or the improper taking of such a deduction;ire not adjust- 
ments which are attributable to the enterprise. IIowever, due regard 
shall be given to the effect which an adjustment attributable to the 
enterprise may have on the computation of gross income, taxable 
income and other matters under subtitle A of the 1954 Code. Thus, 
for example, if such an adjustment results in an increase in an individ- 
ual's adjusted gross income, it may be necessary to recompute the 
deduction for charitable contributions or medical expenses since the 
amount of those deductions is determined or limited by the amount, of 
the taxpayer's adjusted gross income. An adjustment attributable to 
the enterprise may afFect more than one taxpayer and more tlran one 
taxable year. For example, if an election by a partnership is revoked, 
it will be necessary to recompute the income tax liability of all members 
of the partnership for all taxable years to which the election applied. 
Similar computations will be necessary for any other taxable year 
afi'ected, or treated as aA'ected, by a net operating loss deduction (as 
defined in section 179) or by ta capital loss carryover (as defined in 
section 1212) determined with reference to any taxable year to which 
an election applied (or would have applied for a revocation of such 
election). Moreover, if an election is revoked the income tax paid by 
the enterprise shall be treated as an overpayment of tax and shall be 
refunded or credited. On the other hand, if the election is not revoked, 
it may be necessary to make adjustments to the taxable income of the 
section 1861 corporation. Such adjustments may be necessary, for 
example, because of the failure to report items of income or to c~laim 

deductions. In addition, adjustments in items of' income or deduction 
allocable to a proprietor or partner may be necessary. Such adjust- 
ments may be required, for example, because of failure to include 
personal holding company income or dividend distributions. More- 
over, items which have been taken into account in filing the corpora- 
tion return, Form 1120, for the section 1M1 corporation, which items 
should have been taken into account in the returns of the proprietor 
or partners, or vice versa, are to be given proper efFect in determining 
the increase or decrease in tax. 

(f) Exception. — The provisions of this section do not apply to— 
(1) Any statement of election filed in accordance with Treasury 

Decision 6194 which statement was withdrawn before September 0, 
1958, with the permission of the Internal Revenue Service, and 

(2) Any deficiency or overpayment of any taxpayer for any taxable 
year during which a statement of election described in subparagraph 
(1) of this paragraph was applicable, attributable to the withdrawal 
described in such subparagraph (1). 

DANA LATHAMi 
Comfnf'ssioner of Internal Eefienue. 

Approved October 6, 1960. 
FRED C. SCRIBNERt JR 

Acting 8ecretery of the Treosury. 

(Fued by the Division of the Federal Register on October 10, 1960, 8:50 a. rn. , and yub- 

lished in the issue of the Federal Register for October 11, 1960, 25 F. R. 9|29) 



$ 1402. l 264 

CHAPTER 2. — TAX ON SELF-EMPLOYMENT INCOME 

SECTION 1402. — DEFINITIONS 

26 CFR 1. 1409(a) — 1: Net earnings from 
self employment. 

Payments received under a fellowship grant in excess of the limi- 
tations of section 117(b) (9) (B) of the Internal Revenue Code of 
1954. See Rev. Rul. 60-878, page 88. 

CHAPTER 3. — WITHHOLDING OF TAX ON NONRESIDENT 
ALIENS AND FOREIGN CORPORATIONS AND TAX-FREE 
COVENANT BONDS 

SUBCHAPTER A. — NONRESIDENT ALIENS AND FOREIGN 
CORPORATIONS 

SECTION 1441. — WITHHOLDING OF TA. X ON 
NONRESIDENT ALIENS 

Rev. Rul. 60 — 249 26 CFR 1. 1441 — 1: Requirement for withhold- 
ing of tax on nonresident aliens and foreign 
corporations. 

(Also Part IV, United States-France Income 
Tax Convention. ) 

Where a nonresident alien individual enters a horse in a race in 
the United States, any winner's purse received is subject to the with- 
holding of income tax under section 1441 of the Internal Revenue 
Code of 1954, in the absence of definite information that he does not 
intend to enter a horse in another race in this country during the 
taxable year, even though such winnings may be exempt from Fed- 
eral income tax under the provisions of a tax convention. 

Revenue Ruling 58 — 68, C. B. 1958 — 1, 624, amplified. 

Advice has been requested whether a winner's purse received by a 
nonresident alien individual from the entry of a horse in a race in the 
United States is subject to the withholding of income tax even though 
the winnings may be exempt from Federal income tax under a tax 
convention. 

Revenue Ruling 58 — 63, C. B. 1958 — 1, 694, holds that a nonresident 
alien individual does not acquire a permanent establishment in the 
United States by entering a horse in a single race in this country. 
Although a winner's purse received by the owner of a racing stable 
operated for prost is considered to be commercial proits, the winnings 
concerned in that Revenue Ruling were held exempt from Federal 
income tax under the United States-France Income Tax Convention, 
T. D. 5499, C. B. 1946 — 1, 134, because the nonresident alien, a citizen 
and resident of France, did not have a permanent establishment in the 
United States. 
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Section 1441 of the Internal Revenue Code of 1054, with certain exceptions not here pertinent, requires the withholding of tax at the source with respect to all items of fixed or determinable annual or periodical gains, profits, or income from sources within the United States paid to a nonresident alien individual. See also Revenue Rul Ing 58 — 470, C. B. 1058 — 2, 60. 
Although, by the entry of a horse in only one race in this country, a nonresident alien does not acquire a "permanent establishment" in the United States and the winnings from the race therefore may be exempt from Federal income tax under the terms of a tax conven- tion, a "permanent establishment" may be acquired by the»onresi- dent alien's entering his horse, or other horses owned by him, in other races in the United States during the taxable year. 
Accordingly, it is held that in the absence of definite information that a nonresident alien individual does not intend to enter a horse in anotlier race in the United States during the taxable year, tax niust be withheld from the winnings received by such nonresident alien from the entry of a horse in a race in this country, even though such 

winning mav be exempt from Federal income tax under the provi- sions of a tax convention. 
Revenue Ruling 58 — 68 C. B. 1M8 — 1, 624, is hereby amplified to hold that, in the absence of definite information that a nonresident alien individtial does not intend to enter a horse in more than one race in the United States during the taxable year, tax must be withheld from the winnings received by the taxpayer from the entry of a horse in a race in this country, even though such winnings may be exempt from Federal income tax under the provisions of a tax convention. 

(Also Section 1442; 1. 1442 — 1. ) Rev. Rul. 60 — 288 
Schedule of withholding tax rates under conventions, to which the United States is a party, to be applied by withholding agents within the United States with respect to payments of dividends, 

interest, royalties, and real estate rentals made to nonresident 
aliens and nonresident foreign corporations. 

Revenue Ruling i7 — 991, C. B. 19o7 — 2, 606, superseded. 

There is set forth below a revised table for withholding of tax at 
the source, in the case of nonresident alien individuals aiid nonresi- 
dent forei~ corporations, incident, to the administration of the several 
income tax conventions to which the United States is a party. This 
table supersedes the table which appears in Revenue Ruling 57 — 301, 
C. B. 1M7 — 2, 606. 

The exemptions from, or reduced rates of', Unitecl States tax, 
varying as between countries and as to specific items of income, require 
withholding agents to consult, before disbursement of such income, 
the provisions of the Treasury Decision applicable to the country of 
the taxpayer (nonresident of the United States) to whom the payinent 
is being made. The table has been confined to dividends, interest, 
royalties, ancl real estate rentals, which, with few exceptions, include 
practically all income subject to withholding uncler sections 1441 ancl 
1442 of the Internal Revenue Code of 1M4r 
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Rates of United States tax to he toithhetd at the source in the case of nonresident atiens 
and nonresident foreign corporatzons pursuant to eaisting income tax conventions 

Country 

Australis 
Austria 
Belgium (") ----- — — — —--- 
Canada 
Denmark 
Finland 
France. 
Germany 
Greece 
Honduras 
Ireland 

5Italy 
Japan 
Netherlands 
Netherlands Ant 
New Zealand 
Norway 
Pakistan 
South Africa 
Sweden 
Switzerland 
United Kingdom 
United Kingdom Colonies 25 

Dividends 

15%%u 
' 

15&jf S 6 

156/ 3 

15% So 
15% 35 
15% 86 
15%%u 3 

15%%us 
3 16 

NE 
NE 
i5% 42 

NE 
15% 35 
15% 35 
15%%uo 

' '---- 
15% 85 
15%»3 
NE 
1(1% 14 

15% 45 
15% '6 

Interest 1 

NE 
E 3 11 24 

15% 3 

15% 3 

E 3 

E 3 

15% 8 

P 316 
P 88 
F, 8 

p 46 
NE 
15% 3 

F 35 
P 35 
NE E' 
NE 
NE 
NE 

igi 45 
E 4621 

Royalties 

E 23 
E 3 11 15 25 

P 2 

15% 3 12 

E 3 

E 3 55 

E 3 

E 3 

P 311 
ES 
p 4 

E 3 

F, 3 

NE 15 

E 3 

p 3u26 
NE 
E 14 

E 8 

P 26 

P 26 

Realestate 
rentals and 

natural 
resource 
royalties 

NES 
NE '- 

NE' 
15% ''--- 
NE8. 
NE 5 

NES 
NF. 3 

NES 
NES 
15% 6' 
NE 8 

NE 8 

NE3 
NES 
NP 15 

N&Ei 8 

NE 
NE 8 

iNE 
E 8 

15% 46 

Applicable Treasury 
Decisions 

6108, C. B. 1954 — 2, 614. 
6322, C. B. 1958 2, 1088. 
6056, C. B. 1954-1 

& 
132. 

6047, C. B. 1953 — 
2& 59. 

5692, C. B. 1949 — 
1& 104. 

6030 
& 
C. B. 1953 — 2, 185. 

6273, C. B. 1957 — 2, 1020. 
6122, C. B. 1955-1, 641. 
6109, C. B. 1954-2, 638. 
6264, C. B. 1957-2, 1040. 
5897, C. B. 1952-1, 89. 
6215, C. B. 1956-2, 1105. 
6130, C. B. 1955-1, 665. 
5690, C. B. 1949-1, 92. 
6153, C. B. 1955 — 2& 777. 
5957, C. B. 1953 — 1& 238. 
5956, C. B. 1953 — 

1& 228. (n) 
6431, C. B. 1960 — 1, 755. 
None issued. » 
4975, C, B. 1940-2, 43. 
5867, C. B. 1951-2, 75. 
5582, C. B. 1946-2, 73. 
6437& C B 1960 1& 767 

Definitions: 
E — Exempt. 
NE — Not exempt — Tax to be withheld at the statutory rate prescribed by sections 1441 and. 1442 of the 

Internal Revenue Code of 1954. 
References: 

1. Except interest on tax-free covenant bonds issued before January 1, 1934, as to which the obligor hss 
assumed liability for tax greater than 2 percent af such interest. 

2. Copyright rayslties only. 
3, Applicable if no permanent estab)jshment in United States. 
4. Applicable if no permanent establishment in United States snd subject to tax of the other contracting 

party. 
5. The rate is five percent on dividends paid by domestic subsidiary corporation subject to prescribed 

conditions. 
6. Does not apply to interest paid by controlled corporation. 
7. Does not apply to interest paid by controlled corporation nor to interest on mortgages seemed on real 

estate. 
8. Recipient may elect to be subject to tax on a net basis by Sing Farm 1040B. 
9. Recipient may elect to be subject to tax on a net basis but only on real property by filmg Form 1040B. 
10. No exemption exaept motion picture fill rentals; net basis tax elective (on filing Form 1040B) on 

real property rentals, natural resource royalties, and industrial royalties (other than Sm rentals). 
11. Does not apply to motion picture film rentals or royalties, 
12. See the Income Tax Convention between the United States and the Union of South Africa effective 

July 1, 1946, appearing in Culnulative Bulletin 1954-21 651, 655. 
13. Copyright royalties are exempt from tax and withholding provided the taxpayer hss no permanent 

establishment in the United States. 
14. Applicable whether or not engaged in trade or business in United States. 
15. Applies only if the German company deriving dividend owns at least 10 percent of voting stock af 

tbe domestic corporation paying dividend. 
16. Not applicable to interest on debts secured by mortgsges on fsrlns, timberlands, or real property used 

wholly or partly for housing purposes. 
17. Not applicable to interest on debts secured by mortgsges. 
18. Motion pictum film rentals are taxed at s rate of 10 percent. 
19. Applies only to s pakistan company owning shares carrying more than 50 percent of the voting power 

in the United States corporation paying the dividend. 
20. Applicable to the following Overseas Territories of the United Kingdom: Aden, Antigua, Barbados 

British Honduras, Cyprus, Dominica, Falkland Islands, Gambia, Grenada, Jamaica, MonVSnrrat, Nigeria, 
Federation of Rhodesia and Nyssaland, Federation of St. Christopher, Nevis, snd Anguills, St. Lucis, 
St. Vincent, Seychelles, Sierra Leone, Trinidad and Tobago, and the Virgin Islands. 

21. Applies only to the Federation of Rhodesia and Nyasalsnd. 
22. Revised withholding regulations in process. 
23. Applicable to the Trust Territory of Rusnda-Urundi as per Treasury Decisions 6438, C. B 

739, and 6469, C. B. 1960-1, 752. The question as to whether the Convention now applies to the new state af 
Congo has not been resolved. 

24. The interest exempted shall be an amount not cxeeeding fair and reasonable consideration on indebted- 
ness. 

25. The royalty exempted shall be an amount not exceeding fair snd reasonable consideratio. 
26. Applicable if subject to tax of the other contracting party snd if no permanent establishment in tbe 

United States or if the royalty is not directly associated. with the business carried on through a perlnanent 
establishment in the United States. 
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The exemptions from, or reductions in rate of, United States tax set forth above with respect to interest, royalties, real property rentals and natural resource royalties are applied at, tlie source upon fiiling, by the payee of the income, with the withholding agent in the United States, of the appropriate certificate (or letter, as tlie case may be) as prescribed by regulations (Treasury Decisions citecl above). The reduced rate in the case of dividends (other than those with respect to which the rate of five percent is claimed) is applicable at the source in every case in which the address of the stockholder on the records of the disbursing entity paying the dividend (or on those of the domestic agent receiving such dividend on behalf of the nonresi- dent alien individual or nonresident foreign corporation) is in the foreign country concerned. The reduced rate of five percent, is appli- cable only where the Commissioner of Internal Revenue determines, and so notifies the paying corporation, that such reduced rate applies. 

Release of excess tax withheld, and exemption from, or reduction in rate of, withholding of tax at source in the case of residents of Norway and of Norwegian corporations or other entities, as affected 
by the income tax convention between the United States and Norway. See T. D. 6489, page 630. 

SECTION 1442. — WITHHOLDING- OF TAX ON 
FOREIGN CORPORATIONS 

26 CFR 1. 1442 — 1: Withholding of tax on 
foreign corporations. 

Release of excess tax withheld, and exemption from, or reduction 
in rate of, withholding of tax at source in the case of residents of 
Norway and of Norwegian corporations or other entities, as affected 
by the income tax convention between the United States and Norway. 
See T. D. 6480, page 630. 

Revised schedule of withholding tax rates under conventions. See 
Rev. Rul. 60 — 288, page 265. 

CHAPTER 6. — CONSOLIDATED RETURNS 

SUBCHAPTER A. — RETURNS AND PAYMENT OF TAX 

SECTION 1502. — REGULATIONS 

26 CFR 1. 1502 — 31: Bases of tax computation. Rev. Rul. 60 — 245 
4' corporation which is engaged in the construction business, is the 

common parent of an afiiliated group of corporations which has filed 
'consoliclated income tax returns since 1954. In 1055, . 15 constructed 
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an apartment building for its wholly'-owned, subsidiary, N, a member 
'liated group at a profit of 10+ dollars. The 10a' doll 

profit on this transaction was eliminated on the consolidated return 
of the group for 1955, in accordance with section 1. 1502 — 81(b) (1) (i) 
of the Income Tax Regulations, as an unrealized profit from an 
intercompany transaction. In 1959, 3f sold all of the stock of. N to a, 

party outside the a]filiated group. At the time of the sale of its 
stock, N was still in possession of the apartment building. A'el@, the 
previously eliminated intercompany profit of 10m dollars, less the ex- 
cess of. depreciation on the building based on the construction price 
before the intercompany elimination over the depreciation based on 
the construction price reduced by the intercompany elimination, be- 
came a realized profit of N' and subject to tax as ordinary income in 
1959, the year in which the stock of N was sold to a party outside the 
a61iated group. The basis of the property in the hands of N, as re- 
duced by the intercompany profit, is increased at the time that the N 
stock was sold by the amount of intercompany profit includible in the 
income of 3I. 

(Also Section 922; 1. 922 — 1(a) . ) Rev. Rul. 60 — 289 

An afiiliated group of corporations filing a consolidated return 
may take into account, in the computation of consolidated taxable 
income, unrealized. profits and losses from transactions between 
members of the group occurring in the regular course of trade or 
business, provided such treatment is adopted for bona fide business 
reasons and not for the purpose of tax avoidance. Such practice, 
if adopted, must be consistently followed in all subsequent years 
for which a consolidated return is filed, or is required to be filed, 
and requires the prior approval of the Commissioner of Internal 
Revenue. 

Advice has been requested whether the taxpayer may adopt the 
practice of taking into account, in the computation of consolidated 
taxable income, the gains and losses of its wholly owned. subsidiary 
derived from intercompany transactions, under the circumstances de- 
scribed below. 

The taxpayer, a corporation organized under the laws of the 
United States, is the common parent of an affiliated group of cor- 
porations which files consolidated income tax returns. The parent 
corporation owns all of the capital stock of N, a Mexican corporation. 
Since 1954, the N corporation has been considered. a domestic corpo- 
ration for the purpose of filing consolidated returns under section 
1504(d) of the Code and for the purpose of determining its quali- 
fications as a Western Hemisphere trade corporation under section 
921 of the Code, which qualifications it met during that period. 

Prior to the current year, the N corporation had been selling its 
products to purchasers throughout the world. However, it sold none 
of its products to its parent corporation. Heretofore, the corporation 
liad shipped its products f. o. b. Mexican ports. This manner of sell- 
ing put N at a competitive disadvantage since it requires that cer- 
tain shipping and other costs be borne by the purchaser, as, for ex- 
ample (1) chartering of. a ship, (2) unloading the vessel, (3) tians- 
portation from boat to plant and (4) keeping substantial stock on 
hand. On the other hand, if the products were stored in the United 
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States, the purchasers could pick them up as needed and, in addi- 
tion, the cost of freight, handhng and other charges would be greatly reduced. Such an arrangement woulcl permit a purchaser to buy from E on the same terms~and conditions as he coulcl buy from others. In view of the above and in order to expand its sales to United 
States customers, a plan was adopted whereby E will sell its prod- 
ucts to its parent at the same price and uncler substantially the same 
conditions as it sells to outsiders. The parent, corporation will trans- 
port the products to the U'nited States and stockpile them at strategic 
locations there. It, then will sell and distribute the products on a 
b;isis competitive with other producers. In the instant case, certain 
profits on such intercompany transactions will not be realized prior 
to the end of the taxable year of the group through final transactions 
with persons other than members of the group. 

Section 1509 of the Cocle provides, in part, as follows: 
The Secretary or his delegate shall prescribe such regulations as he may deem 

necessary in order that the tax liability of any affiliat group of corporations 
making a consolidated return " ~ * may be returned, determined, computed, 
assessed, collected, and adjusted, in such a nmnner as clearly to reflect the 
income-tax liability ~ ~ ". 

Section 1. 1502 — 81(b) (1) of the Income Tax Regulations provides, 
insofar as is pertinent here, that, in computing consolidated taxable 
income, intercompany profits which have been realized by the group 
through final transactions with persons outside the group shall not 
be eliminated, but that unrealized profits and losses in transactions 
between members of the aSliated group shall be eliminated. That 
section of the regulations also provides, in part, as follows: 

For the purpose of the regulations under section 1502, a transaction not involv- 
ing a sale or exchange of a capital asset or of property subject to the provisions 
of section 1281 shall not be considered an intercompany transaction if such 
transaction occurs in the regular course of the trade or business of the menibers 
of the group and if such members adopt, with the consent of the Commission and 
subject to such conditions as he deems proper, a consistent accounting practice 
of taking into account in the computation of consolidated taxable income the 
gains and losses reflected in such transactions. 

Section 1, 1509 — 81(a) (1) of the regulations defines consolidated 
taxable income as the combined taxable income of ihe several a$1- 
iated corporations, adjusted for certain additions and reductions. 
One of the reductions permitted is the consolidated section M2 
deduction. 

Section 1. 1502 — 31(a) (15) of the regulations provides as follows: 
The consolidated section 922 deduction, relating to western Hemisphere 

trade corporations, shall be that portion of the consolidated taxable income 
attributable to those members of the affiliated group which are Western Henii- 
sphere trade corporations (computed without regard to the consolidated section 
922 deduction) multiplied by the fraction specified in section 922(2). 

Since the profits on such intercompany transactions had not been 
realized prior to the end of the taxable year of the group, such profits 
are ordinarily eliminated in computing consolidated taxable inconie. 

, 
'See section 1. 1502 — 81(b) (1) (i) of the regulations. If this is done, 
the subsidiary, a 'B~estern Hemisphere trade corporation, coulcl not 
take into account the profits on such transactions for the purpose of 

', determining its section 929 deduction, which is allowed as a reduction 
Iin computing consolidated taxable income uncler section 1. 1502 —:31 



$ 1502. ] 270 

(a) (1) of the regulations. The basis of the property transferred, m 
the hands of the parent corporation, would be the same as in the hands 
of. the subsidiary. See section 1. 1502 — 88 of the regulations. Upon 
sale of the property by the parent in a subsequent year to persons 
outside the group, the profit would no longer be available for the 
purpose of determining the section M2 deduction since the parent 
corporation is not a Western Hemisphere trade corporation. How- 
ever, if permission is granted by the Commissioner of Internal 
Revenue to take sucli intercompany profits into account in computing 
consolidated taxable income for a taxable year, such profits are avail- 
able to the subsidiary, a Western Hemisphere trade corporation, in 
computing its section 922 deduction which, in turn, is taken into 
account in computing 'the consolidated taxable income of the affiliated 
group. Under such circumstances, the subsidiary would be in the 
same position as before, that is, in a position to take such profit into 
account, in determining its section 922 deduction. 

The facts presented in the instant case show that the arrangement 
between X and the parent corporation was entered into for bona fide 
business reasons and not for tlie purpose of tax avoidance. 

Accordingly, it is held that the taxpayer may adopt the practice 
of taking into account, the gains and losses on such intercompany 
transactions in the computation of consolidated taxable income. Such 
practice, if adopted, must be consistently followed in all subsequent 
years for which a consolidated return is filed or required to be filed. 
However, such permission is not to be construed as a waiver of 
the remaining requirements of paragraphs (i) through (xiii) of section 
1. 1502 — 81(b) (1) of the regulations. 

In the instant case, the Commissioner has granted the members 
of the affiliated group of corporations permission to adopt the practice 
of taking into account the gains and losses on such intercompany 
transactions in determining the y'oup's consolidated taxable income, 
pursuant to the authority contamed in section 1. 1502 — 31(b) (1) of 
the regulations, In the event that any other affiliated group wants 
to adopt such a practice, the prior approval of the Commissioner Inust 
be obtained. 

SUBTITLE B. — ESTATE AND GIFT TAXES 

CHAPTER 11. — ESTATE TAX 

SUBCHAPTER A. — ESTATES OF CITIZENS OR RESIDENTS 

PART II. — CREDITS AGAINST TAX 

SECTION 2018. — CREDIT FOR TAX ON PRIOR TRANSFERS 

26 CFR 20. 2018 — 5: "Property" and "transfer" defined. 

Property received as a legatee and not as a creditor of the trans- 
feror's estate. See Rev. Rul. 60 — 247, page 272. 
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PART III. — GROSS ESTATE 

SECTION 2066. — TRANSFERS &VITI4 PiETAINED LIFE 
ESTATE 

26 CFR 20. 2086 — 1: Transfers with 
retained li fe estate. 

T. D. 6501' 

TITLI'. 26- IVTERNAI. REVENUE, 1954 — CIIAPTER I, SUBCHAPTER B, PART 20. — 
ESTATE TAX; ESTATES OF DECEDENTS DYING AFTER AUGUST 16, 1954 

ArnendnIent of regulations under section 2036 of the Internal Revenue Code of 1054, relating to estate tax. 

DEPARTMENT OF TIIE THK. ISURY, 
OrrICE or COMMISSIONER OF INTERNAI. REVENUE, 

6'ashiny ton 8o, D. C. 
To Offtcers and EmpLoyees of the InternaL Revenue h'ervice and 

Others Concerned: 
In order to conform the Estate Tax Regulations (26 CFR Part 20) to section 20, '36(b) of the Internal Revenue Code of 1054, paragraph 

(a) of $ 20. 2086 — 1 is amended to read as follows: 
$ 2U. 203(i — 1 T»AN SEERS ivITI+ RETAINED LIVE EsTATE. — (a) fa general. — A decedent's gross estate includes under section 2036 the value of any interest in property transferred by the decedent after Alarch 3, 1031, Ivhether in trust or otherwise, except to the extent that the transfer was for an adequate and full & onsideration in money or money's worth (see $ 20. 2043 — 1), if the decedent retained or reserved (1) for his life, or (2) for any period not ascertainable 

without refereuce to his death (if the transfer was made afi. er June 6, 1932), or (3) for any period which does not in fact end before his death- 
(i) The use, possession, right to the income, or other enjoyment of the transferred property, or 
(ii) The right, either alone or in conjunction with any other person or 

persons to designate the person or persons who shall possess or enjoy the 
transferred property or its income (except that, if the transfer was made 
before June 7, 1032, the right to designate must be retained by or reserved 
to the decedent a'one) . 

If the decedent retained or reserved an interest or right with respect to all of 
the property transferred by him, the amount to be includecl in his gross estate 
under section 2036 is the value of the entire property, less onlv the value of 
any outstanding income interest which is not subject to the decedent's interest 
or right and which is actuallv being enjoyed by another person at the time of 
the decedent's death. If the decedent retained or reserved an interest or right 
with respect to a part only of the property transferred by him, the amount to 
be included in his gross estate under section 2036 is only a corresponding pro- 
portion of the amount described in the preceding sentence. An interest. or ri ht 
is treated as having been retained or reserved if at the time of the transfer there 
was an understanding, express or implied, that the interest or right would later 
be conferred. 

Because this Treasuly Decision makes only a correcting and lib- 
eralizing change, it is hereby found that it is unnecessary to issue this 
Treasury Decision with notice and public procedure thereon under 
section 4(a) of the Administrative Procedure Act, approved tune 11, 
1946, or subject to the effective date limitation of s~ection 4(c) of that 
Act. 

~ 25 F. R. 10869. 
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(This Treasury Decision is issued under+the authority contained 
in section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805). ) 

DANA LATHAM, 
Commissioner of Internal Revenue. 

Approved November 10, 1960. 
DAvin A. LINnsAx', 

Acting Secretly of the Treasury. 

(Filed by the Division of the Federal Register on November 15, 1960, 8:51 a, ia, 
and published in the issue of the Federal Register for November 16, 1060, 
25 1. R. 10860) 

PART IV. — TAXABLE ESTATE 

SECTION 2058. — EXPENSES, INDEBTEDNESS, AND TAXES 

26 CFR 20. 2058 — 4: Deduction for claims 
against the estate; in general. 

(A. iso Section 2013; 20. 2018 — 5. ) 

Rev. Rul. 60 — 247 

A. deduction, for Federal estate tax purposes, will not be allowed 
for claims against the estate which have not been paid or will not 
be paid because the creditor waives payment, fails to file his claim 
within the time limit and under the conditions prescribed by 
applicable local law, or otherwise fails to enforce payment, An ex- 
ception is made in cases where the claim may be deemed to have 
been paid through the payment of a legacy in an amount at least 
equal to that of the claim, 

Advice has been requested, concerning the deduction, for Federal 
estate tax purposes, of claims against the estate which have not been 

aid or which will not be paid because the creditor waives payment, 
ails to file his claim within the time limit and under the conditions 

prescribed by applicable local law, or otherwise fails to enforce 
payment. 

The question here arises from a United States District Court decision 
in the case of Bertha Jacob Piner v. United States, 158 Fed. Supp 
941, which involved a suit by the executrix to recover estate tax paid by 
the estate of her deceased mother on the grounds that the Commis- 
sioner of Internal Revenue erred in disallowing a deduction for a 
claim of the daughter-executrix against the estate. The claim had 
become void and uncollectible by virtue of noncompliance with the 
applicable state statute. The daughter had loaned. money to her 
mother and had received notes in exchange. The court found that 
there was no question of the legitimacy of the debt. Under the ap- 
plicable state statute, however, a claim not filed in the once of the 
proper authority within a stated period of time becomes void and can 
no longer be the basis of a cause of action. The court found further 
that noncompliance with the statute was inadvertent and that the 
daughter could not profit by the deduction as she was talImg nothing 
under the mother's will. 



The United States District, Court for the Southern District of iVew 
York held for the plainti8 on the ground that the daughter had, on 
date of death, an "enforceable claim" and that no more is needed to 
warrant deduction. It attached no importance to the fact that the 
debt could not be collected. 

Section. 2058(a) of the Internal Revenue Code of 1954 provides. in 
part, that the value of the taxable estate shall be determined by de- 
ducting from the value of the gross estate such amounts for claims 
against the estate as are allowable by the laws of the jurisdiction 
under which the estate is being administered. 

Section 20. 2058 — 4 of the Estate Tax Regulations states, in part, that 
only claims enforceable against the decedent's estate may be deducted. 

In Jacob A. Jacobs, et al. , Executors of the Last Will of . Vorris 
Ei, &enstadt, Deceased, v. Commissioner, 84 Fed. (2d) 288, Ct. D. 128, 
C. B. VIII — 2, 408 (1929), certiorari denied, 280 U. S. 608, the opinion 
of the court was that, Congress intended to provide a deduction for 
those claims which were presented and allowecl or otherwise deter- 
mined as valid against the estate and actually paid or were to be paid. 
In that case a widow elected to accept the provision of the will of her 
deceased husband in her favor in lieu of the amount, provided by an 
antenuptial contract. The antenuptial contract, provided for payment 
of an amount, to her upon his death out of his estate in lieu of dower 
and other marital rights. Under the state law such contract, was valid 
and enforceable against the estate of the deceased husband at the time 
of his death. The court held, however, that the amount stipulated in 
the antenuptial contract was not deductible from the gross estate of 
the decedent for the reasons stated above. 

The principles stated in the Jacobs case were cited with approval 
in John Jacobs, et, al. , Executors of the Wi7l of Carrie Jacobs Brown 
v. Commissioner, 84 B. T. A. 594. There, personal property taxes were 
assessed by a county auditor upon property owned by the decedent. 
Subsequently, the state taxing authorities issued a certificate of im- 
munity which, by state statute, constituted a defense in any action for 
recovery of tice assessment. The taxes assessed had not been paid 
and no demand had been made by the taxing authorities. The court 
held that the assessment was not a claim against the estate and, there- 
fore, the amount was not, deductible for Federal Estate tax purposes. 

Both the Jacobs and the John Jacobs cases were cited with approval 
in Estate of William P. LVefcalf, et al. , v. Commissioner, 7 T. C. 158. 
In that case, real estate taxes and penalties had accrued and consti- 
tuted a lien on certain property of the decedent prior to his death. 
A suit to enforce the lien had been instituted, and the suit was com- 
promised by the estate for a lesser amount than the amount of the 
taxes claimed. The court held that only the lesser amount was de- 
ductible from the gross estate of the decedent. 

In L&'state of Ethel cV. DuVal, et al. , v. Commissioner, 4 T. C. 722, 
a6rmed, 152 Fed, (2d) 108, certiorari denied 828 U, S. 888, a bank, 
owner of a claim against decedent as guarantor of notes, consented to 
distribution of the estate without payment of its claim. It, reserved, 
however, a claim against a co-guarantor. The estate would never be 
required to pay thc claim. The court held t, hat such claim was not 
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deductible from the gross estate of the decedent. The opinion of the 
Tax Court of the United States stated. , "A claim is an assertion of 
a right. If there be no assertion of a, right or if the right to assert 
has been relinquished or abandoned, there is no claim, " 

Accordingly, it is the position of the Internal Revenue Service that 
no deduction will be allowed for claims against the estate which have 
not been paid or will not be paid because the creditor waives payment, 
fails to file his claim within the time limit and under the conditions 
prescribed by applicable local law, or otherwise fails to enforce 
payment. 

As an exception to this rule, a deduction would be allowed for a 
claim in favor of the sole beneficiary of an estate, where the claim 
is not formally presented and not formally paid, but where it is clear, 
und. er the f acts of the case, that the claim may be deemed to have been 
paid through the payment of the legacy in an amount at least equal 
to that of the claim. See Egtate of minnie Redeem, et a/. , v. Commig- 
8ioner, 22 T. C. 30, acquiescence, C. B. 1954 — 2, 4. It is felt that, , in 
such a case, to compel the creditor and the representatives of the 
estate to make formal presentation and formal payment of the claim 
as a condition precedent to deduction would be to compel a series of 
f utile acts. 

It is to be noted, however, that in state of George Rice, et a/. , v. 
Commiegioner, 7 T. C. 223, acquiescence, C. B. 1946 — 2, 4, the court held 
the evidence indicated that the decedent, who ha, d been executor, prin- 
cipal creditor and sole legatee of his wife's estate, had waived his 
claim against her estate. Thus, he had taken her property as legatee, 
or by inheritance rather than by purchase, and, therefore, that prop- 
erty qualified as property previously taxed in his estate. It is to be 
noted further that where evidence indicates that a beneficiary under a 
will did not in fact waive his claim as creditor, a deduction under the 
Internal Revenue Code of 1939 for property previously taxed will be 
denied. A. iso, if the estate of a prior decedent was allowed a deduc- 
tion as claims against the estate for the same item as is now sought 
to be deducted as property previously taxed, such deduction will be 
denied. The same principles should be applied with regard Co credit 
for tax on prior transfers under section 2013 of the Internal Revenue 
Code of 1954. 

SECTION 2055. — TRANSFERS FOR PUBLIC, CHARITABLE, 
AND RELIGIOUS USES 

26 CFR 20. 2055 — 1: Deduction for transfers 
for public, charitable, and religious uses; 
in general. 

Contributions to a college for the construction of fraternity houses. 
See Rev. Rul. 60 — 367, page 73. 

26 CFR 20. 2055 — 2: Transfers not exclu- 
sively for charitable purposes. 

Value of charity's interest in the remainder of a trust which dis- 
tributes its capital gains. See Rev. Rul. 60 — 385, page 77. 
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CHAPTER 12. — GIFT TAX 

[$ 3121, 

SUBCHAPTER C. — DEDUCTIOXS 

SECTIOX 2 &. — rlnRIT ~ALE ~XD SIMILAR GIFTS 

26 CFR &'). 2'i2&2&(a) — 1: Charlt. able and simrlar 
gifts; citizens or residents. 

Contributions or gifts to a college for the construction of fraternity 
houses. See Rev. Rid. 60 — 367, page 78. 

26 CFR 2&, i. 25'&2(a) — 2: Transfers not ex- 
clusively for charitable, etc. , purposes. 

Value of a charity's interest in the remainder of a trust which dis- 
tributes its capital gains. See Rev. Rul. 60 — 385, page 77. 

SUBTITLE C. — EMPLOYMENT TAXES 

CHAPTER 21. — FEDERAL INSURANCE CONTRIBUTIONS 
ACT 

SUBCHAPTER C. — GENERAL PROVISIONS 

SECTIOX 3121. — DEFINITIONS 

26 CFR 31. 3121(a)-1: 0 ages. 

Payments made by an employer under supplemental unemployment 
benefit plan not involving the use of a trust. See Rev. Rul. 60 — 830, 
page 46. 

Payments received under a fellowship grant in excess of the limita- 
tions of section 117(b) (2) (B) of the Internal Revenue Code of 1&4. 
See Rev. Rul 60 — 378, page 88. 

26 CFR 31. 3121(g) — 1: Agricultural labor. 
(Also Sections 3306, 3401; 31. 3306(ls) — 1, 

31. 3401(a) (&)-1. ) 

Rev. Rul. 60 — 277 

Services performed by employees in excavating and process- 
ing peat for use as a soil conditioner do not constitute "agricultural 
labor" for Federal employment tax purposes. 

Advice has been requested whether services performed by employees 
of a peat company in connection v;ith obtaining and processing peat. 
for use as a soil conditioner constitute "agricultural labor~" for 
Federal employment, tax purposes. 

5S5726' — ol — 19 
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The services in question are performed on a plot of. uncultivated 
land, owned by the company, on which a deposit of peat was dis- 
covered. Such services consist of clearing land and removing small 
trees, brush, and peat roots by use of a bulldozer; digging drainage 
ditches to remove most, of. the water present in the moss peat; cleaning 
and leveling of the peat land for future operations; and breaking the 
peat into small chips by use of machinery and allowing it to dry. 
Vacuum cleaner tanks on large rubber wheels are then used to 

remorse 

the dry chips. The tanks are emptied at the ends of the fields ancl, 
after further drying, the peat chips are loaded on wagons and hauled 
to the company's plant where the chips are finely ground and pressure 
packed into bales and special moisture-proof paper bags. At this 
point the peat is ready for use as a soil conditioner. 

ln order for a service to constitute agricultural labor for purposes of 
either the Federal Insurance Contributions Act or the Federal ITn- 
employment Tax Act (chapters 21 and 23, respectively, subtitle C, 
Internal Revenue Code of 1954), it, must fall within the definition of. 
agricultural labor as contemplated by the Act under consideration in 
a pa, rticular case. 

Section 3121(g) of the Federal Insurance Contributions Act pro- 
vides, in part, that the term "agricultural labor" includes all service 
performed: 

(1) on a farm, in the employ of any person, in connection with cultivat- 
ing the soil, or in connection with raising or harvesting any agricultural or 
horticultural commodity, including the raising, shearing, feeding, caring for, 
training, a. nd management of livestock, bees, poultry, and fur-bearing ani- 
rnals and u ilrllife; 

(4) (A) in the employ of the operator of a farm in handling, planting, 
drying, packing, packa ing, processing, freezing, grading, storing, or deliver- 
ing to storage or to market or to a carrier for transportation to market, in 
its unmanufactured state, any agricultural or horticultural commodity. , but 
only if such operator produced more than one-half of the commoditv with 
respect to which such service is performed; * " 

Section 3306 (k) of the Federal T, nemployment Tax Act provides, in 
part, that the term "agricultural labor" includes all service performed: 

(1) on a farm, in the employ of any person, in connection with cultivating 
the soil, or in conne& tion with raising or harvesting any agricultural or horti- 
cultural commodity, including the raising, shearing, feeding, caring for, 
training. and management of livestock, bees, poultry, and fur-bearing ani- 
mals and wildlife; 

(4) in handling, planting, drying, packing, packaging, processing, freezing, 
grading, storing, or delivering to storage or to market or to a carrier for 
transportation to market, any agricultural or horticultural commodity; but 
only if such service is performed as an incident to ordinary farming opera- 
tions or, in the case of fruits and vegetables, as an incident to the prepara- 
tion of such fruits or vegetables for market. . 

Peat, a natural deposit which is neither planted, sown, nor grown, 
is not. an agricultural or horticultural commodity within the intend- 
ment of the term as used in the definition of "agricultural labor" for 
Federal employment tax purposes. Also, the land on which the serv- 
ices are performed does not constitute a "farm" within the meaning 
of that, term in sections 3121(g) (1) and 3306(k) (1). 
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Accordingly, it is held that the services in question performed by 
employees of the company do not constitute "agi icultur;il labor" for 
purposes of the Federal Insurance Contributioiis Act or the Federal 
Unemployment Tax Act. 

The above conclusion also applies for purposes of the Collection of 
Income T;ix at Source on AVages (ch:ipter 24, subtitle C, of the Code. ) 

26 CFR, 86. 8121(1) (1) — 1: Agreements entered 
into by domestic corpor;itions with respect to 
foreign subsidiaries. 

Domestic corporation 3 wholly owns domestic corporation B; 
domestic corporation B wholly owns foreign subsidiary corporation 
C; and C owns 55 percent of the voting stock of foreign subsidiary 
D. Hcl&1, domestic corporation B, rather than A, is eligible to enter 
into an agreement under section 8121(1) of the Federal Insurance 
Contributions Act for the purpose of extending social security cover- 
age to United States citizens employed by foreign subsidiary D. 

Certain questions have been raised as to the liability arising from 
an agreement entered into under tlie provisions of section 8121(1) of 
the federal Insurance Contributions Act (chapter 21, subtitle C, 
Internal Revenue Code of 19M) involving two domestic corporations 
and two foreign subsidiary corporations under the circumstances set 
forth below. 

Domestic corporation A wholly owns domestic corporation Bg do- 
mestic corporation B wholly owns foreign subsidiary 0; and C owns 
55 percent of the voting stock of foreig~n subsidiary D. Employees X' and I, United States citizens who were formerly employed in the 
home once of corporation A, are presently employed outside of the 
United States by foreign subsidiary D. D pays X' and I' each a $5, 000 
salary. In addition, A pays X $2, 000 and I $5, 000 in order to help 
provide for X and I" s dependents who reside in the United States. 

A pays Federal Insurance Contributions Act taxes on the amounts 
it pays to X and X and it wishes to extend full social security coverage 
to X inasmuch as the $2, 000 which A pays to X is less than the statu- 
tory limitation on "wages" contained in section 8121(a) (1) of the 
Federal Insurance Contributions Act. 

Corporation A inquires whether it may extend complete social secu- 
rity coverage to X inasmuch as X is a United States citizen employed 
outside of the United States by a foreign subsidiary indirectly con- 
trolled by it. A also inquires whether, if it enters into an agreement 
to extend social security coverage to X, it must pay employment taxes 
on the salary it pays to X, in addition to tlie amount it must pay 
(under the agreement) equiv;ilent to the employment taxes on the 
salary which foreign subsidiary D pays to X. 

Under the provisions of section 8121(I) of the Federal Insurance 
Contributions Act, a, domestic corporation may enter into an agree- 
ment, with the District Director of Internal Revenue with whom it 
files its employment tax returns, to extend social security coverage "to 
service performed outside the United States in the employ of one 
or more of its foreign subsidiaries (as de6ned in paragraph (8) ) by 
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ag enid/oyec8 echo are citisens of the United Statc8, " "' 

(Italics supplied. ) Section 3121(l ) (8) provides as follows: 

(8) DKFINITIoN oF FoRKION 8UBsIDIARY. — For purposes of this 
subsection and section 210 (a) of the Social Security Act, a foreign 
subsidiary of a domestic corporation is— 

(A) a foreign corporation not less than 20 percent ot the votin 
stock of which is oivned by such domestic corporation; or 

(I)) a foreign corporation more than 50 percent of the voting stock 
of which is oivned by the foreign corporation described in subparagraph 
(A) 

In answer to the question of whether A may extend social security 
coverage to X', it is held that under the definition quoted above, cor- 
poration B, aiid not corporation A, is the entity that is eligible to 
extend socia~l security coverage to United States citizens employed out- 
side the United States by foreign subsidiary D. Furthermore, if cor- 
poration. 8 should enter into a section 3121(l) agreement with the 
district, director, the agreement would apply to aP em'/oyee8 of the 
foreign subsidiary coho are citizens of the United States and not just 
to employee X. See section 66. 8121(1) (1) — 3(a) of the Employment 
Tax Regulations. 

In answer to the question of whether A, under these facts, nrust pay 
Federal Insurance Contributions Act taxes on the amounts it pays 
to . Y and X, it is held that such amounts are not, subject to employ- 
inent, taxes unless they actually represent, compensation for employ- 
ment services rendered to A. See S. S. T. 1M, C. H. 1937 — 1, 391. How- 
ever, if . Y and X are actually employees of both corporations A and 
D and render employment services to both corporations, corporation 
A is, of course, required to pay employment taxes on the ~~vages it pays 
to Y and X for services rendered to it. 

Assuming that corporation B enters into a section 8121(1) agree- 
ment with respect (. o the United States citizens employed by its foreign 
subsidiary, corporation 8 (subject, to the applicable statutory limita- 
tions) will be liable for the amounts equivalent to the Federal Insur- 
ance Contributions Act employer and employee taxes on the salaries 
paid by corporation D to all United States citizens in its employ. See 
section 86. 3121(1) (9) — 1 of the regulations pertaining to the treatment 
of a domestic corporation which enters into a section 3121(l) agree- 
ment as an employer in its separate capacity as a party to the 
agreement. 

CHAPTER 23. — FEDERAL UNEMPLOYMENT TAX ACT 

SECTION 8302. — CREDITS AGAINST TAX 

Rev. Rul. 60-6M 26 CFR 61. 3302(b) — 1: Additional credit 
against tax. 

Where an employer pays contributions into the New York State 
unemployment fund at a normal or reduced rate and, in addition, 
is required to pay a subsidiary tax under specified conditions, such 
subsidiary contributions should be taken into consideration in deter- 
mining the amount ot State contributions to be allowed as a credit 
against his tax under section 33OI of the Federal Unemployment Tax 
Act. 
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The "experience rate, " as called for in the annual Federal tax 
return of employers, means the rate assigned to an employer under 
State law for computing contributions to be paid into the State un- 
employment fund which is either in excess of or less than 2. 7 per- 
cent. lVhere a subsidiary rate is required by State law, the ex- 
perience rate is the total of the two rates applicable to the employer. 

Advice has been requested relative to the treatment, for purposes 
of the tax imposed under the Federal Unemployment Tax Act (chap- 
ter 23, subtitle C, Internal Revenue Code of 1954), of amounts paid as 
subsidiary contributions by an employer to the State of New York pur- 
suant to the New York Unemployment Insurance I aw. 

The New York Unemployment Insurance I aw contains an experi- 
ence-rating system providing for variations in the contributions rate 
of a "qualified employer" from the standard rate of 2. 7 percent. 
Generally, a qualified employer's rate is based on his experience with 
respect to unemployment and the adequacy of the State fund as a 
whole. Depending on the "size of fund index" and the "employer's 
experience factor" (both terms being explained in the State law), a 
qualified employer's rate may vary from a low of zero percent to a 
high of 3. 2 percent (for the calendar year 1900 and thereafter) if his 
account shows a negative balance for two or more successive years. 
Furthermore, after 1958, if the balance in the general account in the 
fund falls below $100, 000, 000 on July 1, of any year, all employers, 
whether or not qualified for experience rates, are required to pay addi- 
tional or "subsidiary contributions" at rates varying from 2 percent 
to 1 percent, depending upon the extent to which the general account 
is less than the established minimum. 

Section 3302 of the Act provides, in part, as follows: 
(a) CONTRrsvTzoNS To STATE UNEMPLDYMENT FUNDS. — (1) The taxpayer may, 

to the extent provided in this subsection and subsection (c), credit against the 
tax imposed by section 8801 the amount of contributions paid by him into an 
unemployment fund maintained during the taxable year under the unemploy- 
ment law of a State which is certified for the taxable year as provided in section 
8804. 

(b) ADDITIQNAL CREDIT. — In addition to credit allowed under subsection (a), 
a taxpayer may credit against the tax imposed by section 8801 for any taxable 
year an amount, with respect to the unemployment compensation lavv of each 
State * "'" "', equal to the amount, if any, by which the contributions required 
to be paid by him * ~ ' were less than the contributions such taxpayer would 
have been required to pay if throughout the taxable year he had been subject 
under such State law to the highest rate applied thereunder in the taxable year 
to any person having individuals in his employ, or to a rate of 2. 7 percent, 
whichever rate is lower. 

(c) LnfIT oN ToTAL CREDIT8. — (1) The total credits allowed to a taxpayer 
under this section shall not exceed 90 percent of the tax against which such 
credits are allowable. 

Section 3306(g) of the Act provides that the term "contributions" 
means payments required by a State law to be made into an unemploy- 
ment fund by any person on account of having individuals in his 
employ, to the extent that, such payments are made by him without 
being deducted or deductible from the remuneration of the individuals 
in his employ. 

Specifically, the questions presented and the answers thereto are as 
follows: 
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Que, ~tion 1. Are payments of subsidiary contributions, in addition 
to normal or reduced rate contributions, made by an employer under 
the State law, considered. as required contributions paid into the 
State unemplopment fund for purposes of credit against the Federal 
unemployment tax & 

Answer. Since the subsidiary contribution is a contribution re- 
quired to be paid by employers under specified conditions pursuant to 
the provisions of the unemployment insurance law of the State of New 
York, such subsidiary contribution should be taken into consideration 
in determining the amount of State contributions to be allowed as a 
credit against the Federal unemployment tax. 

Question 8. If an employer is granted a reduced rate for paying 
contributions and also is required to pay a subsidiary contribution 
under the State law, what is the employer's "experience rate" called 
for in the annual Federal tax return of employers l 

Annoer. The phrase "experience rate" called for in the return 
means the rate assigned to an employer under the provisions of a 
State law for the purpose of paying contributions into a State fund 
which is either in excess of or less than 9. 7 percent. Accordingly, 
if pursuant to the law of the State of New York an employer is 
granted a reduced rate and is also required to pay contributions at a 
subsidiary rate under the State law, the total of the two rates would 
be the "experience rate" for the purpose of the Federal return pro- 
vided such total is either in excess of or less than 9. 7 percent. For 
example, if an employer is granted a reduced rate of two percent 
and, in addition, ss required to pay a subsidiary contribution of 
one-tenth of one percent, his experience rate for the purpose ofthe 
Federal return would be 9. 1 percent. Similarly, if an employer is 
required to pay contributions at the rate of 2. 7 percent and, in 
addition, is required to pay a subsidiary contribution of one-tenth of 
one percent, his "experience rate" for the purpose of that return 
would be 2. 8 percent. 

SECTION 8806. — DEFINITIONS 

o6 CFR 81. 8806 (b) — 1: 'Wages. 

Payments made by an employer under supplemental unemployment 
benefit plan not involving the use of a trust. See Rev. Rul. 60 — 880& 
page 46. 

Payments received under a fellowship grant in excess of the limita- 
tions of section 117(b) (9) (8) of the Internal Revenue Code of 1954. 
See Rev. Rul. 60 — 878, page 88. 

26 CFR 81. 8806 (k) — 1: Agricultural labor. 
Services performed in excavating and processing peat. See Rev. 

Rul. 60 — 977, page 275. 
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CHAPTER 24. — COLLECTION OF INCOME TAX AT SOURCE 
ON WAGES 

SECTION 3401. — DEFINITIONS 

26 CFR ool. oo401(a) — 1: Wages. 

Payments made by an employer under supplemental unemployment 
benefit, plan not involving the use of a trust. See Rev. Rul. 60 — 830, 
page 46. 

26 CFR 81. 8401 (a) (2) — 1: Agricultural labor. 

Services performed in excavating and processing peat. See Rev. 
Rul. 60 — 277, page 275. 

26 CFR 63. N01(a) — 1: Wa es. 

Payments received under a fellowship grant in excess of the limita- 
tions of section 117(b) (2) (B) of the Internal Revenue Code of 10%'-. 
See Rev. Rul. 60 — 378, page 38. 

SECTION M02. — INCOME TAX COLLECTED AT SOURCE 

26 CFR oo1. 3402 (a) — 1: Requirement, of withholding. 

Payments received under a fellowship grant in excess of the limita- 
tions of section 117(b) (2) (B) of the Internal Revenue Code of 1954. 
See Rev. Rul. 60 — 878, page 68. 

SUBTITLE D. — MISCELLANEOUS EXCISE TAXES 

CHAPTER 31. — RETAILERS EXCISE TAXES 

SUBCHAPTER A. — JEWELRY AivD RELATED ITEMS 

SECTION 4001. — IMPOSITION OF TA. X 
Rev. Rul. 60 — 272 

The retailers excise tax imposed by section 4001 of the Interiml 
Revenue Code of 1054 applies to the retail sale of «»vg article coai- 
monlii or commercial/p A. nonm and sold in tlie trade as "gold-plated 
flatware, " "gold-plated hollow ware, " or "silver-pla. ted hollow ware. " 

Advice has been requested whether the provisions of S. T. 98o, 
C. B. 1048 — 2, 192, may be used in determining the applicability of 
the retailers excise tax to sales of "flatware" and "liollow ware. " 

A company produces iiuinerous articles which it sells at retail as 
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gold plated and silver-plated flatware and hollow ware. It has been 
stated that on some of these articles the gold or silver plating is 
less than one one-hundred-thousandth of an inch in thickness, and 
tile question has arisen whether this fact precludes the applicability 
of the retailers excise tax, 

Section 4001 of the Internal Revenue Code of 1954 imposes a tax 
on the sale at retail of several categories of articles referred to gen 
erally as "jewelry and related items. " Among the categories of 
articles subject to this tax, in addition to articles commonly or 
commercially known as jewelry, are the following: 

(1) Articles made of, or ornamented, mounted or fitted ivith 
precious metals or imitations thereof; 

(2) Gold, gold-plated, silver, or sterling fiatware or hollow 
ware and silver-plated hollow ware. 

With respect to category (1) above, section M0. 88 of. Regulations 
51, niade a, pplicable to the 1954 Code by Treasury Decision 6091, C. B. 
1951 — 2, 47, provides that the tax is imposed on the sale at retail of 
any articles, as distinguished from those articles commonly or com- 
mercially known as jewelry as described in section M0. 61, which are 
made of, or ornamented, mounted or fitted with precious metals or 
imitations thereof, The term "precious metals" includes platinum, 
gold, silver, and other metals of similar or greater value. The term 
"imitations thereof" includes platings and alloys of such metals. 
Photograph frames, book ends, ash trays, vanity cases, mesh bags, 
cigarette cases, etc. , glassware, china, pottery, and like articles, are 
set forth in the regulations as examples of articles which are taxable 
if ornamented with gold, silver, or other precious metals or imitations 
thereof. 

AVith respect to the articles to wliich section MO. N of the regula. - 
tions relates, the Internal Revenue Service adopted the position, based 
upon certain facts presented by the industry, that articles, other than 
articles commonly or coinmercially known as jewelry, merely coated 
with a deposit of precious metal or an alloy of such metal which is less 
than one one-hundred-thousandth of an inch in thickness, are not 
orncniented with a precious metal or imitation thereof within the 
nieaning of the statute so as to be subject to the tax. This position 
has been published as S. T. 985, 8upra. 

)Vith respect to category (2) above, section M0. 85 of the reg~ila- 
tions provides, as follow~s: 

(a) The tax is imposed on the sale at retail of any gold, gold-plated, silver, 
or sterling flatware or hollovv ware, and any silver-plated hollow ware. The 
terms "flatware and hollow ware" include all articles commonly or commerciany 
known end sold as such in the trade. Any gold, gold-plated, silver, silver-plated, 
or sterling articles which is not so i-nown or sold in the trade as flatware oi' 
hollow ware, is subject to the tax as an article made of, ornamented, mounted 
or Qtted with precious nietals or imitations thereof. 

(b) Xo tax attaches to the sale at retail of any article commonly or com- 
merciuny known or sold in the trade as "silver-plated flatware. " 

In accordance with the provisions of section M0. 35 of the regula- 
tions, it is held that the retailers excise tax imposed by section 4001 
of the Code applies to the retail sale of any article covnmonly or ccm- 
~nerciaZly Ancien end 8oZd in /he trade as "gold-plated fiatware" 
"gold-plated hollow ware, " or "silver-plated hollow ware. " 
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SUBCHAPTER E. — SPECIAL FUELS 

SECTION 4041. — IMPOSITIOX OF TAW 

Whether a ready-mixed two-cycle engine fuel which is produced 
by blending 80-octane gasoline with outboard motor oil is taxable as 
a special motor fuel. See Rev. Rul. 60 — 816, page 810. 

26 CFR 48. 4041: Statutory provisions; 
imposition of tax. 

(Also Section 4201; 48. 4201. ) 
TITLE 26 — INTERNAL REVENUE, 1964. — CHAPTER I, SUBCHAPTER D, PART 48. . — 

MANUFACTUItroKS AND RIsTAILEIIS EXCISE TAXES 

T. D. 6505 ' 

Regulations under section 4041 of the Internal Revenue Code of 
1954, as amended, relating to the retailers excise tax on the sale or 
use of diesel fuel, and antendment of regulations under section 4201 
of such Code, relating to the inanufacturers excise tax on the sale of 
mechanical lighters for cigarettes, cigars, and pipes. 

DEPARTMENT OI' TETE TREAsURY s 

Orricr. or' Co&1&IIssioNER or INTERNAI, REvENUE, 
l~oghington 8D, D. C. 

To Opcerd and E'rnployeegof the /nterno/Ee~en77e 8er7)7'ce end Othera 
Concerned: 

On August 17, 1960, notice of proposed rulemaking with respect to 
regulations under section 4041 of the Internal Revenue Code of 1954, 
as amended, relating to the retailers excise tax on the sale or use of 
diesel fuel and special motor fuel was published in the Federal Regis- 
ter (25 F. R. 7888). After consideration of all such relevant matter 
as was presented by interested persons regarding the rules proposed, 
the regulations as so published are hereby adopted. 

In addition, paragraphs 2 and 8 of this Treasury Decision amend 
$$ 48. 4201 and 48. 4201 — 1(b) of the regulations in Part, 48, relating 
to the manufacturers excise tax on the sale of mechanical lighters foi 
cigarettes, cigars, and pipes, to reflect the amendment of section 4201 
of the Code by section 9(a) of. the Act, of September 14, 1960 (Public 
Law 86 — 779, 74 Stat. 1008) [page 709, this Bulletin J. 

PARAGRApH 1. The following regulations are prescribed under sec- 
t. ion 4041 of the Internal Revenue Code of 1954, as anlended. 

Section 
48. 4041 
48. 4041 — 1 
48. 4041 — 2 
48. 4041 — 8 
48. 4041 — 4 

TABLE OF CONTENTS 

Subpart F. — Special Fuels 

Statutory provisions; imposition of tax. 
Tax on diesel fuel and special motor fuel. 
Applicatio~ of tax on sale of diesel fuel. 
Application of tax on sale of special motor fuel. 
Sales of diesel and special motor fuel; rules of general application. 

x The pnb)ication of this Treasury Decision in 2o E. K. 11217, dated November 26, 1960, 
contains (1) instructions for modifying the notice of proposed rulemaking pnblished in 26 
E. R. 7888, dated August 17, 1960, and (2) the full context of the regulations with such 
modifications. As here published, the Treasury Decision reiieets the full context of such 
regulations, with modidcations. The individual instructions have been omitted. 
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Section 
48. 4041 — i 
48. 4041 — 6 
48. 40-11 — 7 
48. 4041 — 8 
48. 4041 — 0 
48. 4041 — 10 
48. 4041-11 

Application of tax on use of taxable liquid. 
Dual use of taxable liquid. 
Definitions. 
Exemption for farm use. 
Exemption for use as supplies for vessels or aircraft. 
Other exemptions. 
Other credits or refunds. 

RETAILERS EXCISE TAX 

Subpart F. — Special Fuels 

$ 48. 4041 ST & TUTORY PROVISIONS ) IMPOSITION OP TAX. 

SEC. 4041, 15IPOSITION OF TAK 
(a) DIEsEL FUEL. — There is hereby imposed a tax of 8 cents a gallon 

upon any liquid (other than any product taxable under section 4081)— 
(1) Sold by any person to an owner, lessee, or other operator of 

a diesel-powered highway vehicle, for use as a fuel in such vehicle; 
or 

(2) Used by any person as a fuel in a diesel-powered highway 
vehicle unless there was a taxable sale of such liquid under para- 
graph (1). 

In the case of a liquid taxable under this subsection sold for use or used 
as a fuel in a &liesel-powered highway vehicle (A) which (s. t the time of 
such sale or use) is not registered, and is not required to be registered, 
for highway use under the laws of anv State or foreign country, or (B) 
which, in the case of a diesel-powered highwav vehicle owned by the 
United States, is not used on the highway, the tax imposed by para- 
graph (1) or bv paragraph (2) shall be 2 cents a gallon. If a liquid on 
which tax v. as itnposed by paragraph (1) at the rate of 2 cents a gallon 
by reason of the preceding sentence is used as a fuel in a diesel-powered 
highway vehicle (A) which (at the time of such use) is registered, or is 
required to be registered, for highway use under the laws of any State or 
foreign country, or (B) which, in the case of a diesel-powered highway 
vehicle owned by the United States, is used on the highway, a tax of 1 cent 
a gallon shall be in&posed under paragraph (2) . 

(b) SPEGIAL MOTOR FUELs. — There is hereby imposed a tax of 8 cents 
a gallon upon benzol, benzene, naphtha, liquefied petroleum gas, or any 
other liquid (other than kerosene, gas oil, or fuel oil, or any product 
taxable under section 4081 or subsection (a) of this section)— 

(1) Hold bv any person to &n osvner, lessee, or other operator of a 
motor vehicle, motorboat, or airplane for use as a fuel for the pro- 
pulsion of such motor vehicle, motorboat, or airplane: or 

(2) Used by any person as a fuel for the propulsion of a motor 
vehicle, niotorboat, or airplane unless there vvas a taxable sale of 
such liquid uncler paragraph (1). 

In the & ase of a liquid taxable under this subsection sold for use or used 
otherwise than as a fuel for the propulsion of a highway vehicle (A) 
whi& h (at the time of such sale or use) is registered, or is required to be 
registered, for highway use under the laws of any State or foreign 
&ountry, or (B) which, in the case of a highway vehicle owned by the 
Uniteci States, is used on the highway, the tax imposed by paragraph (1) or by paragraph (2) shall be 2 cents a gallon. If a liquid on which 
tax was imposed by paragraph (1) at the rate of 2 cents a gallon by 
reason of the preceding sentence is used as a fuel for the propulsion of a 
highway vehicle (A) vvhich (at the time of such use) is registered, 
or is required t&& be registered, for highvvay use under the laws of any 
State or foreign country, or (B) which, in the case of a highwav vehicle 
owned by the United States, is used on the highway, a tax of 1 cent a gal- 
lon shall be imposed under paragraph (2). 
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(c) RATE RKnvcTIoN. — On and after, July 1, 1972— 
(1) The ta~es imposed by this section shall be ll/~ cents a gal- 

lon; and 
(2) The second and third sentences of subsections (a) and (b) 

shall not apply. 
(d) KxEhIPTIoN FQR FARM UBE. — 

(1) ZXEhiPTIoN. — Under regulations prescribed by the Secre- 
tary or his delegate— 

(A) No tax shall be inlposed under subsection (a) (1) or 
(b) (1) on the sale of any liquid sold for use on a farm for 
farming purposes, and 

(B) No tax shall be inlposed under subsection (a) (2) or 
(b) (2) on the use of any liquid. used on a farm for farnling 
purposes. 

(2) UsE oN A FARhI iroR FARFIING PvRPosEs. — Fol' purposes of 
paragraph (1) of this subsection, use on a farm for farming pur. - 
poses shall be determined in accordance with paragraphs (1), 
(2), and (9) of section 0420(c). 

(e) ExEhIPTION FoR UsK As SvPPI. IES FoR VKssEl. s. — Under regula- 
tions prescribed by the Secretary or his delegate, no tax shall be imposed 
under subsection (b) in the ease of any fuel sold for use or used in sup- 
plies for vessels or aircraft (within the meaning of section 4221(d) (9) ). 

(f) TKMPQRARY INCREASKs IN TAx. — On and after October 1, 1959, 
and before July 1, 1961. — 

(1) If (without regard to this subsection) the tax imposed by 
subsection (a) or (b) is 3 cents a gallon, the tax imposed by such 
subsection shall be 4 cents a gallon, and 

(2) If (without regard to this subsection) the tax imposed under 
paragraph (2) of subsection (a) or (b) is 1 cent a gallon, the tax 
imposed under such paragraph shall be 2 cents a gallon. 

[See. 4041 as amended and in effect Zan. 1, 1959, and as amended by 
see. 201(b), Federal-Aid Highway Act 19O9 (73 Stat. 019) [P. L. 80— 
342, C. B. 1909 — 2, 097] ] 

$ 48. 4041 — 1 TAX ON DIESEL FUEL AND SPECIAL MOTOR FUEL. — Sec- 
tion 4041, in general, imposes an excise tax at, the retail level on the 
sale of diesel fuel for use as a fuel in a diesel-powered highway ve- 
hicle and on the sale of special motor fuel for use as a fuel for the 
propulsion of a motor vehicle, motorboat, or airplane. A. tax is also 
imposed when such liquids are purchased tax free and subsequently 
used for one of the above-mentioned purposes, or when such liquids 
are purchased at one rate of tax and a higher rate of tax applies as a 
result of the type of use made of the liquids. 

$ 48. 4041 — o APPLIGATIoN oP TAX oN SALE oE DIEBEL FUEL. — (a) 
In generaL — The tax imposed. by paragraph (1) of section 4041(a) 
applies to the sale of diesel fuel by any person to an owner, lessee, or 
other operator of a diesel-powered highway vehicle for use as a fuel 
in such vehicle. The tax applies on diesel fuel sold for use in a diesel- 
powered highway vehicle, whether the vehicle actually is employed 
in highway or OQ'-highway use. 

(b) Liability for tax. — The tax on the sale of diesel fuel is payable 
by the person who sells such fuel to the owner, lessee, or other operator 
of a diesel-powered highway vehicle. 

(c) Bate of taa. — Tax is imposed on the sale of diesel fuel at the 
rate applicable on the date on which the diesel fuel is sold. 

(1) Registered highway liehicLes. — Following are the rates appli- 
cable to the sale on or after January 1, 1959, of diesel fuel for use 
as a fuel in a diesel-powered highway vehicle which at, the time of the 
sale is registered or required to be registered for highway use or in a 
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diesel-powered highway vehicle owned by the United. States which is 
used on the highway: 

Diesel feel sold Per gallon 

(i) January 1, 1959 to September 30, 1959, inclusive 3 cents 
(ii) October 1, 1959 to June 30, 1901, inclusive 4 cents 

(iii) July 1, 1961 to June 30, 1972, inclusive 3 cents 
(iv) On and after July 1, 1972 1)4 cents 

(2) Eongegt'8teged highway ~eht'cles. — Following are the rates ap- 
plicable to the sale on and after January 1, 1059, of diesel fuel for use 
iii a diesel-powered highway vehicle which at the time of the sale is 
not, registered and is not required to be registered for highway use 
(including a diesel-powered highway vehicle owned by the United 
States which is not used on the highway): 

Diesel feel sold Per gallon 

(i) January 1, 1959 to June 30, 1972, inclusive 2 cents 
(ii) On and after July 1, 1972 1)e cents 

(8) Tax gate to be epph'eL — The test of taxability at a rate speci- 
fied in subparagraph (1) of this paragraph (other than in the case 
of United States-owned vehicles) is whether the vehicle in which the 
fuel is to be used is registered, or required to be registered, for high- 
way use under the laws of any State or foreign country at the time of 
sale. Tax at a rate specified in subparagraph (1) of this paragraph 
applies to all fuel sold for use in a diesel-powered highway vehicle 
which is re~mstered, or required to be registered, for highway use 
uiider the laws of any State or foreign country even though the vehicle 
is seldom or never used on the highway and regardless of the propor- 
tion of the fuel used off the highway as compared to total fuel 
consumption. 

(d) 

Encamp/e. 

— Application of the tax to the sale of diesel fuel may 
be illustrated by the following example: The M Corporation is en- 
gaged in the construction of a power dam at a site removed from all 
public highways. Part of its construction equipment consists of 
diesel-powered shovels, bulldozers, and highway type dump trucks. 
Some of the trucks are registered for highway use and are used both 
on and ou' the public roads. Others ate not registered and under 
the applicable State law are not required to be registered for highway 
use inasmuch as they are used entirely on the colrstruction site. The 
diesel fuel sold for use in the registered dump trucks is all subject 
to tax at the rate specified in paragraph (c) (1) of this section, even 
though a portion of it is used ofF the public highway. The fuel sold 
for use in the nonregistered trucks. which are operated entirely o8 
the highway, is taxable at the rate specified in paragraph (c) (2) of 
this section. Xo tax is payable with respect to the diesel fuel sold 
for use in the power shovels and bulldozers, since they are not vehicles 
which may be operated in general use over a public high~ay. 

(e) Cross refegeglces. — (1) See $48. 4041 — 5 for the tax applicable 
in certain cases based on the use of diesel fuel as a fuel in a diesel- 
po~ered highway vehicle. 

(2) See paragraphs (a, ), (b), (e), and (h) of $ 48. 4041 — 7 for defi- 
nitlon of the terms "highw~ay", "highway vehicle", "diesel fuel", and 
"registered". 

(8) For exemption from tax with respect to diesel fuel sold for use 
on a farln for farming purposes, see $ 48. 4041 — 8. 
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$ 48 4041 — 8 APPLICATION OF TAX ON SALE or SPKCtAL 3ltrron 
FUEI, . — (a) In general. — The tax imposed by paragraph (1 ) of section 
4041(b) applies to the sale of special motor fuel by any person to an 
owner, lessee, or other operator of a motor vehicle, motorboat, , or air- 
plane, for use as a fuel for the propulsion oi such motor vehicle, motor- 
boat, or airplane. 

(b) Il'abl7ity for tax. The tax on the sale of special motor fuel is 
payable by the person who sells such fuel to the owner, lessee, or other 
operator of a motor vehicle, motorboat, or airplane. 

(c) A'ate of tax. — Tax is imposed on the sale of special motor fuel 
at the rate applicable on the date on which the special motor fuel is 
sold. 

(1) registered highu;ay veht'ches. — Following are the rates appli- 
cable to the sale on or after January 1, 1959, of special motor fuel for 
use as a fuel for the propulsion of a nIotor vehicle which at the 
tilne of the sale is registered or required to be registered for highway 
use or in a motor vehicle owned by the Ignited States which is used 
on the highway: 

Special motor fuel sold Per gallon 

(i) January 1, 1959 to September 60, 1959, inclusive 3 cents 
(ii) October 1, 1959 to June 30, 1961, inclusive 4 cents 

(iii) July 1, 1961 to June 30, 1972, inclusive 3 cellts 
(iv) On and after July 1, 1972 lrra cents 

(2) IfI'otorboats, at'rp2anes, and nonregistered motor ve1ucles. — I&'ol- 

lowing are the rates applicable to the sale on and after January 1, 
1959, of special motor fuel for use as a fuel for the propulsion of a~ 

motorboat or ail~lane, or of a motor vehicle which at the (ime of the 
sale is not registered and is not required to be registered for highway 
use (including a motor vehicle owned by the UIIited States which is 
not used on the higluvay): 

Special motor fuel sold Per gallon 

(i) January 1, 1959 to June 30, 1972, inclusive 2 cents 
(ii) On and after July 1, 1972 l~rra cents 

(8) Taps rate to be appked. — In the case of the sale of special motor 
fuel for use as a fuel for the propulsion of a motor vehicie the test, of 
taxability at, a rate specified in subparagraph (1) of this paragraph 
(other than in the case of United Sta, tes-owned vehicles) is whether 
the vehicle in which the fuel is to be usetl is registered, or required to 
be registered, for high~ay use under the laws of any State or foreign 
country at the tinIe of sale. Tax at a, rate specified in subparagrralIh 
(1) of this paragraph applies to special motor fuel sold for use in a 
motor vehicle which is registered, or required to be registered, for 
highway use under the laws of aeny State or foreign country even 
though the vehicle is seldom or never used on the highway and. 
regardless of the proportion of the fuel used O8 the highway as com- 
pared to total fuel consumption. Tax at a rate specified in subpara- 
graph (2) of this paragraph applies in any case of the sale of special. 
motor fuel for use in the propulsion of a motorboat or airplane or a, 

motor vehicle which is not registered a. nd is not required to be 
registered for highway use under the laws of any State or toreign 
collntl"y. 

(d) Lr'zampt'e. — Application of the tax to the sale of special motor 
fuels nrav be illustrated bv the following example: The N Company js 
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engagecl in the manufacture of ceramic prorlucts. It has a vehicle 
which is used to haul clay from the clay pit to its factory. This 
vehicle has not been registered for highway use and under the ap- 
plicable State law is not required to be registered for highway use 
inasmuch as none of the hauling of clay is done on public highways. 
The X Company also uses a ditch digging machine in the vicinity of 
the clay pit for the construction of drains. A. fork lift truck is used 
to move cartons of merchandise from place to place inside the com- 
pany's warehouse and to assist in the loading of merchandise onto the 
company's highway trucks for delivery to purchasers. The highway 
trucks are reg~istered by the State for use on highways. Special motor 
fuel is used for the operation of all of these items of equipment. The 
special motor fuel sold for use as a fuel for the propulsion of the 
registered highway trucks is subject to tax at the rate specified in 
paragraph (c) (1) of this section. The special motor fuel sold for use 
as a Fuel for the propulsion of the truck used to haul clay from the pit 
to the factory and for the propulsion of the fork lift truck is subject. to 
tax at the rate specified in paragraph (c) (2) of this section. Xo tax 
is payable with respect to the special motor fuel sold for use as a fuel 
in the ditch digging machine since that machine is not a motor vehicle. 

(e) Cross references. — (1) See $48. 4041 — 5 for the tax applicable 
in certain cases based on the use of special motor fuel as a fuel for the 
propulsion of a motor vehicle. 

(2) See paragraphs (a), (c), (f), and (h) of $ 48. 4041 — 7 for defi- 
nition of the terms "highway", "motor vehicle", "special motor fuel", 
and "registered". 

(8) For exemption from tax with respect to special motor fuel sold 
for use on a, farm for farming purposes or as supplies for vessels or 
aircraft, see $$ 48. 4041 — 8 and 48. 4041 — 0, respectively. 

$ 48. 4041 — 4 SALEs oE DIEsEL Axn SPE('. IAL AloToR FUEL; RULEs oF 
GENERAL ArrLIOATIO&. — (a) Ta~alility of Hgnid delivered into pur- 
chasers' tanks. — The sale of diesel fuel to an owner, lessee, or other 
operator of a diesel-powered highway vehicle, or of special motor fuel 
to an owner, lessee, or other operator of a motor vehicle, motorboat, 
or airplane shall be considered a taxable sale of such liquid (1) if 
the liquid is delivered by the seller into the fuel supply tank of the 
vehicle, motorboat, or airplane, or (2) where not so delivered, the 
purchaser indicates in writing to the seller prior to or at the time of 
the sale that the entire quantity of the liquid covered by the sale is 
for use by him for a taxable purpose as a fuel in such a vehicle, 
motorboat, or airplane. If such a written statement is not furnished 
by the purchaser, he shall be liable for the tax at the applicable rate 
on that quantity of the liquid which is used by him as fuel in such 
a vehicle, motorboat, or airplane (see $ 48. 4041 — 5), or which is sold 
by him in a taxable transaction. 

(b) Sales for resale and to consictnees. — (1) 4 sale to a dealer for 
resale is not subject to tax even though it, is known at the time of the 
sale that the liquid will be resold by such dealer for use as a fuel in 
a diesel-powered highway vehicle, or in a motor vehicle, motorboat, or 
airplane. 

(2) The ta. x is payable by the person who makes the taxable sale. 
'A'here a taxable liquid is consigned to a person for sale and the 
consignor retains ownership in such liquid until it is disposed of by 
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the consignee, the consignor is the person liable for the tax when a 
taxable sale of the liquid is made by the consignee. In the event the 
consignor does not retain ownership in the taxable liquid, the con- 
signee is the person liable for the tax upon the taxable, sale of such 
liquid. See paragraph (d) of $ 48. 4041 — 7 for definition of the term 
"taxable liquid". 

$48. 4041 — 5 APPLIcATiox or TAx oN Usr, or TAxAar, z Ligvzn. — 
(a) In eteneq"uL — (1) Diesel fueL — If a person acquires any diesel fuel 
by any means other than through a transaction subject to tax under 
section 4041(a) (1) and uses it for any of the uses described in para- 
graph (c) (1) or (2) of $ 48. 4041 — 2, he sliall be liable for a tax under 
section 4041(a) (2) on the quantity of diesel fuel so used at the appro- 
priate rate set forth in paragraph (b) of this section. If a person 
acquires any diesel fuel throii~grh a transaction which is subject to tax 
at tlie rate set forth in paragraph (c) (2) ol' ( 48. 4041 — 2 and uses it 
for a use described in paragraph (c) (1) of $ 48. 4041 — 2, he shall be 
liable for an additional tax under section 4041(a) (2) on the quantity 
of diesel fuel so used, See paragraph (b) (1) of this section for the 
applicable rate of tax. 

(2) 8peciljt motor fueL — If a person acquires any special motor 
fuel by any means other than through a transaction subject lo tax 
under section 4041(b) (1) and uses it for any of the uses described in 
paragraph (c) (1) or (2) of $ 48. 4041 — 3, he shall be liable for a tax 
under section. 4041(b) (2) on the quantity of special motor fuel so 
used at the appropriate rate set forth in paragraph (b) of this section. 
If a person acquires any special motor ftlel througli a transaction. 
which is subject to a tax at the rate set fortli in. pa~ragraph (c) (2) 
of $ 48. 4041 — 8 and uses it for a use described in paragraph (c) (1) 
of $ 48. 4041 — 8, he shall be liable for an additional tax under section 
4041(b) (2) on the quantity of special motor fuel so used. See para- 
graph (b) (1) of this section for the applicable rate of tax. 

(b) Erite of tax. — Tax is imposed on the use of taxable liquid at 
the rate applicable on the date on which the taxable liquid is used. 

(1) Registered highqoaqtqtehicte8. — Following are the rates applica- 
ble to the use on and after January 1, 1050, of taxable liquid as a fuel 
in a diesel-powered highway vehicle, or for the propulsion of a motor 
vehicle (i) which at the time of such use is registered or required to 
be registered for highway use, or (ii) in the case of such a vehicle 
owned by the United States which is used on the highway: 

Taaable liquid used Per qallou 

(a) January 1, 1959 to September 80, 1959, inclusive, and no tax ivas 
imposed with respect to the sale of such liquid 8 cents 

(b) January 1, 1959 to September 80, 1959, inclusive, and tax at the 
rate of 2 cents per gallon was imposed with respect to the sale 
of such liquid 1 cent, 

(c) October 1, 1959 to June 80, 1961, inclusive, and no tax was im- 
posed with respect to the sale of such liquid 4 cents 

(d) October 1, 1959 to June 80, 1961, inclusive, and tax at the rate of 
2 cents per gallon was imposed with respect to the sale of such 
liquid 2 cents 

(e) July 1, 1961 to June 80, 1972, inclusive, and no tax was imposed 
with respect to the sale of such liquid 8 cents 

(f) July 1, 1961 to June 80, 1972, inclusive, and tax at the rate of 
2 cents per gallon was imposed with respect to the sale of such 
liquid 1 cent 

(q) On and after July 1, 1972, and no tax was imposed with respect 
to the sale of such liquid 1/a cents 
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( 2) c1lotorboats, airp/aneg, anrj non Tegc'l'8teled tehicles. — Following 
are the rates applicable to the use on or after January 1, 1959, of 
taxable liquid as a fuel— 

i) For the propulsion of a motorboat or airplane, 
ii) In a, diesel-powered highway vehicle, or for the propulsion 

of a motor vehicle, which at the time of such use is not registered and 
is not required to be registered for highway use, or 

(iii) In a diesel-powered high~ay vehicle, or for the propulsion 
of a motor vehicle, owned by the United States which is not used on 
the highway: 

Taeable liguid used Per gaBon 

(a) January 1, 1959 to June 30, 1972, inclusive, and no tax was im- 2 cents 
posed with respect to the sale of such liquid. 

(b) On and after July 1, 1972, and no tax was imposed with respect to lrss cents 
the sale of such liquid. 

(c) BnVe pnTchases by nseT8. — Taxpayers who purchase taxable 
liquid in bulk delivered into storage tanks or other containers and 
use it for various purposes, both taxable and nontaxable, or in both 
registered and nonregistered vehicles, must maintain adequate rec- 
ords of all fuel used for each purpose to permit verification of the 
tax paid and of any credits, refunds, or exemptions claimed. 

$48. 4041 — 6 DUAL UsE oF TAxABLE LH1Um. — Tax applies to all 
taxable liquid sold for use or used as a fuel in the motor which is 
used to propel a diesel-powered highway vehicle or in the motor used 
to propel a motor ve'hrcle, motorboat, or airplane, even though the 
motor is also used for a purpose other than the propulsion of the 
vehicle. Thus, where the motor of a diesel-powered highway vehicle 
or of a motor &chicle, motorboat, or airplane operates special equip- 
ment by means of a power take-oR, tax applies to all taxable liquid 
sold for such use or so used, whether or not the special equipment is 
mounted on the vehicle. For example, tax applies to diesel fuel sold 
to operate the mixing unit on a concrete mixer truck if the mixing 
unit is operated by means of a power take-oR from the motor of the 
vehicle. Similarly, tax applies to all taxable liquid sold for use or 
used in a motor propelling a fuel oil truck even though the same motor 
is used to operate the pump (whether or not mounted on the truck) for discharging the fuel into customers' storage tanks. However, tax 
does not apply to liquid sold for use or used in a separate motor to 
operate special equipment, (whether or not t' he equipment is mounted 
on the vehide). If the taxable liquid used in a separate motor is 
&irawn from the same tank as the one which supplies fuel for the 
propulsion of the vehicle, a reasonable cletermination of the quantity of taxable liquid used in such separate motor will be acceptable for 
purposes of applicat. ion of the tax. Such determination must be based, 
ho+ evele on the operating experience of the person using the taxable 
liquid a11d the taxpayer must maintain records which will support the allocation used. 

$ 48. 4041 — 7 DEFrNzTroNs. — For purposes of the regulations in this 
subpart, unless otherwise expressly indicated: 

(a) Hil71m, ay. — The term "higluvay" includes any road (whether 
a Federal highway, State highway, city street, or otherwise) in the 
United States which is not a private roadway. 
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( b) Aighioay vekicio. — The ter»i highway vehicle" has reference 
to the type of vehicle and not to the use whicii is made of t' he vehicle. 
The terni nieans any inotor vehicle, whether powered by diesel fuel 
or special motor fuel which is of the type used for transportai. ion on 
the highways. It includes automobile trucks, buses, highway tractors, 
trolley buses, and other siniilar type veliicles. The term "highway vehicle" does not inchide any veliicle, which, although propelled by 
means of its own motor, is of a type not used for highway transporta- 
tion, that is, of a tape designed and inanufactured for a purpose other 
than highway transportation. For example, vehicles such as earth 
movers, power shovels, trenc'h diggers, and bulldozers, wliich are de- 
signed and manufactured as self-propelled units for "oQ'-the-road" 
operations, are not highway vehicles. Neither are such niotorized 
vehicles as road gradeis or rollers, whicli are designed and manufac- 
tured for construction or maintenance of roacls, coiisidered to be high- 
way vehicles. The same is true of farm tractors, cotton pickers, and 
other motorized agricultural implements of a similar nature. How- 
ever, the fact that, equipment or machinery having a specialized use 
(as for example, an air compressor, crane, or specialized oil-field 
niacliinery) is mounted on a vehicle which, apart, from such equipment 
or machinery, is of a type used for highw~ay transportation will not 
remove such vehicle from classification as a highway vehicle. 

(c) . llotor vehicle. — The term "motor vehicle" includes all types of 
vehicles propelled by motor which are designed for carrying loads 
from one place to another, regardless of the type of load or material 
carried and whether or not the vehicle is registered or required to be 
registered for highway use, such as fork lift trucks used to carry 
loa~ds at, railroad stations, industrial plants, warehouses, etc. The 
term does not include farm tractors, trench diggers, power shovels, 
bulldozers, road graders or rollers, and similar equipment which does 
not carry a load; nor does it include any vehicle which moves ex- 
clusively on rails. 

(d) Taxubie liquid. — The term "taxable liquid" means any liquid 
which is— 

(1) Diesel fuel as defined in paragraph (e), or 
2) Special motor fuel as defined in paragraph (f). 
e) Diesel fueL — The term "diesel fuel" means any liquid (other 

than a product taxable as gasoline under the provisions of section 
4081) which is sold for use or used as a fuel in a diesel-powered. high- 
way vehicle. 

(f) 8peoial motor fueL — (1) The term "special motor. fuel" in- 
cludes any of the following sold for use or used as a fuel for the pro- 
pulsion of a motor vehicle, motorboat, or airplane: 

(i) Liquefied petroleum gases (such as propane, butane, or pentane, 
or mixtures of the same), or 

(ii) Benzol, benzene, naphtha, or any other liquid, whether a re- 
fiinecl, partly refined, or unrefined product, 10 percent of which has 
been recovered when the thermometer reads 847' F. (175' C. ) or 
95 percent of which has been recovered when the thermometer reads 
464' F. (240' C. ) when subjected to distillation in accordance with 
the "Standard Method of Test for Distillation of Gasoline, Naphtha, 
Kerosene, and Similar Petroleum Products" (A. S. T. M. designation: 
D86) of the American Society for Testing Materials, regardless of. 
the trade name under which sold. 

585726' — 61 — 20 
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(2) The term "special motor fuel" does not include diesel fuel or 
any product taxable under the provisions ot section 4081 nor does it 
include "kerosene, gas oil, or fuel oil", as defined in paragraph (g) 
of this section. 

(g) Kerosene, ga8 oil, or fuel oiL — (1) The term "kerosene, gas 
oil, or fuel oil" means any product (i) 10 percent of which has not been 
recovered when the thernIometer reads 347' F. (175' C. ), and (ii) 95 
percent of which has not been recovered when the thermometer reads 
464' F. (240' C. ), when subjected to distillation in accordance with 
the "Standard Met~hod of Test for Distillation of Gasoline, Naphtha, 
Kerosene, and Similar Petroleum Products" (A. S. T. M. designation: 
D86) of the American Society for Testing Materials. 

(2) Products designated as Kerosene, gas oil, or fuel oil which do 
not fall within the specifications of both subdivisions (i) and (ii) of. 
subparagraph (1) of this paragraph are taxable as special motor fuel 
if sold or used as a fuel for the propulsion of a motor vehicle, motor- 
boat, or airplane. 

(h) Registered. — The term "registered. " when used with reference 
to a highway vehicle means— 

(1) Registered for high~ay use under the laws of any State, 
District, of Columbia, or foreign country, or 

(2) Required to be registered for highway use under the la& 
of the State, District of Columbia, or foreign country in which 
it is operated or situated. 

Any highway vehicle which is operated under a dealer's tag, license, 
or permit, is considered to be registered. A highway vehicle is not 
considered to be registered solely by reason of the fact that there has 
been issued a special permit for operation of the vehicle at particular 
times and under specified conditions. 

$ 48. 4041 — 8 EZEMPTIoN FQR FARM USE. — (a) In general. — The tax 
inIposed by section 4041 does not apply to diesel fuel or special motor 
fuel sold for use or used on a farm in the United States for farming 
purposes. The tax applies in the case of diesel fuel delivered into the 
fuel supply tank of a highway vehicle, or special motor fuel delivered 
into the fuel supply t, ank of a motor vehicle, motorboat, or airplane, 
even though it, is known that the liquid is to be used on a farm for 
farming purposes. Credit or refund of the tax paid in such case may 
be claimed as provided by section 6416(b) (2) (6) and the regulations 
thereunder contained in Subpart 0 upon proof that the taxable liquid. 
was used on a farm for farming purposes. The terms "used on a farm 
for farming purposes", "farm", and "farming purposes", and related 
terms, shall have the same meaning for purposes of the exemption in 
sectioII 4041(d) and the regulations in this section as such terms are 
defined in paragraphs (1), (2), and (8) of section 6420(c) and the 
regu] ations contained in ( 48. 6420 (c) — 1. 

(b) A pphcation of ezenI ption. — The exemption referred to in para- 
graph (a) of this section does not, apply with respect to diesel fuel or 
special motor fuel sold for use or used for nonfarming purposes, or 
diesel fuel or special motor fuel sold for use or used o8 a farm regard- 
less of the nature of such use. If a vehicle is used both on a farnI and 
OR the farm or if it is used on a farm both for farming and nonfarm- 
ing purposes, the exemption applies only with respect to that portion 
of the diesel fuel or special nIotor fuel which is sold for use or used "on 
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a farm for farming purposes". For purposes of this exemption it is 
immaterial svhether or not the vehicle is registered for highway use. 
However, the actual use of the vehicle and the place where it is used 
are material. For example, if a truck used on a farm for farming 
purposes is also used on the highways (even though in connection with 
operating the farm), tax applies to that portion of the cliesel fuel or 
special motor fuel which is sold for use or used in operating the truck 
on the highways, since such fuel was used off the farm. 

Ia 48. 4041 — 0 FixE&IPTIOV FOR I, SE AS SUPPLIES FOR VESSELS OR tIR- 
oRAFr. — (a) Appbc(itic)n of ere») ption. — The tax imposed by section 
4041(b) does not, apply to special motor fuel which is sold for use or 
used as supplies for vessels or aircraft within the meaning of section 
4221(a) (3) and section 4221(d) (3) and the regulations thereunder 
contained in Subpart N. See section 6416(b) (2) (B) and the regula- 
tions thereunder contained in Subpart 0 for credit, or refund oi tax 
paid on speci;tl motor fuel which has been sold or used as supplies for 
vessels or aircraft. 

(b) Evidence ie(luiied to establish exe»iption. — (1) In order to 
establish exemption from tax in the case of a sale of special motor 
fuel for use as supplies for vessels or aircraft, it is necessary that the 
seller obtain from the owner, ch;trterer, or authorized agent of the 
vessel or aircraft and retain in his possession a properly executed 
exemption certificate in the form prescribed by paragraph (c) of this 
section. If special motor fuel is sold tax free for use as supplies for 
civil aircraft employed in foreign trade or in trade betsveen the United 
States and any of its possessioiis, the exemption certificate must show 
the name of the country in which the aircraft is registered. 

(2) Where only occasional sales ot special motor fuel are made to a 
purchaser for a use which is exempt, from t;ix as provided in this sec- 
tion, a separate exemption certificate sh;tll be furnished for each order. 
However, where sales are regularly or frequently macle to a purchaser 
for such exempt use, a, certificate covering all orders for a specified 
period not to exceed 4 calendar quarters will be aceptal&le. ~tuch cer- 
tificates and proper records of invoices, orders, etc. , relative to tax-free 
sales must be kept for inspection by tlie district director as provided 
in section 6001. If a seller's records svith respect to;tny sale claimed 
to be tax free do not include a proper certificate, with supporting 
invoices and such other eviclence as may be necessar~y to establish the 
exempt character of the sale, tax is payable by the seller on such sale. 

(c) Acceptewe form of exemtrtion c&»tiflct(te. The following form 
of exemption certificate will be accept. able for the purposes of this sec- 
tion and must be adhered to in substance: 

EXEI(IPTIOX CIdIITIFICATE 

(For use by purchasers of special motor fuel for use as supplies for certain 
vessels or aircraft (section 4041(e) of Internal revenue Code of 1954). ) 

19 
(Date) 

The undersigned purchaser hereby certifies that he is the 

of 
(Owner, charterer, or authorized «gent of owner or charterer) 

and that the special motor fuel speci- 
(name of company and vessel) 
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fied in the;1««ompanying order, or as spe«itied below or on the reverse side hereof, 
will be used only as fuel supplies for a vessel belonging to one of the following 
classes of vessels to which section 4041(e) of the Internal Revenue Code applies: 

(Check class to which vessel belongs) 

(1) Vessels engaged in foreign trade. 
(') Vessels engaged in trade between the Atlantic and Pacific ports of the 

United Sin(. es. 
(S) Vessels engaged in trade between the United States and any of its pos- 

sess10ns. 
(4) Vessels employed in the fisheries or whaling business. 
(5) Vessels of hvar of the United States or a foreign nation. 

If the special motor fuel is purchased for use as fuel for the propulsion of civil 
aircraft engaged in trade as specified in (1) or (g) above, state the name of the 
country in 1vhich the aircraft is registered 

Tbe undersigned understands that if t' he special motor fuel is sold or used 
otherwise than as stated above sud for a taxable purpose specified in section 
4041(b) of the Internal Revenue Code, he will be liable for the tax upon such 
sale or use. It is understood that this certificate may not be used in purchasiug 
special motor fuel for use as fuel for the propulsion of pleasure vessels, or of any 
type of air&raft except (i) civil aircraft employed in foreign trade or trade be- 
t&veen the Uuited States and any of its possessions, and otherwise entitled to 
exemption, and (ii) aircraft o1vned by the United States or any foreigu country 
and constituting a part of the armed forces thereof. 

Tbe undersigned understands that the fraudulent use of this certificate to 
secure exemption will subject him and all guilty parties to s, penalty equivalent 
to the amount of tax due on the sale of the special motor fuel and upon convic- 
tion to a fine of not more than $10, 000, or to imprisonment for not more than five 
years, or both, together with the costs ot prosecution. The purchaser also un- 
derstands that he must be prepared to establish by satisfactorv evidence tbe 
purpose for which the special motor fuel purchased under this certificate was 
used. 

(Signature) 

(Address) 

'(d) Exem~&tion cc&tz'ficate not obtained prior" to p7ino of sePer's 
excise tax return. — If the exemption certificate is not oht;ii»ed prior 
to the time the seller files a return covering taxes due for the period 
during which the sale ivas made, the seller must include the tax on 
such sale in his return for that period. IZoweve), if the certificate is 
later obtained, a claim for 1 efund of the tax paid oii such sale may be 
filed on Form 848, or a, credit for such amount may be taken upon 
a subsequent return, as provided by section 6416(b) (9) (B) and the 
regulations thereunder contained in Subpart, O. 

(e) Liability oj purchaser. — The person ivho purcliases special 
motor fuel t;ix free, as piovided in this section shall be liable for 
the tax imposed by section 4041(b) if he sells or uses the special 
motor fuel as a fuel for the propulsion of a motor vehicle, motorboat, 
or airpla»e, a»d if such sale or use is not exenipt. under tiny provision 
of law. 

(48. 4041 — 10 OTUKR Kxri)rrrzoNs. — For other provisions relating 
to tax-free sales or use of diesel fuel and special motor fuel, see- 

(a) Section 4055, relating to sales for the exclusive use of any 
State or a»y political subdivision of a, State, or the District of 
Columbia, or relatino to use by any of the foregoing; 

(b) Section 4056, ieliti»g to sales for export or for shipment 
to a possession of the tfnited St:ites;;iud 
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(c) Section 4057, relating to sales for the exclusive use of a 
nonprofit educai ional organization, or relating to use by such 
organization; 

and the regulations thereunder contained in Subpart G. 

$ 48. 4041 — 11 OTIIER CREDITS OR REFUNDS. — (a) In general. — For 
provisions relating to credit or refund of tax paid on taxable liquid 
resold by the purcliascr, or used. otherwise than as a fuel for the propul- 
sion of a diesel-powered. highway vehicle, motor vehicle, motorboat, or 
airplane, see section 6416 (b) (2) (G) (i) and the regulations thereunder 
contained. in Subpart O. 

(b) Taxable 2iq'uiot used by 20cal A'ansit systems. — For provisions 
relating to credit or refund in the case of taxable liquid used in vehi- 
cles wlii]e engaged in furnishing scheduled common carrier public 
passenger land transportai ion service along regular routes, see 
section 6416(b) (2) (II) and the regulations thereunder contained in 
subpart O. 

PAR. 2. Section 48. 4201 is amended to read as follows: 

f 48. 4201 STATUTQRY PRovISIDNS; IMPosITIoN oF TAx. 

SE('. 4201. Ij|IPOSITION OI' TAX. 
(a) There is hereby imposed upon the sale by the manufacturer, 

producer, or bnporter of the followin articles, a tax equal to 10 per- 
cent of the price for whi& h so sold: 

ilechanical pencils, fountain pens and ball point pens. 
(bj There is hereby imposed upon the sale bv the manufacturer, pro- 

ducer, or importer of mechanical lighters for cigarettes, cigars, and pipes 
a tax of 10 cents for each lighter but not more than 10 percent of the 
price for which so sold. 
[Sec. 4201 as originally enacted and in effect Jan. 1, 1969, and as 
amended by sec. 9(a), Act of Sept. 14, 1960 (Pub. Law 86 — 779, 74 Stat, 
1000) [page 709, this Bulletin]] 

PAR. 3. Paragraph (b) of $ 48. 4201 — 1 is amended to read as follows: 

$ 48. 4201 — 1 IsrrosrTroN AND IIATF. 0F TAx. 
P. A 

(b) Rate of tax. — Tax is imposed on the sale of the articles enumerated in 
section 4201 and paragraph (a) of this section at the following rates: 
(I) Mechanical pencils, fountain pens, and ball 10 percent of the price for 

point pens. which sold. 
(2) iVIechanical lighters for cigarettes, cigars, 

and pipes: 
(i) Sold prior to October I, 1960 10 percent of the price for 

which sold. 
(ii) Sold on and after October 1, 1960 10 cents per lighter but not 

more than 10 percent of 
the price for which sold. 

For definition of the term "price", see section 4216 and the regulations thereunder 
contained in Subpart il of this part. 

Because those changes made by this Treasury Decision which are 
required by the amendment macle by section 0 of the Act of Septem- 
ber 14, 1960 (Public Law 86 — 770, 74 Stat. 1008), merely reflect a 
statutory change in section 4201 which provides a limitation on the 
amount of manufacturers excise tax in respect of sales of lighters 
for cigarettes, cigars, and pipes, it is hereby found tlrat it is unneces- 

sary, with respect to such changes, to issue this Treasury Decision 
with notice and public procedur~e thereon under section 4(a) of the 
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Admi»isi. rative Procedure Act, approved June 11, 1946, or subject 
to the effective date limitation of section 4(c) of tlrat Act. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code oi 1954 (68A. Stat. 917; 
26 U. S. C. 7805) . ) 

DANA LATHAM, 
Commu'ssioner of Interna/Pi, evenue. 

Approved November 91, 1960. 
FREH C. SCRIBNERq Jr. q 

Acting Secretary of the Treasury. 

(Filed by the Division of the Federal Register on November 25, 1960, 8:49 a. m. , 
and published in the issue of the Federal Register for November 26, 1960, 25 
I&'. R. 11217) 

CHAPTER 32. — MANUFACTURERS EXCISE TAXES 

SUBCHAPTER A. — AUTOMOTIVE AND RELATED ITEMS 

PART I. — MOTOR VEHICLES 

SECTION 4061. — IMPOSITION OI' TA. X 
Rev. Rul. 60 — o58 26 CFR 40. 4061(a) — 1: Imposition of tax. 

(Also 40. 4061 (b) — 1. ) 
A manufacturer sells motor vehicle articles consisting of automobile 

truck bodies and automobile truck chassis without engines. The 
purchaser installs engines therein and sells the completed automobile 
trucks. IIetd, sales by the manufacturer of motor vehicle articles 
consisting of automobile truck bodies and automobile truck chassis 
without engines are considered to be sales of complete truck bodies 
and of assemblies of automobile truck chassis parts. Accordingly, 
the manufacturers excise tax on automobile truck bodies, imposed by 
section 4061(a) (1) of the Internal Revenue Code of 1954, applies to 
sales by the manufacturer of such automobile true]- bodies. How- 
ever, the manufacturers excise tax on automobile parts and acces- 
sories, imposed by section 4061(b) of the Code, applies to sales by 
the manufacturer of such assembhes of chassis parts. On the other 
hand, under the provisions of sections 4oo1(a) (1) and 4222 of the 
Code, the assemblies of chassis parts may be sold tax-exempt to the 
purchaser for the purpose of further manufacture, since the pur- 
chaser, by installing engines in the assemblies, becomes the manufac- 
turer of complete automobile truck chassis and uses the clrassis parts 
as material in the manufacture of the chassis. 

(Also 40. 4061(b) — 2. ) Rev. Rul. 60 — Ã9 
A vehicle body which is specially designed and adapted for use 

in the rescue of persons from crashed or damaged aircraft, an 
activity which does not nonually involve use of the public high- 
ways, is not a taxable body within the meaning of section 
4061(a) (I) of the Internal Reveuue Code of 1954. The cab, in- 
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eluding the seat, which is specially designed for the vehicle and is 
an integral part of and nonseparable from the nontaxable body, is not an automobile part or accessory within the meaning of sec- 
tion 4001(b) of the Code. 

Advice has been requested concerning the applicability of the man- 
ufacturers excise tax to sales of specially designed bodies, cabs, seats, 
and equipment which are installed by the manufacturer on custom- 
ers' automobile chassis to produce airfielel "crash trucks. " 

A truck body manufacturer removes the original cabs and seats 
froin automobile truck chassis belonging to his customers and then 
mounts and installs on the chassis specially designed bodies, cabs, 
seats, and equipment of his own manufacture. These completed vehi- 
cles are used in rescuing of persons from crashed or damaged aircraft 
and in extinguishing minor fires on airfiielcls. Such activities do not 
require the use of public highways except in unusual circumstances. 
The bodies have special lieating equipment and are insulated to oper- 
ate under extremes of weither and climate. In addition, the bodies 
have tanks permanently mounted therein to hold a fire extinguishing 
agent and a nuniber of compartments for storage of special tools 
and fire extinguishing ancl rescue equipment. The vehicle cabs, with 
their seats, are integral parts of and nonseparable from the bodies 
and have sirens and beacons mounted on their roofs. These vehicles 
are equipped with auxiliary electric generators to provide power for 
tool operation, fioodlighting, and battery cliarging. Other equipment 
includes floodlights, goggles, and wire snippet~. 

Section 4061(a) (1) of the Internal Revenue Code of 1954 imposes 
a tax upon the sale by the manufacturer, producer, or importer of 
automobile truck chassis and automobile t~ruck bodies (including in 
each case parts or accessories therefor sold on or in connection there- 
with or with the sale thereof). Section 4061(b) of the Code imposes 
a tax upon the sale by the manufacturer, producer, or importer of 
parts or accessories (other than tires and inner tubes and other than 
automobile radio and television receiving sets) for any of the arti- 
cles enumerated in section 4061(a, ) of the Code. 

Section 40. 4061(a) — 1(d) of the Manufacturers and Retailers Ex- 
cise Tax Regulations provides, in part, that a chassis or body which 
is not designed for highway use is not subject to the tax imposed by 
section 4061(a) of the Code. 

Revenue Ruling 57 — 440, C. B. 1957 — 2, 721, holds, in part, that the 
nranufacturers excise tax imposed by section 4061(a) (1) of the Cocle 
shall not apply to the sale of any article, regardless of width, which 
is designed or adapted by the manufacturer for purposes pi'edomi- 
nantly other than the transportation of persons or property on the 
highway even though incidental highway use may occur. Revenue 
Ruling 56 — 275, C. B. 1956 — 1, 505, holds, in part, that a fire-fighting 
apparatus cab, which is designed in conjunction with and is physical- 
ly attached to the pump and fire-fighting apparatus body, is not a 
part of a taxable truck chassis and is, therefore, not subject to the 
ta, x. 

Since the bodies in the instant case are not designed or adapted 
for the transportation of persons or property on t]ie higlnvay, it is 
held that they are not taxable bodies within the meaning of section 
4061(a) (1) of the Code. Furthermore, since the cabs, including their 
seats, are specially designed for tliese ~. ehicles and are integral parts 
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of and nonseparable from the bodies, they are not automobile parts 
or accessories within the meaning of section 4061(b) of the Code. 
Accordingly, the bodies, cabs, and seats are not subject to the manu- facturerss 

excise tax imposed by section 4061 of the Code. 
It is furtlier held that the wire snippers, goggles, and fire extin- 

guishing equipment are not, automotive parts or accessories and are, 
therefore, not subject to the manufacturers excise tax imposed by sec- 
iion 4061(b) of. the Code, Howevei, other articles, such as fiood- 
lights, if primarily designed and adapted for use on taxable vehicles, 
ale considered to be automobile parts or accessories which are taxable 
under section 4061(b) of the Code when sold by the manufacturer 
thereof. 

(Also 40. 4061(b) — 2'. ) Rev. Rul. 60 — BYO 

Avhere a manufacturer sells a certain airport service vehicle, the 
highway-type chassis of the vehicle is subject to the manufacturers 
excise tax imposed by section 4061(a) (1) of the Internal Revenue 
Code of 1054. However, the off-highwav-type body of the vehicle 
is not subject to the tax. The equipment mounted on the vehicle, 
which consists of special tanks, pumps, ladders, hose, etc. , is not 
subject to the manufacturers excise tax imposed bv section 4061(b) 
of the Code. 

Advice has been requested whether the manufacturers excise tax on 
motor vehicles applies to sales by the manufacturer, producer, or 
importer of a certain airport service vehicle. 

The vehicle in question is used to supply airliners with their re- 
quirements of water and methyl-alcohol. The vehicle is equipped 
with two tanks fitted to a superstructure erected upon the vehicle 
frame. One of the tanks is an "additive direct injection" tank which 
carries a solution for the airliner's supercharge system. The second 
tank carries fresh water for refilling the drinking water tanks of the 
airliner. Each tank has a useable capacity of 285 gallons. These 
tanks are constructed and located on the vehicle in such a way that 
the vehicle can conveniently be used for servicing airplanes. Their 
presence, hovvever, prevents the vehicle from being used effectively 
for the transportation of persons or property over public highways. 

The vehicle is fitted with pumps, hose, ladders, gauges, etc. , 
peculiar to airliner servicing operations. The ordinary highway- 
type chassis used in the construction of this vehicle incorporates re- 
inforced frames and heavy duty springs, wheels, axles, and tires, in 
order to carry the extra-heavy load. Because of its frequent use, 
the vehicle is equipped with a toggle switch instead of an ignition 
key switch. 

Section 4061(a) (1) of the Internal Revenue Code of 1M4 imposes 
a tax on the sale by the manufacturer, producer, or importer of auto- 
mobile truck chassis, automobile truck bodies, automobile bus chassis, 
automobile bus bodies, truck and bus trailer and semitrailer chassis, 
truck and bus trailer and semitrailer bodies, and tractors of the kind 
chiefiy used for highway transportation in combination with a trailer 
or semitrailer. Section 4061(b) of the Code imposes a tax on the 
sale by the manufacturer of parts or accessories (with certain ex- 
ceptioiis not here applicable) for any of the articles enumerated in 
section 4061(a) . 
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Section 40. 4061(a) — 1(d) of the ifanufacturers and Retailers Ex- 
cise Tax Regulations provides, in part, that a chassis or body which. 
is not designed for highway use is not subject to the tax imposed by 
section 4061(a) of the Code. 

Revenue Ruling 57-440, C. B. 1057 — 2, 721, sets forth the position 
of the Service that the only vehicle chassis and bodies intended to be 
taxed by section 4061(a) (1) of the Code are those primarily designed 
for highway use. 

Revenue Ruling 58 — 424, C. B. 1958 — 2, 762, states that in considering 
the applicability of the ma~nufacturers excise tax to the sale of a truck 
chassis, the determining factor is whether such chassis is or is not 
primarily designed and adapted for highway use, and not the actual 
use to which the chassis is put. 

Although the chassis described above is reinforced and certain 
heavy duty articles are used in the construction thereof, it is con- 
sidered that the chassis remains primarily adapted for highway use. 
The fact that the chassis of this vehicle is not used on the highway 
does not affect its taxability. Accordin&&ly, it is held that, upon the 
sale by the manufacturer, producer, or importer of the above-described 
vehicle, the chassis is subject to the manufacturers excise tax imposed 
by section 4061(a) (1) of the Code. It is further held that the body 
of this vehicle is not subject to the tax imposed by that section, since 
it is not primarily designed or aclaptecl for the transportation of 
property over the high~ay. 

The equipment mounted on this vehicle, Ivhich consists of special 
tanks, pumps, ladders, hose, etc. , is not primarily designed or adapted 
for use on articles taxable under section 4061(a) of the Code and is, 
therefore, not subject to the manufacturers excise tax imposed by 
section 4061(b) of the Code. 

Rev. Rul. 60 — 801 ' 
Certain three-wheel commercial motor vehicles whi&. h are designed 

for light hauling are considered to be automobile trucks for purposes 
of section 4061(a) (I) of the Internal Revenue Code of 1064. Ac- 
cordingly, sales of such vehicles by the manufacturer are subject 
to the manufacturers excise tax on automobile truck chassis and 
bodies imposed by that section. 

A. dvice has been requested whether the manufacturers excise tax 
on motor vehicle articles applies to sales by the manufacturer of the 
motor vehicles described below. 

A manufacturer produces and sells various models of three-wheel 
commercial motor vehicles which are designed for light hauling. 
These vehicles are produced in a variety of body styles; however, the 
chassis are substantially alike. 

Typical of these vehicles is a so-called "pickup' model. The chassis 
of this model vehicle has a four-cycle, one-cylinder, air-cooled engine 
and a power train consisting of a disc clutch, a three-speed tr~ans- 

mission, and a shaft drive connected to an automotive-type differential. 
The chassis has two rear wheels on an automotive-type axle. The steer- 
ing apparatus consists of handlebars and a shaft which is attached 
directly to a fork in which a single front wheel is mountecl, 

& Also released in Technical Information Itelease 279, dated December 20, 1960. 
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Mounted on the chassis of this vehicle is an all-steel pickup type 
body which has a rated load capacity of 800 pounds. On the forward 
portion of the chassis is a fibre glass cab with open sides to permit 
easy entrance and exit by the driver. The vehicle is approximately 
eight feet long and four feet wide and is equipped with a single 
headlight and a single tailliglit. The maximum speed attainable is 
about 85 miles per hour. 

Section 4061(a) (1) of the Internal Revenue Code of 1954 imposes 
a tax upon the sale by tlie manufacturer, producer, or importer of cer- 
tain enumerated motor vehicle articles, including automobile truck 
chassis and bodies. This section further provides that the sale of. 
an automobile truck shall be considered to be a sale of the chassis and 
of the body. 

For purposes of the manufacturers excise tax, the fact that a vehicle 
has less than four wheels or that it has some of tlie other characteristics 
of a motorcycle does not, of itself place the vehicle outside the scope of 
the articles taxable under section 4061(a) of the Code. See Rev. Rul. 
58 — 284, C. B. 1958 — 1, 400, and Rev. Rul. 58 — 488, C. B, 1958 — 2, 764. 

The predominant characteristics of the vehicles described above are 
those of an automobile truck, within the meaning of section 4061(a) (1) 
of the Code. A. ccordingly, the "pickup" model and other vehicles 
which are similar in design, construction, and purpose are considered 
to be automobile trucks for purposes of the manufacturers excise tax 
imposed by section 4061(a) (1) of the Code. It is therefore held that 
sales of such vehicles by the manufacturer are subject to the tax on 
automobile truck chassis and bodies imposed by that section. 

I~nder the authority of section 7805(b) of' the Code, this Revenue 
Ruling will not be applied to sales made prior to January 1, 1961. 
Moreover, no manufacturers excise tax liability will be incurred with 
respect to sales of these vehicles pursuant to firnt contracts entered 
into as a result, of bids made prior to that date even though the vehicles 
are delivered on or after January 1, 1961. 

Rev. Rul. 60 — 392 ' 

Revenue Ruling 58 — 284, C. B. 1958 — 1, 400, which was published in 
the Internal Revenue Bulletin dated June 9, 1958, holds that the manu- 
facturers excise tax imposed by section 4061(a) of the. Internal Reve- 
nue Code of 1954 applies to sales by the manufacturer of a certain 
three-wheel vehicle which is designed for use in the delivery and collec- 
tion of mail. launder the authority of section 7805(b) of the Code. , tlrat 
conclusion will not, be applied to vehicles sold before June 9, 1958. 
With respect to the performance of firm contracts entered into as the 
result of bids made prior to (ha( date, no tax will be imposed even 
though delivery of the vehicles v as made on or after that date. Reve- 
nue Ruling 58 — 284 is hereby niodified accordingly. 

Determination of the f:lir market price, for the purpose of comput- 
ing the manufacturers excise tax on motor vehicle articles, of, for 

a Also released in Teebnieal Information itelease 229, datecl December 20, 1900. 
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example, tank trailers and truck boclies manufactured and sold by 
corporations to their wholly-owned subsidiaries at cost. See Rev. 
Rul. 60 — 241, page 329. 

Liability for the manufacturers excise tax on niotor vehicle articles 
with respect to the sale by the manufacturer of a vehicle consisting 
of a semitrailer chassis and a semitrailer "body shell" to a semitrailer 
body manufacturer. See Rev. Rul. 60 — 271, page 332. 

Applic;ition of the tax on motor vehicles to automobile trucks sold 
for export by the manufacturer to a company wliich further manu- 
factures the chassis of such vehicles prior to exportation. See Rev. 
Rul. 60 — 310, page 334. 

26 CFR 40. 4061 (b) — 1: Imposition of tax, 

Sales by a manufacturer of automobile truck chassis without en- 
gines to a purchaser who inst. alls engines. See Rev. Rul. 60 — 258, 
page 296. 

26 CFR 40. 4061(b) — 2: Definition of 
parts or accessories. 

Applicability of the manufacturers excise tax on motor vehicles to 
sales of specially designecl bodies, cabs, seats, and equipment which 
are installed by the m~anufacturer on customers' automobile chassis 
to produce airfield "crash. trucks. " See Rev. Rul. 60 — 269, page 296. 

Whether the manufacturers excise tax on motor vehicles applies 
to sales by the manufacturer, producer, or importer of a certain 
airport service vehicle. See Prev. Rul. 60 — 270, page 298. 

26 CFR 40. 4061 (b) — 3: Rebuilt, reconditioned 
or repaired parts or accessories. 

Rev. Rul. 60 — 2!W- 

A certain process used iu restoring unserviceable automobile 
cylinder heads to useful condition is considered to be a rebuilding 
operation. Therefore, the restorer's sales of such rebuilt heads 
are subject to the manufacturers excise tax on automobile parts 
or accessories imposed by section 4061(b) of the Internal Revenue 
Code of 1964. 

Advice has been requested whether the manufacturers excise tax 
on automobile parts or accessories applies to the sale of used auto- 
mobile cylinder heads which have been restored to useful condition. 

A. company is engaged in the business of restoring unserviceable 
autoinobile cylinder heads to useful condition. The company sells its 
restored cylinder heads either outright or on an exchange basis. In 
the restoration process, the company welds all cracks in the cylinder 
head and grinds such welds to a smooth finish. The heads are then 
placed on a stationary circular electric grinder to allow the head 
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to come to tolerance when engaged with a cylinder block. The valve 
seats are ground out and refaced, and the valve guides are replaced 
as needed. 

Section 4061(b) of the Internal Revenue Code of 1954 imposes a. 

tax on sales by the manufacturer, producer, or importer of' parts or 
accessories (other than tires and inner tubes and. other than automobile 
radio and television receiving sets) for any of the motor vehicle 
articles enumerated in section 4061(a) of the Code. 

Section 40. 4061(b) — 3 (a) of the Manufacturers and Retailers Excise 
Tax Regulations provides that rebuilding of automobile parts or 
accessories, as distinguished from reconditioning or repairing, con- 
stitutes ma~nufacturiltg, and the rebuilder of such parts or accessories 
is liable for the tax inlposed by section 4061(b) with respect to his 
sales of such rebuilt parts or accessories. Reboring or other 
machining, rewinding and comparable major operations constitute 
rebuilding. The person owning the part or accessory being rebuilt 
is the manufacturer of the article and is liable for the tax on his sale 
of the rebuilt part or accessory. 

The process used in restoring unserviceable cylinder heads to useful 
condition for sale as described above is considered to be a rebuilding 
operation. Therefore, it is held that the restorer's sales of such 
rebuilt cylinder heads are subject to the manufacturers excise tax on 
automobile parts or accessories imposed by section 4061(b) of the 
Code. See Revenue Ruling 56 — 1M, C. H. 1956 — 1, 506, for information 
as to the records to be maintained by the company in the case of 
exchange sales. 

96 CFR 48. 4061 (a): Statutory provisions; 
imposition of tax; automobiles. 

T. D. 6499 ' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTLrlt D, PART 48. — 
bIANUI'ACTURERS AND RETAILERS EXCISE TAXES 

Regulations requiring bond of importers of automobiles, trucks, 
buses, etc. , taxable under sectiou 4061(a) of the Interual Reveuue 
Code of I()54, as amended. 

DrPARTlvIKNT or THE TRKASURr, 
OrrICE OF COMAIISSIONKR or It'TERNAL REVENUE, 

lVashington P5, D. C. 
To Officers and Employees of the ln terna/ Jt event(e Service and Others 

Concerned: 
On September 18, 1960, notice of proposed rulemaking with respect 

to regulations requiring bond of importers of automobiles, trucks, 
buses, etc. , taxable under section 4061 (a) of the Internal Revenue Code 
of 1954 was published in the Federal Register (o5 F. R. 8789). After 
consideration of all such relevant, matter as was presented by interested 
persons regarding the rules proposed, the following regulations are 
hereby adopted. The regulations are applicable with respect to such 

r The publication of this Treasnry Decision in 25 Ii'. R. 10647, dated October 28, 1960, 
contains (1) an instruction for modifying the notice of proposed rulemaking in 25 F. R. 
87S2, dated September 16, 1960, and (2) the full contest of the regulations with such 
modification. As here published, the Treasury Decision reflects the full contest of such 
regulations, with modification. The individual instruction has been omitted. 
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articles imported into the United +tates on or after the first day of the 
first calendar &luau ter which begins more than 60 days after the date 
on which this Treasury decision is published. in the Federal Register. 

TABLE OF CONTENTS 

Automotive and Related Items 
MOTOR VEHICLES 

Section 
48. 4061(a) Statutory provisions; imposition of tax; automobiles. 
48. 4061 (a ) — 1 [Reserved] 
48. 4061(a)-2 Bonding of importers. 

Automotive and Related Items 
MOTOR VEHICLES 

48 406 1 ( a ) STATE TORY PRovlsIONs j I EIPosITIGN oF TAx i A'cTo 
MOBII. ES. 

SEC. 4061. IJIPOSITIOX OF TAX. 
(a) AuToz&onILEs. — There is hereby imposed upon the following arti- 

cles (including in each case parts or accessories therefor sol&1 on or 
in connection thereevith or with the sale thereof) sold by the manu- 
facturer, producer, or importer a tax equivalent to the specified percent 
of the price for which so sold: 

(1) Articles taxable at 10 percent, except that on and after 
July 1, 1972, the rate shall be 5 percent— 

Automobile truck chassis. 
Automobile truck bodies. 
Automobile bus chassis. 
Automobile bus bodies. 
Truck and bus trailer and semitrailer chassis. 
Truck and bus and semitrailer bodies. 
Tractors of the kind chiefiy used for highway transportation in 

combination with a trailer or semitrailer. 
A. sale of an automobile truck, bus, truck or bus trailer or semitrailer 
shall, for the purposes of this paragraph, be considered to be a sale 
of the chassis and of the body. 

(2) Articles taxable at 10 percent except that on aud after July 1, 
1961, the rate shall be 7 perceut- 

Automobile chassis and bodies other than those taxable under 
paragraph (1). 

Chassis an&1 bodies for trailers an&1 semitrailers (other than 
h&ruse trailers) suitable for use in connection with passenger 
automobiles. 

A sale of an automobile, trailer, or senntrailer shall, for the purposes 
of this paragraph, be considered to be a sale of the chassis and of 
the body. 

[Sec. 4061(a) as amended and in effect Jau. 1, 1959, and as further 
amended by sec. 8(a) (1), Tax Rate Extension Act, 1959 (78 Stat. 157) 
[P. L. 86 — 75, C. B. 1959 — 2, 679] and sec. 202(a) (1), Public Debt and Tax 
Rate Fxtension A&t 1960 (74 Stat. 290) [P. L. 86 — 564, page 681, this 
Bulletin]. 

f 48. 4061(a) — 1 tReserved] 

NI 
48. 4061(a) — 2 BGNDING oF IDIPGRTKRS. — (a, ) AQfAOf'&f Jt f01' Te; 

qMirin&) bond. — Section 626 of the Tariff Act of 1MO, as amended (10 
U. S. C. 1628), provides as follows: 

SEC. 623. BONDS AND OTHER SECCRITY. 
(a) In any case in which bond or other security is not specifically 

required by law, the Secretary of the Treasury may by regulatiou or 
specific instruction require, or authorize collectors of customs to require, 
such bonds or other securitr as he, or they, may deem necessary for the 
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protection of the revenue or to assure compliance with any provision of 
law, regulation, or instruction which the Secretary of the Treasury or 
the Customs Service may be authorized to enforce. 

(b) Whenever a bond is required or authorized by a law, regulation, 
or instruction which the Secretary of the Treasury or the Customs 
Service is authorized to enforce, the Secretary of the Treasury may— 

(1) Except as otherwise specifically provided by law, prescribe 
the conditions and form of such bond, and fix the amount of pen- 
alty thereof, whether for the pavment of liquidated damages or of 
a penal sum: Proofded, That when a consolidated bond authorized 
by paragraph 4 of this subsection is taken, the Secretary of the 
Treasury may fix the penalty of such bond without regard to any 
other provision of law, regulation, or instruction. 

(2) Provide for the approval of the sureties on such bond, with- 
out regard to any general provision of law. 

(3) Authorize the execution of a term bond the conditions of 
which shall extend to and cover similar cases of importations over 
such period of time, not to exceed one year, or such longer period 
as he may fix when in his opinion special circumstances existing 
in a particular instance require such longer period. 

(4) Authorize, to the exteut that he may deem necessary, the 
taking of. a consolidated bond (single entry or term), in lieu of 
separate bonds to assure compliance with two or more provisions 
of law, regulations, or instructions which the Secretary of the 
Treasury or the Customs Service is authorized to enforce. A. con- 
solidated bond taken pursuant to the authority contained in this 
subsection shall have the same force and effect in respect of everv 
provision of law, regulation, or instruction for the purposes for 
xvhfch it is required as though separate bonds had been tal-en to 
assure compliance with each such provision. 

(e) The Secretary of the Treasury may authorize the cancellation 
of any bond provided for in this section, or of any charge that may 
have been made against such bond, in the event of a breach of any con- 
dition of the bond, upon the payment of such lesser amount or penalty 
or upon such other terms and conditions as he may deem sufficient. 

(d) No condition in any bond tal-en to assure compliance with any 
law, regulation, or instruction which the Secretary of the Treasury or 
the Customs Service is authorized to enforce shall be held invalid on 
the ground that such condition is not specified in the law, regulation, or 
instruction authorizing or requiring the taking of such bond. 

(e) The Secretary of the Treasury is authorized to permit the de- 
posit of money or obligations of the United States, in such amount and 
upon such conditions as he may by regulation prescribe, in lieu of sure- 
ties on any bond required or authorized by a law, regulation, or in- 
struction which the Secretary of the Treasury or the Customs Service 
is authorized to enforce. 

(b) Application for determination together bond reguired. — (1) 
Eeguirenient of apphcation. — (i) In general. — Except as otherwise 
provided in subparagraph (9) of this paragraph, every importer of 
articles taxable under section 4061(a) shall make application for a 
determination v~ hether the importer is required to give bond in accord- 
ance with thc provisions of paragraph (c) of this section. Such ap- 
plication shall be submitted in writing to the district director for the 
district in which the ilnporter will file~returns of any tax under section 
4061 (a) for which he may incur liability. 

(ii) Form of app/ication. — Xo form is prescribed for making the 
application required under subdivision (i) of this subparagraph, but 
such application shall include the following information: 

(a) The name of the person making the application and the address 
of his principal place of business, and, if the principal place of business 
of such person is outside the United States, the address of his principal 
place of business, ofiice, or agency in the United States. 
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(b) Information establishing tliat the person making the appli- cation is an importer of articles taxable uncler section 4061(a). 
(e) The kind and approximate number of a»tomobiles, trucks, 

buses, etc. , which the importer may be expectecl to import, cl»ring 
an average calenclar quarter ancl the approxiniate amount of tax 
under section 4061(a) for which the importer may be expected to incur 
liability in i espect of such articles. 

(d) Whether the importer has fiilecl returns of tax under chapter 
81 or chapter 89 ivithin the 2-year periocl immediately preceding the 
elate on which the application is fiilecl, ancl, if so, the internal rev~enue 
district in which such returns were filed. 

(e) Facts pertaining to the iniporter's assets and liabilities which 
vill aid the clistrict director in cletermining whether a boncl shall be 
required. 

(2) Except!'on8. — The provisions of subparagraph (1) of this para- 
graph shall have no application in any case where an article taxable 
uncler section 4061(a, ) is- 

(i) Inciclentally imported by an incliviclual for his personal use. 
(ii) Brought into the Unitecl States for export to a, foreign country 

or possession of the United States. 
(iii) Admitted to the Lnitecl States free of duty as an instrument 

of international traffic. 
(iv) Admitted to the United States free of duty as a temporary 

importation under bond. 
(v) Returned to the United States after having been sold in the 

United States ancl exported. 
(c) EecIuirement of bond. — (1) In genera/. — If the district director 

cletermines that a bond is necessary in orclei to insure payment of the 
tax under section 4061(a), ancl to assure compliance with all provi- 
sions of the Code ancl regrdations thereunder, with respect to articles 
imported by any importer req»irecl to make application for a deter- 
mination under paragraph (b) of this section, such bond shall be 
given by such importer. Such boncl shall be submitted, in duplicate, 
to the district director for the clistrict in which the importer will file 
returns of any tax uncler section 4061(a) for which he may incur 
liability. 

(2) Form and execution of bond. — (i) In genera!/. — The boncl re- 
quired under this paragraph shall be executed in accoixlance with the 
form, instructions, and regulations applicable thereto, and with satis- 
factory surety. (k'or pro~visions as to what will be considered "satis- 
factory surety", see subparagraph. (8) of this paragraph. ) Such 
bond shall be conditioned that the principal shall not engage in any 
attempt, by himself or by collusion with others, to defraud tlie United 
States of any tix under section 4061(a); that he shall render truly 
and completely all returns, statements, ancl other docuinents required 
of him by law or regulations in respect of such tax; that he shall 
timely pay a'll such tax for which he is liable; and, in the case 
af any such tax in respect of an article released from customs 
custody by reason of such boncl, that he shall pay such tax, whether 
the liability therefor is incurred by him or by some other person as 
the importer of the articles covered by the boncl, unless such other 
person makes payment of such tax on or before the d»e date. The 
bond shall be in an amount which the district; clirectoi believes to be 
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su%cient to protect the interests of the United States with respect to 
all articles taxable under section 4061(a) which are released from 
customs custody by reason of such bond, but in no event shall the 
bond be in an amount less than the approximate amount of tax under 
section 4061(a) for svhich the principal may be expected to incur 
liability during an average calendar quarter. Such bond shall be 
signed by the individual, if the principal is an individual; the presi- 
dent, vice president, or other principal o]ficer, if the principal is a cor- 
poration; a responsible and duly authorized member or officer having 
knosvledge of its a]fairs, if. the principal is a partnership or other 
unincorporated organization; or the fiduciary, if the principal is a 
trust or estate. Form 99M is the form prescribed for use in giving 
such bond. Copies of such form may be obtained from any district 
clirectol . 

(ii) Cancellation clause. — The bond required under this paragraph 
may be accepted with a cancellation clause incorporated therein. 
Such cancellation cLause shall provide that: 

(a) Any surety on the bond may at any time give notice to the 
principal and the district director that he desires to be relieved of 
liability under said bond after a date named, which shall be at least 
60 days after the receipt of notice by the district director. 

(b) If the notice is not withdrawn in writing prior to the date 
named in the notice, the rights of the principal as supported by said 
bond shall be termiiiated on such date (unless supported by another 
bond or bonds). The surety shall, however, remain liable with re- 
spect to any tax under section 4061(a) (plus penalties and. interest) 
the liability for whicli is incurred in respect of articles released from 
customs custody by reason of the bond, 

(c) Said notice may not be given by an agent of the surety, unless 
it is accompanied by power of attonrey duly executed by the surety 
authorizing the agent to give such notice or by a verified statement 
that such poiver of attorney is on file svith the Treasury Department. 

(iii) Changes in bond. — After filing of the bond required under 
this paragraph, no change may be made in the terms thereof except 
with the consent of the surety or sureties and subject to the approval 
of the district director. Any such cliange and the corisent thereto of 
the surety or sureties shall be shosvn on Form 2968, copies of which 
may be obtained from any district director. Such form shall be exe- 
cuted and filed, in any case where a change is proposed in the terins 
of the bond, in the same manner as that prescribed with. respect to 
the bond itself. 

(8) Satisfactory surety. — (i) Approved surety conipany or bonds 
or notes of the United states. — For purposes of subparagraph (2) of 
this paragraph, a boncl shall be considered executed svith satisfactory 
surety if: 

(a) It is executed by a surety company holding a certificate 
of authority from the Secretary as an acceptable surety on 
Federal bonds; or 

(b) It is secured by bonds or notes of the United States as 
provided in 6 U. S. C. 15 (see 81 CFR Part Mo5). 

(ii) Other surety acceptable in discretion of district director. — For 
purposes of subparagraph (2) of this paragraph, a bond may, in the 
discretion of. the district director, be considered executed with satis- 
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factory' surety if. , in lieu of being executed or secured as provided in 
6ubdivision (i) of this subparagraph, it is- 

(a) Executed by a corporate surety (other than a surety com- 
pany), provided such corporate surety establishes that it is within 
its corporate poivers to act as surety for another corporation or 
an individual; 

(b) Executecl by two or more individual sureties, provided such 
individual sureties meet the conditions contained in subdivision 
(iii) of this subparagraph; 

c) Secured by a mortgage on real or personal property; 
d) Secured by a certified, cashier' s, or treasurer's check drawn 

on any bank or trust company incorpo~rated under the laws of the 
United States or any State, Territory, or possession of tlie United 
States, or by a United States postal, bank, express, or telegraph 
money order; 

(e) Secured by corporate bonds or stocks, or by bonds issued 
by a State or political subdivision thereof, of recogiiized. sta- 
bility; or 

(f) Secured by any other acceptable collateral. Collateral 
shall be deposited with the district director or, in his discretion, 
with a responsible financial institution acting as escrow agent. 

(iii) Conditions to be met by individual sureties. — Ef a bond is 
executed by two or more individual sureties, the following conditions 
must be met by each such individual surety: 

(a) He must reside within the State in which tlie principal 
place of business or legal residence of the primary obligor is 
located; 

(b) He must liave property subject to execution of a current 
market value, above all encumbrances, equal to at least the penalty 
of the bond; 

(c) All real proeprty which he o8ers as security must be lo- 
cated in the State in which the principal place of business or 
legal residence of the primary obligor is located; 

(d) EIe must agree not to mortgage, or otherwise encumber, 
any property oQ'ered as security while the bond continues in elfect~ 

without first securing the permission of the district director; and 
(e) He must file with the bond, and annually thereafter so 

long as the bond continues in eh'ect, an afFidavit as to the 
adequacy of his security, executed on tlie appropriate form fur- 
nished by the district director. 

Partners may not act as sureties upon bonds of their partnership. 
Stockholders of a corporate principal may be accepted as sureties 
provided their qualifications as such are independent of their holdings 
of the stock of the corporation. 

(iv) Adequacy of surety. — No surety or security shall be accepted 
if it does not adequately protect the interest of the United. States. 

(4) Ne~ or additional bond. — The district director may require a 
new or additional bond under this section in any case where he deems 
it necessary or desirable in order to protect the interests of the United 
States. 

(d) Termination of requirement. — (1) Application for reh'ef from 
requirement. — Any importer who has given bond as required uncler 

585726' — 61 — 21 
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paragraph (c) of this section may make application for relief from 
such requirement at any time after the last day of the first month 
following the close of the calendar quarter in which the bond was 
given. Any such application shall be submitted to the district director 
to whom the bond was furnished and shall set forth such facts as will 
be of assistance to the district director in determining whether the 
relief shall be granted. 

(2) Eelief f'rom, requirement. — In any case where the district direc- 
tor determines that the bond required under paragraph (c) of this 
section to be given by an importer is no longer necessary to insure 
payment of any tax under section 4061(a) for which liability may be 
incurred by such importer, such importer shall no longer be required 
to give such bond. 

(e) Evidence required for release of imported articles from customs 
custody. — (1) In general. — Each article taxable under section 4061(a) 
which arrives in the United States from any foreign country or pos- 
session of the United States on or after the first day of the first 
calendar quarter beginning more than 60 days after the date of pub- 
lication of this Treasury decision in the Federal Register, and which 
is imported by any person required under paragraph (b) of this 
section to make apphcation for a determination whether bond shall 
be given, shall not, if subject to customs examination and release, 
be released from customs custody until the evidence prescribed in 
subparagraph (2) (i) or (2) (ii) of this paragraph has been fur- 
nished by such person to the collector of customs. 

(2) Eorm of evidence. — The evidence rejuired under subparagraph 
(1) of this paragraph shall be in the form of a statement, executed, 
signed, and dated by the district director. Such statement shall show 
the following: 

(i) Bond required. — If the importer is required to give bond under 
this section, the statement shall show- 

(a) The total number of articles in respect of which the state- 
ment is given. 

(6) The model number of each such article. 
(c) The name and address of the importer of such articles. 
(d) If the articles are to be released from customs custody 

to a person other than the importer, the name and address of such 
other person. 

(e) That the importer has given a bond which the district 
director finds su%cient to protect the interests of the United 
States with respect to any tax under section 4061(a) for which 
liability may be incurred in respect of such articles. 

A. statement under this subdivision shall be furnished to the importer 
by the district director, upon request of the importer, in every case 
where such importer furnishes the district director with information 
which establishes to the satisfaction of the district director that the 
importer has given bond in an amount sufhcient to protect the inter- 
ests of the United States with respect to any tax under section 4061(a) 
which may become due in respect of the articles to which the request 
relates, and with such other information as is required under this 
subdivision to be shown in the statement. Such request, together 
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vith such information, shall be submittecl by the importer immedi- 
ttely upon receipt by him of notice that articles taxable under sec- 
, ion 4061(a) have been exported to his order. A separate request 
;hall be made in respect of each shipment. Each statement given 
lnder this subclivision shall be executecl in duplicate. The original 
if such statement shall be furnished by the district director to the 
. mporter and the copy shall be retained by the district director. 

(ii) Xo bomE required. — If the importer is not required to give 
iond under this section, the statement shall show- 

(o) The name and address of the importer. 
(b) That bond under this section is not required of sucli 

importer. 
A. statement under this subdivision shall be furnished to the importer 
by the district director on the date on which the clistrict director 
determines that the importer is not required to give a bond under this 
section. Such statement shall be executed in tril&licate. The original 
of such statement and one signed copy shall be furnished by the dis- 
trict director to the importer, and one copy shall be retained by the 
district director. Additional signed copies of such st&atement will 
be furnished by the district director to the importer upon request of 
the importer. However, once such statement, , or a signed copy thereof, 
has been furnished by the importer to a collector of custon&s, the re- 
quirements imposed by subparagraph (1) of this paragraph are 
deemed to be satisfied in respect of all articles taxable under section 
4061(a) which thereafter arrive in the United States for release to 
or for the importer in a port under the jurisdiction of such collector 
of customs, until such time, if any, as such collector of customs re- 
ceives written notification from the district director or the Commis- 
sioner of Customs that such statement has been withdrawn. 

A&&me&&iran: $$ 48. 4001(a) and 48. 4061(a) — 2 issued under sec. 623, Tariff Act 
of 1930 (46 Stat. 759; 19 U. S. C. 1623), and sec. 7805, I. R. C. 19;&4 (68A. Stat. 917; 
26 I. . S. C. 7800). 

1)ANA I&ATELAM& 

Com&rnissioner of Interna/ P'evenue. 
Al&proved October M4, 1060. 

FRED C. SGRIBNER& JR. 
& 

Acting Secretory of the Treast&ry. 

(Filed by the Division of the Federal Register on October 27, 1960, 8:47 a. n&. , 
and published in the issue of the Federal Register for October 28, 1960, 2~2 

F, R. 10347) 

SECTION 4063. — EXEMPTIONS 

96 CFR 40. 4063 — 1: Tax-free sales of bodies 
to manu f act u vers. 

'l&rhether a semitrailer chassis manufacturer may sell a, vehicle 
consisting of a seniitrailer chassis and a semitrailer "body shell" 
tax-exempt, to a semitrailer body manufacturer. See Bev. Hul. 60— 
&71, page 3W. 
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PART III. — PETROLEUM PRODUCTS 

Subpart A. — Gasoline 

SECTION 4082. — DEFINITIONS 
Rev. Rul. 60 — 816 o6 CFR 48. 4082 — 1: Definitions. 

(Also Section 4041. ) 
For Federal excise tax purposes, a ready-mixed two-cycle engine 

fuel which is produced by blending 80-octane gasoline with out- 
board motor oil is considered to be gasoline rather than special 
motor fuel. Therefore, it is subject to the manufacturers excise 
tax imposed by section 4081 of the Internal Revenue Code of 1954. 
However, under the provisions of section 6421(a) of the Code, the 
ultimate. purchaser may obtain a payment of (I) one cent for each 
gallon of such fuel used for nonhighway purpoees on which the 
tax was paid at the rate of three cents a gallon or (2) two cents 
for each gallon of such fuel used for nonhighway purposes on which 
the tax was paid at the rate of four cents a gallon. 

Advice has been requested whether sales of a ready-mixed two-cycle 
engine fuel are subject to the manufacturers excise tax on gasoline or 
to the retailers excise tax on special motor fuels. This fuel is pro- 
duced by blending 80-octane gasoline with outboard motor oil at a 
ratio of one quart of outboard motor oil to five gallons of gasoline. 
The resulting product is commonly and commercially known and sold 
as gasoline for use in marine outboard motors, chain saws, posthole 
diggers, and similar types of equipment. 

Section 4041(b) of the Internal Revenue Code of 1954 imposes a 
tax on any liquid (other than kerosene, gas oil, or fuel oil, or any 
product taxable as gasoline or as diesel fuel) which is either (1) sold 
by any person to the owner, lessee, or other operator of a motor ve- 
hicle, motorboat, or airplane, for use as a fuel for the propulsion of 
such motor vehicle, motorboat, or airplane, or (9) used by any person 
as a fuel for the propulsion of a motor vehicle, motorboat, or air- 
plane, if there was no taxable sale of that fuel under (1). 

Section 4081 of the Code imposes a tax on gasoline sold by the 
producer or importer thereof, or by any producer of gasoline. Sec- 
tion 4082(b) of the Code defines the term "gasoline" to mean all 
products commonly' or commercially known or sold as gasoline (in- 
cluding casing head and natural gasoline). 

Section 48. 4082 — 1(b) of the Manufacturers and Retailers Excise 
Tax Regulations provides, in part, that the term "gasoline" includes 
(1) all products commonly or commercially known or sold as gasoline 
(whether or not they meet the specifications in (9) below), including 
casinghead gasoline, natural gasoline, and aviation gasoline, and (9) 
all petroleum products meeting the volatility requirements (exclusive 
of vapor pressure) of United States motor gasoline (United States 
Government Specification No. VV — G — 101a), except that the term 
"gasoline" does not include liquefied gases, such as propane, butane, or 
pentane, or mixtures of the same, or any product (i) more than 90 
percent of which is evaporated at 810 degrees Fahrenheit and having 
an A. . S. T. M. octane number of less than 70, or (ii) having a Reid 
vapor pressure at 100 degrees Fahrenheit of Inore than 30 pounds. 
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Since the gasoline used in blending the ready-mixed two-cycle en- 
gine fuel described above has an octane number of 80 and since the 
resulting product is commonly or commercially known and sold as 
gasoline, it is held that such product is gasoline wii. hi» the meaning 
of section 4081 of the Code Iather than special motor fuel under sec- 
tion 4041, Accordingly, the manufacturers excise tax imposed by 
section 4081 applies to the sale by the producer or importer, or by 
any producer, of such ready-mixed two-cycle engine fuel. 

However, under the provisions of section 6421(a) of the Code, the 
ultimate purchaser may obtain a payment of (1) one cent for each 
gallon of such fuel used for nonhigluvay purposes on which the tax 
was paid at the rate of three cents ~a gallon or (2) two cents for each 
gallon of such fuel used for nonhighway purposes on which the tax 
was paid at the rate of four cents a g~allon. 

SUBCHAPTER B. — HOUSEHOLD TYPE EQUIPMENT, ETC. 

PART II. — ELECTRIC, GAS, AND OIL APPLIANCES 

SECTION 4121. — IMI'OSITION OF TAX 

26 CFR 48. 4121 — 1: Imposition of tax. Rev. Rul. 60 — 808 

Section 4121 of the Internal Revenue Cocle of 1954 imposes a tax 
upon the sale by the nianufacturer, producer, or importer of certain 
enumerated electric, gas, and oil appliances of the household type 
(including in each c(se parts or accessories therefor sold on or in 
connection with the sale thereof). A'eM, since electric can openers 
for household use do not come within the scope of any of the articles 
enumerated in section 4121 of the Code, the nranufacturers excise tax 
imposed by that section does not apply to t. he manufacturer's sales 
of electric can openers which are designed for independent operation. 
Ho~ever, where a can opening app~aratus, designed for use as an 
attachment for an electric mixer or other taxable article, is sold on or 
in connection with the taxable article, the tax applies to the total 
selling price of the article, including the can opening apparatus. 

26 CFR 48. 4121 — 2: Definitions. Rev. Rul. 60 — 300 

Certain articles v-hich are designed for outdoor cool-ing and 
Ivhich utilize liciuefied petroleum gas as a fuel are considered to 
be gas coolring appliances of the household type within the meaning 
of section 4121 of the Internal Revenue Code of Ju, i4. Accordingly, 
sales by the manufacturer of such articles are subject to the manu- 
facturers excise tax imposed by that section on certain electric, gas, 
and oil appliances. 

Advice has been requested whethcI the manufacturers excise tax on 
:ertain electric, gas, and oil appliances applies to the sale by the 
nanufacturer of the so-called "rotisserie cart, " described below. 

The rotisserie cart is designed for family-type use for outdoor 
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cooking. It, consists of a, cooking unit of the type commonly referred 
to as a "rotisserie, " a body on which the cooking unit is mounted, and 
a two-wheeled ch~assis which supports the body. The rotisserie cart 
may be wheeled about by use of a handle which is attached to the body. 

The cooking unit utilizes liquefied petroleum gas as a fuel. A gas 
cylinder with pressure regulator is attached to the chassis and is 
connecteR to the cooking unit by a rubber hose through which the gas 
fiows. By disconnecting this hose, the cooking unit may be removed 
for separate use after the hose is again connected. 

Section 4191 of the Internal Revenue Code of 1054 imposes a tax 
upon the sale by the manufacturer, producer, or importer of certain 
"articles of the household type (including in each case parts or ac- 
cessories therefor sold on or in connection with the sale thereof). " 
Included in the enumeration of articles subject to tax are "electric, 
gas, or oil appliances of the type used for cooking, warming, or keeping~ 
warm, food. or beverages for consumption on the premises. " 

Section 48. 4191 — 9(a) of the Manufacturers and Retailers Excise 
Tax Regulations provides that the term "articles of the household 
type" includes all articles enumerated in section 4191 of the Code 
which have an actual, practical, commercial fitness, or are specifically 
clesigned and constructed, for household use. 

Section 48. 4191 — 9(c) of the regulations provides that the term "elec- 
tric, gas, or oil appliances of the type used for cooking, warming, or 
keeping warm, food or beverages for consumption on the premises" 
includes any type of appliance operated by, or for which the heat is 
generated by, electricity, gas, or oil, which is used to cook, warm, or 
keep warm, food or bever~ages for consumption on the premises. 

The rotis~serie cart described above is an appliance "of the type used 
for cooking, warming, or keeping warm, food or beverages for con- 
sumption on the premises" within the meaning of section 4191 of the 
Code. Furthermore, it is considered to be a "gas" appliance, since 
liquefied petroleum gases, such as butane and propane, are gaseous 
when in a natural state. Even though they are liquefied when under 
pressure for transportation and storage, they again become gaseous 
svhen released for use. 

This rotisserie cart also is considered to be an article "of the house- 
hold type" since it is designed for domestic or family-type use, rather 
than for commercial or industrial use. The fact that it is primarily 
designed for outdoor use is immaterial. Charcoal or wood-burning 
barbecue grills, braziers, etc. , for outdoor cooking are not taxable 
because those articles are not "electric, oil, or gas" appliances rather 
than because they are designed for outdoor use. 

Accordingly, it is held that this rotisserie cart is a gas cooking 
appliance of the household type which is subject to the tax imposed by 
section 4191 of the Code when sold by the manufacturer thereof. 
Likewise, the tax imposed by that. section applies to the cooking unit 
if it is sold separately by the manufacturer. However, the tax does 
not apply to separate sales of parts or accessories, including a separate 
sale of the body or the chassis. 
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SUBCHAPTER C. — ENTERTAINMENT EQUIPIIENT 
PART I. — RADIO AND TELEVISION SETS, PHONOGRAPHS AND RECORDS, ETC. 

SECTIOX 4141. — I. 'IIPOSI'I'It)X OF TAX 
O6 CFR 48. 4141: Statutory provisions; 

imposition of tax. 
(Also Section 4151; 48. 4151. ) 
TITLE 26 — IXTERXAL RI'vENUE, 1954. — CHAPTER I, SUBCHAPTER D, PART 49, 

IIAXUFA&"TURERS AXU RETAILERS I. XCISE TAXES 

T. D. 6504 ' 

Regulations under subchapter C of chapter 82 of the Internal 
Revenue Code of 1004, as aluended, relatiug to the tax on sales of 
radio and television receiving sets, phonographs, conlbinations of 
any of the foregoing, phonograph records, radio and television 
components. and musical instruments. 

TABLE OF CONTENTS 

Subpart J. — Radio and Television Sets, Phonographs, Phonograph Records, and 
Musical Instruments 

Entertainment Equipment 

RADIO AND TELEVISION SETS, PHONOGRAPHS AND RECORDS, ETC. 
Section 
48. 4141 Statutory provisions: imposition of tax. 
48. 4141 — 1 Imposition and rate of tax. 
48. 4141 —" Parts or accessories. 
48. 4142 Statutorv provisious; definition of radio and television component. 
48. 4142 — 1 Ra&lio and television components. 
48. 4148 Statutorv provisions; exeruption for conlmunication, etc. , equipment. 
48. 4148 — 1 Exemption of communication, etc. , equipment. 
48. 4148 — ' Other tax-free sales. 

MUSICAL INSTRUMENTS 

48. 4151 Statutory provisions; imposition of tax. 
48. 4151 — 1 Imposition and rate of tax. 
48. 4101 — 2 Tax-free sales. 

DEPART5IEXT OI' TEIE TREASURxq 
Ovrroz or COSIEIISSIONER OF IXTEI XAL REVEXI Et 

II «shington '~~, D. C. 
To Off'&cere anel En( ployee g of the Internal 5'e i eniie 8ei lice and Othei g 

Concerned: 
On December 10, 1959, notice of proposed rulemaking Ivith respect 

to the 41nnufncturers nnd Retailers Excise Tax Regulations (06 CFR 
Part 48) under subchapter C of & h;(pter 8 l of the I»ter»nl Revenue 
Code of 1054, as in eGect January 1, 1059, relating to the ntanufitc- 
turers excise tax imposed on the sale of radio n. nd television receiving 
sets, phonographs, combi»ntions of liny of the foregoing, phonograph 
records, radio and television components, and musica~i instruments 
by manufacturers, producers, or importers Ivns published in the 
Federal Register (o4 F. R. 10311). After consideration of all such 
relevant matter ns Ivns presented by interested»ersons regarding the 
rules proposed, the following regulations nre hereby adopted. 

r The publication of this Treasurv Decision in 25 F. R. 1102%, dated November 19, 1960, 
coutains (I) an instruction for modifving the notice of proposed rulernal-ing in 24 I'. R 
10911, dated December 19. 1950, and (27 the full context of the regulations with such 
modifications. As here published, the Treasnrr occision reflects the full context of such 
regulations, with taodificatiou. The individual instruction has been omitted. 
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Subpart J. — Radio and Television Sets, Phonographs, Phonograph Records, and 
Musical Instruments 

RADIO AND TELEVISION SETS, PHONOGRAPHS AND RECORDS, ETC. 

$ 48. 4141 STATI ToRY PRovIsloxs ) IEIPosITIQN oF TAx. 

SEC. 4141. IMPOSITION OF TAX. 
There is hereby imposed upon the sale by the manufai turer, producer, 

or importer of the following articles (including in ea& h case parts or 
accessories therefor sold on or in connection with the sale thereof), a 
tax equivalent to 10 percent of the price for which so sold: 

Radio receiving sets. 
Automobile radio receiving sets. 
Television receiving sets. 
Automobile television receiving sets. 
Phonographs. 
Combinations of any of the foregoing. 
Radio and television components. 
Phonograph records. 

[Sec. 4141 as amended and in effect Jan. 1, 1959] 

$ 48. 4141 — 1 IMPosITIDN AND RATE oF TAx. — (a) Imposition of 
tax. — Section 4141 imposes a tax upon the sale by the manufacturer, 
producer, or importer of the following articles (including in each 
case parts or accessories therefor sold on or in connection with the 
sale thereof): 

(1) Radio receiving sets, 
(2) Automobile radio receiving sets, 
(3) Television receiving sets, 
(4) Automobile television receiving sets, 
(5) Phonographs, 
(6) Combinations of any of the foregoing, 
(7) Radio and television components, and 
(8) Phonograph records. 

See section 4143 abend I 48. 4143 — 1 for exemption from tnx in respect of 
the sale of articles specified in subparagraphs (1) through (6) of 
this paraginph which are communication, detection, or navigation 
equipment, of the type used in commercial& iiiilitary, or marine instal- 
lations, and for exeinption from tax in respect of ra~dio and television 
components suitable for use only on or in connection with, or as com- 
ponent parts of such equipment. 

(b) Pate of ta~. — The tnx is imposed upon the sale of articles speci- 
fied in section 4141 nnd in paragraph (a) of this section at the rate 
of 10 percent of the price for which sold. For definition of the term 
"price", see section 4216 and the regulations thereunder contained in 

Subpart Af. 
(c) Liabi7ity for taa. — The tax imposed by section 4141 is payable 

by the manufacturer, producer, or importer making the sale. 
(d) Phonograph reeord8. — The term "phonograph records" means 

all disks, cylinders, or other articles, regardless of the material from 
which tliey are Invade, upon which nre recorded music, speech, or 
other sounds which are capable of reproduction by means of a phono- 
graph. The term does not, include t;ipe or wire recordings. 

k 48. 4141 — 2 PARTS oR AccESSORIES, — (a) In genera/. — The tax at- 
taches in respect of parts or accessories for articles specified in section 
4141 and paragraph (a) of bq 48. 4141 — 1 sold on or in connection with 
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the sale thereof at the rate applicable to the sale of the basic articles. 
The tax attaches in such c;&se ivhether or not it&e parts or nc&. essori&s 
are billed separately. On the other hand, no tnx attaches in respect 
of parts or accessories for articles specified in section 4111 nnd para- 
graph (a) of $ 48. 4141 — 1 which are sold othe&ivise than on or in 
connection ivith such articles or ivith the snle thereof. 

(b) Irssenti«l ecru&'pment. — If taxable nrticles are sold l&y the man- 
ufacturer, producer, or importer thereof ivithout parts or accessories 
ivhich are considered equipment essential for the operation or nppenr- 
nnce of such aticles, the sale of such parts or accessories ivill be con- 
sidered& in the absence of evider&ce to the contrary, to have been made 
in connection ivith the sale of the basic article even thouglr they are 
shipped separately nt the same time or on n different date. 

$ 48. 4142 STATUToRY PRovlsloNs 
& 

DEFINITIoN QF RADIo AND TEI. E- 
VISI&&X (. OiIPONXNT. 

SEC. 414'. DLcFIXITIOX OF RADIO AXD TELI;VISIOX COil- 
I'OX I'XT. 

As used in section 4141, the term "radio and television con&poncnts" 
means chassis, cabinets, tubes, speaiters, amplifiers, po&ver supply units, 
anteuua of the "built-in" type, phonograph n&echanis&ns, and phouo "raph 
record-players, which are suitable for use on or in connection &vith, or as 
component parts of, any of the articles enuu&crated in section 4141, 
&vhether or uot primarily adapted for such use. 
[Sec. 414'& as a&nended and in effect Jan. 1, 10op] 

b& 48. 4142 — 1 RADIo AND TELEvisloN C oiIPDNKNTs. — (a) In gen- 
er«l. — The term "radio and television con&ponents" means chassis, 
cnbir&ets, tubes, speakers, amplifiers, power supply units, antennae of 
the "built-in" type, phonograph mechanisms, and phonograph record- 
1&layers, ivhich are suitable for use on or in connection with, or ns n 
component part of, any radio or television receiving set, phorrogrnph, 
or combinntion of any of the following. 

(b) Suitable fo~ use defined. — An item is suitable for use, ivithin 
the meaning of section 4142 and paragrnph (a) of this section, if it is 
commonly Iised ivith any of the articles enumerated in section 4141 
nnd parngrnph (a) (1) through (6) of $ 48. 4141 — 1 or if it possesses 
actual, practical commercial fitness for such use. It is imlnaterinl 
vhetl&er the item is primarily ndnpted for such use. 

(c) Deftnitions. — (1) Chassis. — The term "chassis" includes nny 
assembly of parts into circuits for the reception and &. onversion of 
radio or television signals into impulses suitable for the reproduction 
of (i) sound by a radio receiving set, or (ii) n, picture, either ii ith or 
ivithout its associated sound, by n, television receiving set. 

(2) 6, "abinets. — The term "cabinets" includes containers suitable for 
housing a el&assis for any rndio or television receiving set, phonograph, 
or combination of any of the foregoing. 

('-&) Tubes. — The term "tubes" includes tubes of nll types suitnble 
for use on or in connection ivith, or ns component parts of, ar&y radio 
or television receiving set, phonograph, or combination of nny of the 
f oregoing. 

(4) 8J&eaters. — The term "spenkers" includes all devices for nse in 
converting electrical impulses to sound ivhether or not equipped ivith 
coupling units (bnt not including earphones) ivhich are suitable for 
use on or in connection with, or as component parts of, any radio or 
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television receiving set, phonograph, or combination of any of the 
f or cgoing. 

(5) AmpHfers. — The term "amplifiers" includes all apparatus for 
the amplification of audio frequency or video frequency impulses 
which are suitable for use on or in connection with, or as component 
parts of, any radio or television receiving set, phonograph, or com- 
bination of any of the fore&roing. 

(6) Potver supply units. — The term "power supply units" includes 
all clevices which are suitable for use on or in connection with, or as 
component, parts of, any radio or television receiving set, phonog~raph, 
or combination of any of the foregoing and which convert electric 
current, of ordinary commercial and domestic voltages into electric 
cune»t, voltages suitable for operating any such articles. 

(7) Antennae of the "built-in" type. — The term "antennae of the 
'built-in' type" includes all types of aerials designed to be contained 
in any raclio or television receiving set, or combination of any of the 
f oregoing. 

(8) Phonograph tnerhanisn&. — The term "phonograph mechanism" 
means any article consisting of at least, a motor, pick-up arm, and turn- 
table, even though the article may also have other parts, but which in 
its entirety doe~s not constitute a phonograph record player or a 
phono& raph. 

(0) Ph&or&ograph record player. — The term "phonograph record 
player" »ieans an article capable of playing phonograph records (as 
defined in paragraph (d) of $ 48. 4141 — 1) but lackiiig an amplifier or 
a speaker, or both. 

$ 48. 4143 S rATUTolrv PI&ovlsioNs; ExEMPTIoN FQR CoMMUNIOA- 

TION& ETC. 
& 

EQUIPMENT. 

SEC. 414'. EXE&ilPTION FOR COMMUNICATION, ETC. , EQUIP- 
'&&I EN T. 

(a) Iv Gsxsa. u, . — Except in the case of radio and television com- 
ponents and phonograph records, the tax imposed by section 4141 shall 
not apply to connnunication, detection, or navigation equipment of the 
type used in & ominercial, milit:&ry, or marine installations. 

(b) Cosrroxsxrs. — The tax impose&I by section 4141 on radio and 
television components sh;&11 not apply to any article which is suitable 
for use only on or in connection with, or as a component of, articles 
exempt from tax urnler subsection (a). 
[Sec. 414S as amended and in effect San. 1, 19o9] 

$48. 4143 — 1 ExEMPTION OF COMMUNICATION) ETC. 
& 

EQUIPMENT. — 
(a) Radio and television receiving sets, etc. — The tax imposed by sec- 
tion 4141 shall not apply to radio or television receiving sets, phono- 
graphs, or combinations of any of the foregoing which are designed 
abend ma&nufactured for use primarily as communication, detection, or 
navigation equipment and are of the type used in commercial, mili- 
tary, or marine inst;illations. The following articles are illustrative 
of the type of articles which are exempt under this section: 

(1) radar equipment, 
(2) sonar equipment, 
(8) receivers for use in connection with ship-to-ship and ship- 

to-shore equipment, and 
(4) radio direction finding equipment. 

(b) Padio and te2evision corn&ponents. — The tax imposed by sec- 
tion 4141 shall not apply to a radio or television component suitable 
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for use one on or in connectio» with, or as a component of a radio 
or television receiving set, , phonograpl&, or combi»ation of any of the 
foregoing which is exempt under section 414"&(a, ) as an article de- 
signed a»d manufactured primarily as communication detection or 
navigation equipment of the type used in commercial, military, or 
marine installations. Ilowever& a radio or television component, is 
not exempt from tax under section 414, "&(b) if it is suitable for use 
on or in connection with, or as a, co&npo»ent of, both (1) a radio oi 
television receiving set or phonograph& or any &«ombination thereof, 
exempt under section 4148(a), and (2) any radio or television receiv- 
ing set or phonograph, or any combination thereof, which is not ex- 
empt under section 414', -&(a), whetller or not the use with the nontax- 
able article is its primary use. 

$48. 4143 — 2 OTIIER TAx-FREE SAI, zs. — For provisions relating to 
tax-free sales of articles referred to in section 4141, see- 

(a) Section 4221, relating to certain tax-free sales; 
(b) Section 4222, relatin« to registration; and 
(c) Section 422'1, relating to special rules with respect to fur- 

ther manufacture; 
and the regulations thereunder contained in Subpart, N. 

MUSICAL INSTRUMENTS 

$ 48. 4151 STATvToRY PRovlsIQNsj IMPosITIoN oF TAX. 

SEC. 4151. IAIPOSITIC&X OF TAX. 
There is hereby imposed upon the sale of musical instrun&cuts by the 

manufacturer, producer, or hnporter a tax equivalent to 10 percent 
of the price for vvhich so sold. 
[Sec. 415&1 as originally enacted and in effect Zan. I, 1959] 

$ 48. 4151 — 1 IMPosITIoN AND BATE oF TAX. (a, ) In general. — Sec- 
tion. 4151 imposes a tax upon the sale of musical instruments by the 
manufacturer, producer, or importer thereof. 

(b) Rote of tax. — The tax is imposed upon the sale of musical in- 
struments at the rate of 10 percent of the price for which sold. For a 
definition of the term "price", see section 4216 and the regulations 
thereunder contained in Subpart AI. 

(c) Liubi7ity for to~. — The tax imposed by section 4151 is payable 
by the manufacturer, producer, or importer making the sale. 

(d) Definition of musical ingtrumente. — The term "musical instru- 
ments" includes all wind, reed, string, percussion or electronic in- 
struments used to produce music, including but not limited to all 
types of pianos and organs, trombones& saxophones, violins, drums, 
xylophones, chimes, cymbals, bongos, castanets, maracas, claves, etc. 
The term does not include articles in the nature of toys or novelties 
which simulate musical instruments and which are unsuitable for 
use in playing musical compositions or in teaching music. 

$ 48. 4151 — 2 TAx-FRzz SALEs. — For provisions relating to tax-free 
sales of musical instruments, see 

(a) Section 4221(a) rehtting to tax-free sales in general, in- 

cluding tax-free sales to nonprofit educational organizations for 
their exclusive use; 
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(b) Section 4221(e) (3) relating to tax-free sales of musical 
instruments to religious institutions for exclusively religious 
purposes; 

(c) Section 4222 relating to registration; and 
(d) Section 4226 relating to special rules with respect to fur- 

ther manufacture; 
and the regulations thereunder contained in Subpart N. 

AvrnoaITT: $$ 48. 4141 to 48. 4148 — 2, incl. , and $$ 48. 4151 to 48. 4151 — 2, inel. , 
are issued under sec. 7805, I. R. C. 1954; 68A Stat. 917; 26 U. S. C. 7805. 

DANA LATHAM~ 
Comm& st'oner of Internal Revenue. 

Approved November 15, 1960. 
FRED C. SCRIBNER~ JR. ~ 

Acting 8ecretary of the Treasury. 
(Filed by the Division of the Federal Register on November 18, 1960, 8:49 a. m. , 

and published in the issue of the Federal Register for November 19, 1960, 
25 F. R. 11028) 

PART II. — MUSICAL INSTRUMENTS 

SECTION 4151. — IMPOSITION OF TAX 

26 CFR 48. 4151: Statutory provisions; 
imposition of. tax. 

Regulations under the Internal Revenue Code of 1954 relating to 
the manufacturers tax on sales of musical instruments, effective Jan- 
uary 1, 1959. See T. D. 6504& page 313. 

SUBCHAPTER D. — RECREATIONAL EQUIPMENT 
PART I. — SPORTING GOODS 

SECTION 4161. — IMPOSITION OF TAX 

26 CFR 48. 4161 — 1: Imposition and rate of tax. Rev. Rul. 60 — 259 

The manufacturers excise tax on certain articles of sporting 
goods, imposed by section 4161 of the Internal Revenue Code of 
1954, applies to croquet balls and croquet mallets, as individual 
articles, but does not apply to croquet sets, as such. The sale of 
a croquet set by a manufacturer is considered to be a combination 
sale of the various articles making up the set, and he is liable for 
the tax only on his sale of the taxable articles of his own manu- 
facture included in the set. If the set includes taxable articles 
which he has purchased on a tax-paid basis from another manufac- 
turer, they are treated in the same manner as nontaxable articles 
in coniputing the tax liability incurred at the time of the sale of 
the set. 

Advice has been requested concerning the applicability of the 
manufacturers excise tax on certain sporting goods ~here a manu- 
facturer sells croquet sets under the circumstances described below. 

3f corporation sells croquet sets containing balls, mallets, arches. 
racks, and stakes. 3I manufactures the mallets and the stakes. The 
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balls, arches, and racks are purchased from N company, which manu- 
f'actures those articles. 

Section 4161 of the Internal Revenue Code of. 1954 imposes a tax 
upon the sale by the manufacturer. , producer, or importer of certain 
enumerated articles of sporting goods, including in each case parts or 
accessories of such articles sold on or in connection therewith, or 
~vith the sale thereof. Included in the articles enumerated are "cro- 
quet balls" and. "croquet mallets. " 

The statute does not, impose the manufacturers excise tax on the 
sale of the croquet sets, as such. The tax is imposed upon sales of 
croquet balls and croquet mallets, as individual articles. Furthermore, 
the tax is imposed upon the sale of these articles by the manufacturer, 
producer, or imports thereof and not upon resales of the articles by 
someone else. 

Accordingly, in ihe instant case, it, is held that the manufacturers 
excise tax on sporting goods applies to the sale of the croquet balls 
at the time they are sold to 3X corporation by N company. Therefore, 
N company is liable for the tax on its sale of the croquet balls. 

The sale of the croquet set by 3I corporation is considered to be a 
combination sale of the various articles making up the set. 3J is liable 
for tax on the sale of the taxable articles of its manufacture included 
in the set, i. e. , the croquet mallets. 3f incurs no liability on its resale 
of the taxpaid articles purchased from N (croquet balls) when such 
articles are resold as part of the croquet set. The stakes, arches, and 
racl-s do not fall within the scope of section 4161 of the Code and, 
therefore, are not subject to the manufacturers excise tax on sporting 
goods. . V corporation's tax liability on the sale of the croquet set shoulcl be 
computed in accordance with the method described in Revenue Ruling 
50 — 16, C. B. 1050 — 1, 340. For the purpose of this computation, the 
croquet balls purch~ased tax-paid from N company are to be treated as 
nontaxable articles. Therefore, if 3I's cost of the taxable mallets is 
one-third of its total cost of the complete combination (excluding any 
shipping carton), the fax applies to one-third of the price clrarged by 
3f for the entire set (including the shipping carton). This method 
indirectly allocates in the same ratio a part o~f any shipping carton to 
the taxable mallets. 

Hev. Rul. 60 — 347 

Sales of bowls or balls used in the garne of lawn bowling and sales 
of other lawn bowling equipment, such as books on lawn bowling, 
bowl measures, lawn bowl polish, and porcelain jacks, are not sub- 
ject to the manufacturers excise tax on certain sporting goods, im- 
posed by section 4161 of the Internal Revenue Code of 1054, 

Advice has been requested whether the manufacturers excise tax 
on certain sporting goods applies to the sale by an importer of bowls 
or balls used in diRerent versions of the game of lawn bowling, an 
outdoor game which does not involve the use of pins. 

The importer sells numerous items of lawn bowling equipment, in- 
cluding lawn bowls or balls, books on lawn bowling, bowl measures, 
lawn bowl polish, and porcelain jacks. The bowls a~re constructed in. 

various sizes. They are not, entirely round but are flattened somewhat 
on each side so that they roll on a curve and are thus not suitable for 
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use in the game of bowling which is usually played indoors on an 
"alley" and which utilizes pins. 

Section 4161 of the Intetmal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer of certain 
enumerated articles of sporting goods, including "bowling balls and 
pins. " 

It is held that since the bowls or balls described above are not de- 
signed or constructed for use in the conventional game of bowling 
which utilizes pins, they are not considered to be bowling balls within 
the meaning of section 4161 of the Code. Furthermore, none of the 
items of lawn bowling equipment listed above falls within the classifi- 
cation of "bowling balls and pins" or any of the other articles of 
sporting goods enumerated in section 4161 of the Code. Accordingly, 
sales of bowls or balls used in the game of lawn bowling and sales of 
other lawn bowling equipment such as books on lawn bowling, bowl 
measures, lawn bowl polish, and porcelain jacks, are not subject to the 
manufacturers excise tax on sporting goods. 

PART II. — PHOTOGRAPHIC EQUIPMENT 

SECTION 4171. — IMPOSITION OF TAX 

o6 CFR 48. 4171 — 8: Parts or accessories. Rev. Rul. 60 — 266 

A certain light seal set, consisting of a brid e hinge seal, a shutter 
bonnet, and a bulb knob cover, is not subject to the manufacturers 
excise tax on cameras, imposed by section 4171 of the Internal Rev- 
enue Code of 19o4, when sold separately by the manufacturer, pro- 
ducer, or iniporter thereof. However, the tax applies to the light 
seal set when sold on or in connection with the sale of a taxable 
camera by the camera manufacturer. 

Advice has been requested whether the manufacturers excise tax 
on cameras applies to separate sales by a manufacturer of the light 
seal set described below. 

The light seal set is designed to eliminate ininute light leaks in 
a certain camera which weighs less than four pounds. It consists of 
a bridge hinge seal, a shutter bonnet, and bulb knob cover. The 
bridge hinge seal is a straight length of black wire chenille similar 
to pipe cleaner Inaterial. AVhen inserted between the negative spool 
drag spring and the bridge hinge, it prevents light from entering 
through the bridge hinge and striking the negative. 

The shutter bonnet is a plastic cap which fits over the top of the 
shutter housing covering the exposure value window and the expo- 
sure value selector wheel. It is designed to prevent light from enter- 
ing the camera through the exposure value selector w~heel clearance 
slot and the exposure value window. The bulb knob cover consists 
of a small neoprene washer cemented to a metal cover. The unit fits 
over the bulb knob and an extension on the metal cover is fitted under 
the trip lever. The unit is then snapped in place at the back of the 
shutter housing. It is designed to prevent light from entering the 
camera through the bulb knob clearance hole, the trip lever clearance 
slot, and the bottom rear of the shutter housing. 
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The»ght seal set is solcl either as a separate accessory or in a paclr- 
age with other accessories, such as a filter. It is not sold on or in 
connection with the sale of ~a camera. 

Section 4171 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, produceI, or importer of certain 
enumerated. articles of photographic equipinent, including cameras. 
In each case, the tax applies to parts or accesso~ries of such articles 
sold on or in connection therewith, or with the sale thereof. Section 
4173(1) of the Code provides that the manufacturers excise tax on 
photographic equipment shall not apply to X-ray cameras or calneras 
weighing more than four pounds exclusive of lens and accessories. 

Section 48. 4171 — o(b) of the Manufacturers and retailers Excise 
Tax Regulations provides that if taxable articles are sold by the 
manufacturer thereof without parts or accessories Ivhich are con- 
sidered equipment essential for the operation or appearance of 
such articles, the sale of such parts or accessories will be consid- 
ered, in the absence of evidence to the contrary, to have been made 
in connection with the sale of the basic article e~ven though they are 
shipped separately at the same time or on diRerent date. 

Section 48. 4171 — B(c) of the regulations provides that in the case 
of cameras and lenses the term "parts or accessories" only includes 
articles that are incorporated in, or are intended for incorporation 
in, a taxable camera or a, taxable lens so as to become an integral 
part thereof, and range finders which, although detachable from a 
taxable camera, cannot operate independently thereof. 

The light, seal set described above is not essential for the operation 
or appea~rance of the taxable camera within the meaning of section 
48. 4171 — 8(b) of the regulations. In the instant case, it is not sold 
on or in connection with the taxable sale of a camera but is sold by 
the manufacturer thereof as a separate accessory or in a package 
with other accessories. Accordingly, it is held that such sales of 
the light seal set are not subject to the manufacturers excise tax on 
photographic equipment, imposed by section 4171 of the Code. IIow- 
ever, since the light seal set is intended for incorporation in a taxable 
camera, it is considered a part or accessory within the meaning of 
section 48. 4171 — 8(c) of the regulations and, therefore, the tax applies 
to such article if sold on or in connection with the sale of a, taxable 
camera by the camera manufacturer. 

PART III. — FIREARMS 

SECTION 4181. — IMPOSITION OF TAX 

26 CFR 48. 4181 — 2: Meaning of terms. Rev. R, ul. 60 — 288 

A starter pistol which uses blank ammunition and which cannot 
discharge by an explosive a shot, bullet, or projectile is not a 
pistol, revolver, or firearm (other than a pistol and revolver) with- 
in the meaning of section 4181 of the Internal Revenue Code of 
lfi;&4. Accordingly, sales of such starter pistols are not subject to 
the manufacturers excise tax on firearms imposed by that section 
of the Code. However, where a person removes the original barrels 
from such starter pistols and inserts prefitted, bored, and rifled 
barrels in the pistols so that a shot, bullet, or projectile can be dis- 
charged by an explosive, such person is a "manufacturer" of 
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taxable firearms within the meaning of section 4181 of the Code. 
Therefore, his sales of the converted starter pistols described above 
are subject to the manufacturers excise tax on firearnis. 

Advice has been requested whether the manufacturers excise tax 
on firearms, imposed by section 4181 of the Internal Revenue Code 
of 1M4, applies to sales of starter pistols of the type used. for signal- 
ing at athletic events or to sales of converted starter pistols which 
are fitted with bored and rifled barrels. 

A manufacturer produces and sells starter pistols of the type used 
for signaling purposes at track meets, football games, and other 
athletic events. The pistols are constructed so that they use blank 
ammunition to produce an explosive sound. The starter pistols can- 
not discharge a shot, bullet, or projectile. 

Another manufacturer imports similar starter pistols and changes 
the barrels on such pistols before he sells them to his customers. He 
removes the original barrels from the imported starter pistols and 
inserts prefitted, bored, and rifled barrels. The converted pistols 
can discharge a shot, bullet, or projectile by an explosive. 

Section 4181 of the Code imposes a tax upon the sale by the manu- 
facturer, producer, or importer of pistols, revolvers, firearms (other 
than pistols and revolvers), shells, and cartridges. 

Section 48. 4181 — 2(c) of the Manufacturers and Retailers Excise 
Tax Reimlations, provides that the term "firearms" means any port- 
able weapons, such as rifles, carbines, machine guns, shotguns, or fowl- 
ing pieces, from which a shot, bullet, or other projectile may be dis- 
charged by an explosive. 

Capability of discharging a projectile by means of an explosive 
is one of the factors which are to be considered in determining whether 
a device is a "pistol" or "revolver. " 

It is held that a starter pistol which uses blank ammunition and 
which cannot discharge by an explosive a shot, bullet, or projectile 
is not a pistol, revolver, or firearm (other than a pistol and revolver) 
within the meaning of section 4181 of the Code. Accordingly, sales 
of such starter pistols are not subject to the manufacturers excise 
tax on firearms imposed by that section of the Code. 

IIowever, where a person removes the original barrels from such 
starter pistols and inserts prefitted, bored, and rifled barrels in the 
pistols so that a shot, bullet, , or projectile can be discharged there- 
from by an explosive, it is held that such person is a "manufacturer" 
of. taxable firearms for the purpose of section 4181 of the Code. 
Therefore, his sales of the converted starter pistols are subject to the 
manufacturers excise tax on firearms at the rate of eleven percent. 

SUBCHAPTER E. — OTHER ITEMS 
PART I. — BUSINESS MACHINES 

SECTION 4191. — IMPOSITION OF TAX 

26 CFR 48. 4191 — 1: Imposition and rate of tax. Rev. Rul. 60 — 251 
Fastening machines which are primarilV designed to fasten ma- 

terials other than paper do not come within the scope of the term 
"portable paper fastening machines" used in section 4101 of the In- 
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ternal Revenue Code of 1954, which imposes a manufacturers excise 
tax upon certaiu business machines. Furthermore, paper fastening 
machines which are not suitable for performing their function in 
an etticient and satisfactory nianner vvithout being attached to a 
desk, bench, or table are not considered to be "portable paper fasten- 
ing machines. " Based upon various facts presented 'by the indus- 
try, it will be presumed that the term "portable paper fastening 
machines" does not include a fastening machine which has a throat 
depth greater than 12 inches and which has design characteristics, 
such as holes in the base, for attaching it to a desk, bench, or table, 
even though it can be operated without being so attached. 

Revenue Ruling 97 — 238, C. B. 1957 — 1, 380, amplified. 

Advice has been requested whether, for purposes of the manufac- 
turers excise tax on certain business machines, the devices described 
below are "portable paper fastening machines" within the purview of 
section 4101 of the Internal Revenue Code of 1954. 

Item (1): A "/ong reach" stapler neith a throat depth of eight 
inches. — This machine mea, sures one and five-eights inches wide by 
nine and fiive-sixteenths inches long. It is equipped with an adjust- 
able depth gauge, and its base is designed with holes so that it may 
be attached to a desk, bench, or table. However, the machine will 
operate e[ficiently without being attached in any manner. It uses 
standard preformed staples. It is used for fastening ordinary paper, 
such as letters, invoices, etc. , as well as for general carding work, such 
as sta, pling cellophane bags containing potato chips, peanuts, small 
hardware, etc. , to display cards. 

Item (0): A "long reach, " stap/er n:ith a throat depth of 18inches. — 
This machine measures one and five-eighths inches wide by thirteen 
and fiive-sixteenths inches long. It is manufactured in two models, 
both of which are equipped with adjustable depth gauges. The bases 
of both models are designed with holes so that the machines may be 
attachecl to a desk, bench, or table. However, they will operate 
efhciently without being attached in any manner. Both models can 
be used to fasten ordinary paper, such as letters, invoices, etc. One 
model uses standard staples and is advertised for use in general card- 
ing work of the type referred to in item (1) above. The other model 
uses staples with a leg length of from one-fourth inch to one-half 
inch; therefore, it is capable of stapling material up to one-half 
inch in thickness. 

Item (8): A "/ong reach" stap/er 7cith a throat depth of 16' inches. — 
This machine measures one and five-eighths inches wide by seventeen 
and five-sixteenths inches long. It is equipped with an adjustable 
deptli gauge, which permits the placing of staples in material at a 
predetermined depth up to sixteen inches. It is advertised for use 
in stitching pamphlets or other light periodicals. The base of the 
machine is designed with holes, and it normally is attached to a work 
bench. However, the machine can be operated without being attached. 

Item (4): A "deep throat" stap/er ~ith a throat depth of 1o 
inches. — This machine is essentially the same size and shape as the 
stapler identified as item (8) above. However, it has a raised handle 
which projects forward for ease of operation, and it is specifically 
designed for sta, pling bags on cards for display purposes. 

Item (5): A pedestal stand stap/er. — This device consists of a base, 
a foot lever, a vertical shaft and arm, a platform, and one, two, or 
three staple~r heads. The base rests on the Hoor and supports the 
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foot lever and the vertical shaft. Resting upon the top of the 
vertical shaft, which is approximately three feet tall, is a horizontal 
platform on which the stapler heads are mounted. When the foot 
lever is depressed, the arm which extends from the vertical shaft 
activates the stapler head or heads. The machine is designed for 
stapling bags. 

Item (6): A multiple head, foot-power devine. — This device is simi- 
lar in general construction to item (5) above. It can be equipped with 
two, three, or four stapling heads with throat, depths up to 19 inches. 
lt is designed for use by mail letter service firms, mail order firms, 
printing shops, duplicating firms, food packers, etc. 

Item (7): A foot-pou, 'er 8addle, stitcher. — Tliis device also is similar 
in general construction to item, (5) above. However, instead of a 
continuous horizontal platform, it has a combination saddle and fiat 
back, adjustable, steel plate mounted on a second vertical shaft ex- 
tending from the floor base. A stapling head and arm mounted on 
the first vertical shaft extends forward and above the combination 
sadclle and fiat back, adjustable, steel plat. e. This machine is designed 
for use in printin«shops, letter service firms, and similar businesses. 

Item (8): An eGctrie stapler. — This machine consists of a box-type 
housing containing a stapler head and an alterna, ting current electric 
motor. When paper is fed into the "mouth" of the ma~chine, an electric 
switch is triggered, causing the stapler head to operate. It will staple 
up to 20 sheets of medium weight paper and is designed for speed and 
quantity stapling. Another model of this machine is equipped with 
two stapler heads. 

Item (9): A tacker. — This device consists of a stapler head, a hori- 
zontal track for housing preformed staples, and a handle. It does 
not have a base or anvil. It is designed for use by garment makers 
for tacking patterns to cloth, by builders for attaching roofing paper 
to roofs, by corrugated box manufacturers for attachin~g rubbe~r print- 
ing dies, and for similar uses. 

Item (10): A hag fastener. — This machine has a base approximately 
eight inches long. A raised arm extends forward for ease of operation. 
It is designed for use in closing bags with bulky contents. A "step" 
about midway in the base provides room for the contents of the bags 
to be stapled. This "step" also permits the fold of the bag to be 
brought readily to the. anvil, which is located on the upper level of the 
base, where the staples are pressed into the material being fastened. 

Section 4101 of the Code imposes a tax upon the sale by the manu- 
facturer, producer, or importer of certain business machines, including 
"portable paper fastening machines. " The statute does not define the 
term "portable paper fastening machines. " 

The development of criteria for determining which fastening ma- 
chines are taxable is made dificult by the fa~ct that some machines 
which are designed for use in fastening paper may also be used under 
certain circumstances for fastening other materials, while, on the other 
hand, certain machines which are said to be designed to fasten mate- 
rials other than paper may be used quite satisfactorily for fastening 
paper. Furthermore, aside from the type of material with which they 
are to be used, some machines are designed for use either as portable 
or nonportable machines. 
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A fastening machine, regardless of its dimensions, which is pri- 
marily designed to fasten materials other than paper is not considered 
to come within the scope of section 4191 of the Code, even though it 
may have some incidental use to fasten paper. Therefore, the tax 
imposed by that section does not apply to machines which are designed 
for use in fastening leather, aluminum, etc. 

Furthermore, the tax imposed by section 4191 of the Code does not 
apply to those paper fastening machines which are not considered 
portable. Revenue Ruling 57 — 288, C. B. 1957 — 1, 880, relating to the 
taxability of' an "automatic eyeleter, " states that the fact that a paper 
fastening machine has holes drilled in the base does not necessarily 
remove it from the category of "portable paper fastening machines. " 
The determining factor is whether it is suitable for performing its 
function in an efficien manner without being fastened to a desk, 
bench, or table. 

Accordingly, a paper fastening machine which is not suitable for 
performing its function in an elficient and satisfactory manner with- 
out being attached to a desk, bench, or table is not considered to come 
within the scope of the term "portable paper fastening machines. " 

Based upon various facts presented by the industry, and with due 
consideration of the combination of pertinent factors, that is, porta- 
bility and the type of material for which designed, it will be pre- 
sumed that the term "portable paper fastening machines" does not 
apply to a fastening machine which has a throat depth greater than 
12 inches and which has design characteristics, such as holes in the 
base, for attaching it to a desk, bench, or table, even though it can 
be operated withoiit being so atta. ched. 

The staplers identified above as items (1) and (2) will operate 
eSciently without being fastened to a desk, bench, or table. The 
throat depth of each is not greater than 12 inches. Accordingly, it 
is held that each of those staplers is subject to the manufacturers 
excise tax imposed by section 4191 of the Code. 

Since the staplers identified above as item8 (8) and (4) have throat 
depths greater than 12 inches and are designed for attachment to a 
desk, bench, or table, they are presumed not to be "portable paper 
fastening machines" within the meaning of section 4191 of the Code. 
The devices identified above as item8 (5), (6), and (7) are designed 
with Boor bases and, therefore, are self-supporting while in operation. 
This factor and other design characteristics lead to the conclusion 
that these articles are not "portable paper fastening machines. " Fur- 
thermore, the articles identified above as items (8), (9), and (10) 
are not considered to be "portable paper fastening machines. " Ac- 
cordingly, it is further held that item8 (8), (4), (5), (6), (7), (8), 
(9), and (10) are not subject to the manufacturers excise tax imposed 
by section 4191 of the Code. 

Revenue Ruling 57 — 288 is hereby amplified. 

Rev. Rul. 60 — 252 

Certain portable so-called "power-arm" attachmeat8 for use with 
taxable "portable paper fastening machines" are not themselves 
business machines which are subject to the manufacturers excise 
tax imposed by section 4191 of the Internal Revenue Code of 1054 
when sold separately. However, they are considered to be acces- 
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sories for the taxable nrachines with which they are designed to be 
used, Therefore, the tax applies to these "power-arm" attachments 
when they are sold in connection with the taxable machines by the 
manufacturer, producer, or importer. On the other hand, the tax 
does not apply to certain floor-mounted, foot-power devices irrespec- 
tive of whether they are sold separately or in combination with the 
taxable staplers with which they are designed to be used. 

Advice has been requested concerning the applicability of the 
manufacturers excise tax on certain business machines to the articles 
described below. 

Item (1): ri "poiper-arni" attachment. — This device is designed for 
use with a heavy duty, desk-type stapler which comes within the scope 
of the term "portable paper fastening machines" as used in section 
4101 of the Internal Revenue Code of 1M4. See Rev. Rul. 60 — 951, 
page 829, of this Bulletin. The "power-arm" attachment consists of a' 

narrow base constructed with an indentation into which the stapler 
may be placed, a fixed arm extending upward. and forward from the 
rear of the base, and a lever which extends forward from the upper 
end of the fixed arm. This lever rests upon the head of the stapler, 
which may be operated by a downward pressure on the free end of the 
lever. This is said to enable the operator to staple together up to 
100 sheets of paper with the application of slight pressure. The 
stapler with the "power-arm" attachment will operate efhciently with- 
out, being fastened to a desk, table, or bench. The attachment may be 
sold separately or in connection with the stapler. 

Item (9): A foot- poioer apparatus. — This pedestal-type apparatus 
consists of a base, a vertical shaft, a horizontal platform, and a, lever 
mechanism which includes a foot pedal attached to the lower part of 
the shaft, a vertical rod, and an arm v, hich is mounted above the 
platform. The vertical shaft extends about three feet, from the fioor 
base and supports the platform. The platform is constructed v ith an 
indentation into which there may be placed a stapler similar to that 
described above. The arm which is mounted above the platform rests 
upon the head of the stapler, which may be operated by pressure on 
the foot pedal. This foot-power device is designed for use in mass 
production packaging as v ell as in assembling operations by printers, 
publishers, mail order houses, etc. 

Section 4101 of the Code imposes a tax upon the sale by the manu- 

facturerr, 

producer, or importer of certain business machines, including 
parts or accessories of such articles sold on or in connection therewith, 
or with the sale thereof. The enumeration of taxable business ma- 
chines include "portable paper fastening machines. " 

Both of the articles described above are designed for use with 
desk-type staplers which also may be used independently. . neither 
the "power. -arm" attachment nor the foot-power apparatus, when 
considered alone, is a, taxable business machine. Accordingly, no iax 
applies to the separate sale of such articles by the manufacturer, pro- 
ducer, or importer. 

However, a difierent issue is presented when the described articles 
are sold by the manufacturer, producer, or importer in connection with 
the sale of staplers which come withIn the scope of the term "portable 
paper fastening machines. " The question then is whether these arti- 
cles should be considered as accessories for the taxable articles with 
which they are sold. The article described as item (1) merely en- 
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han«s the use of the stapler as a portable paper fastening machine. 
Therefore, it is considered to be an accessory' for the stapler. Accord- 
ingly, it is held that, when a taxable stapler and a "power-arm" attach- 
ment are sold together by the manufacturer, producer, or importer 
thereof, the manufacturers excise tax imposed by section 4191 of the 
Code applies to the price for which the stapler and its accessory are 
sold. 

On the other hand, the article described as item (2) is designed 
for nonportable use. While this essential feature of the design of 
this item does not change the basic character of the stapler with w~hich 
it may be sold, it is considered to be an adequate basis for concluding 
that the foot-power apparatus is not an accessory of the type referred 
to in section 4191 of the Code. Accordingly, it is further held that, 
when a taxable stapler and foot-power appara~tus are sold together by 
the manufacturer, producer, or importer thereof, the manufacturers 
excise tax applies to the portion of the price attributable to the stapler 
but does not apply to the portion attributable to the foot-power appa, — 

ratus, provided the articles are billed separately or the vendor's records 
are sufficient to establish a proper allocation of the price. 

Rev. Rul. 60 — 258 

4 so-called "shade marker" designed for use by garment manu- 
facturers to number various shades of cloth is considered to be a 
numbering machine within the zueaning of section 4191 of the In- 
ternal Revenue Code of 1994 and, accordingly, is subject to the 
manufacturers excise tax on certain business machines imposed by 
that section. The separate sale of a "ribbon attachment" or a "num- 
bering machine platform" which are designed to be used in connec- 
tion with a numbering machine is not subject to the tax. However, 
where these articles are sold by the manufacturer on or in connec- 
tion with the sale of a taxable numbering machine with which they 
may be used, the inanufacturers excise tax applies to the price for 
which the numbering machine and its accessories are sold. 

Advice has been requested concerning the applicability of the man- 
ufacturers excise tax on certain business machines to the articles de- 
scribed below. 

Item (1): A so-culled "shade marIrer. " — The device consists of an 
inverted "U" shaped frame, a plunger, and a figure-wheel mechanism. 
The figure-wheel mechanism in the various models includes three or 
more wheels and may be set for consecutive, duplicate, or repeat num- 
bering operation. The plunger extends through the top of the frame 
and is connected to the wheel mechanism. When the plunger is de- 
pressed, the wheel mechanism moves dov. nward and prints a number 
on the material on which the machine is resting. It is designed for 
use by garment manufacturers for numbering various shades of cloth. 

Item (2): A "ribbon attachment. " — This article consists of two 
spools containing a hectograph ribbon. The spools are designed for 
attachment on either side of a numbering machine in such a ivay that 
the ribbon is drawn across the bottom of the frame of the machine. 
The attachment eliminates the need for fiuid ink in a numbering 
machine, and its use makes impressions on material in the same man- 
ner as a typewriter makes impressions through a hectograph ribbon. 

Item (8): A "numbering machine platform. " — This article is made 
of' metal and is equipped with an arm for the attachment of a num- 
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bering machine. The platform is designed to serve as a base for a 
numbering machine so that the stroke of the machine will be uniform. 

Section 4191 of the Internal Revenue Code of 1954 imposes a tax on 
the sale by the manufacturer, producer, or importer of various enu- 
merated business machines, including numbering machines. The tax 
imposed by that section also applies in each case to parts and acces- 
sories of such articles sold on or in connection therewith, or with the 
sale thereof. 

It is held that tlie sliade marker, described as item (1) above, is a 
numbering niachine within the meaning of section 4191 of tile Code. 
Accordinoly, the manufacturers excise tax on business machines im- 

osed by tha~t section applies to the sale of such article by the manu- 
acturer, producer, or importer thereof. 

The ribbon attachiiient and the platform, described as items (2) 
and (3) above, do not come within the scope of any of the business 
machines enumerated in section 4191 of the Code. Therefore, the 
separate sales of such articles by the manufacturer, producer, or im- 
porter thereof are not subject to the tax imposed by that section. 
However, they are considered to be accessories for the numbering 
machines with which they are designed to be used. Accordingly, it is 
further held that, , where such a ribbon attachment or platform is sold 
by the manufacturer thereof on or in connection with, or with the 
sale of, a taxable numbering machine of his manufacture with which 
the attachment or platform may be used, the tax applies to the price 
for which he sells the numbering machine and its accessory. 

Applicability of the manufacturers excise tax on business machines 
where a manufacturer uses a typewriter for sales demonstration pur- 
poses. See Rev. Rul. 60 — 290, page 331. 

PART II. — PENS AND MECHANICAL PENCILS AND LIGHTERS 

SECTION 4201. — IMPOSITION OF TAX 

26 CFR 48. 4201: Statutory provisions; 
imposition of tax. 

I~imitation on amount of manufacturers tax in respect of sales, on 
and after October 1, 1960, of ligliters for cigarettes, cigars, and pipes. 
See T. D. 6505, page 283. 

26 CFR 48. 4201 — 1: Imposition and rate of tax. Rev. Rul. 60 — 356 
Where a manufacturer of mechanical pencils produces magnetic 

pencils at the request of certain customers by inserting magnetic 
rods into the barrel of mechanical pencils already completed 
by the manufacturer, the manufacturers excise tax on mechanical 
pencils, fountain pens, aml ball point pens, imposed by section 4201 
of the Internal Revenue Code of 1954, applies to the total price for 
which the magnetic mechanical pencils are sold by the manufac- 
turer thereof, including the amount attributable to the magnetic 
I'0ds. 

Advice has been requested concerning the application of the manu- 
facturers excise tax on mechanical pencils, fountain pens, and ball 
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point pens to sales of magnetic mechanical pencils under the circum- 
stances described below. 

A company is engaged in manufacturing and selling mechanical 
pencils. Under special arrangements, the company produces magnet- 
ized mechanical pencils for certain customers. This is done by in- 
serting magnetic rods into the barrel of mechanical pencils already 
completed by the company. The conversion of the pencils to magnetic 
pencils is accomplished by removing the plug from the top of the 
pencils, inserting the magnetic rods, and replacing the plug. As a 
result, the pencils are magnetized and will adhere to metal surfaces. 
These mechanical pencils are not made of, or ornamented, mounted, or 
fitted with precious metals or imitations thereof. 

Section 4201 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer of mechan- 
ical pencils, fountain pens, and ball point pens. 

The manufacturers excise tax on mechanical pencils applies to the 
total price for which the mechanical pencils are sold by the manufac- 
turer thereof. This is so, even though the manufacturer may have 
produced complete pencils and subsequently may have performed 
additional operations on such pencils prior to selling them. 

Accordingly, it is held that the addition of a magnet to a mechan- 
ical pencil merely constitutes another step in the manufacture of the 
article which the manufacturer sells, that is, a magnetic mechan- 
ical pencil. Therefore, the manufacturers excise tax on mechanical 
pencils, fountain pens, and ball point pens, imposed by section 4201 
of the Code, applies to the total price for which the magnetic mechan- 
ical pencils are sold by the manufacturer thereof, including the 
amount attributable to the magnetic rods, Since the pencils are not 
made of, or ornamented, mounted, or fitted with precious metals or 
imitations thereof, they are not subject to the retailers excise tax 
imposed by section 4001 of the Code. 

SUBCHAPTER F. — SPECIAL PROVISIONS APPLICABLE TO 
MANUFACTURERS TAX 

SECTION 4216. — DEFINITION OF PRICE 

(Also Section 4061; 26 CFR 40. 4061(a) — 1. ) Rev. Rul. 60 — 241 

The fair market price of motor vehicle articles, for the purpose of 
computing the manufacturers excise tax on motor vehicles imposed 
by section 4061(a) (1) of the Internal Revenue Code of 10;"&4, which 
are manufactured by a corporation and sold, at cost, to its wholly 
owned subsidiary, in transactions at less than arm's length, is the 
total manufacturing cost plus 10 percent of the total cost if such 
corporation does not have an established practice of selling such 
articles at wholesale. 

Advice has been requested concerning the proper basis for comput- 
in~ the manufacturers excise tax on motor vehicle articles, imposed by a 



330 

section 4061(a) (1) of the Internal Revenue Code of 1954, when such 
articles are sold under the circumstances described below. 

A corporation manufactures and sells certain motor vehicle articles, 
such as t, ank trailers and automobile truck bodies. These articles a, re 
of a diferent type of motor vehicle article than those generally sold 
on the open market by other manufacturers. The corporation sells, 
at cost, all such articles to its wholly-owned subsidiary. The subsidi- 
ary uses the motor vehicle articles in the operation of its business. 

Section 4061(a) (1) of the Code imposes a tax on the price for which 
certain enumerated motor vehicle articles are sold by the manufacturer, 
producer, or importer thereof. Automobile truck bodies:ind truck 
and bus trailer arid semitrailer clrassis and bodies are included in that 
enumeration of motor vehicle articles. 

Section 4216(b) (1) (C) of the Code provides, in part, that if an 
article is sold, otherwise than through an arm's length transaction, at 
less than the fiiir market price, the manufacturers excise taxes shall 
(if based on the price for which the articles are sold) be computed 
on the price for which such articles are sold in the ordinary course 
of trade, by manufacturers or producers thereof, as determined by 
the Secretary of the Treasury or his delegate. 

Section 816. 15 of Regulations 46, made applicable to the 1954 Code 
by Treasury Decision 6091, C. B. 1954 — 2, 47, provides, in part, that a 
sale is not at arm's length when made pursuant to special arrangements 
between a manufacturer and a purchaser (as in the case of inter- 
company transactions). When a sale is not at arm's length and the 
price is less than the fair market price, as in the case of intercompany 
transactions at cost or at a fictitious price, the tax is to be computed 
upon a fair market price to be computed by the Commissioner of 
Internal Revenue. 

Revenue Ruling 54 — 490, C. B. 1954 — 2, 416, relating to a manufacturer 
who manufactures automobile truck bodies for use in the operation of 
his dairy business and not for sale, states that where the articles are 
custom made and the manufacturer does not make sales at wholesale, 
the fair market price of automobile truck bodies has been found to 
represent the manufacturer's actual cost of producing the bodies plus 
10 percent of such cost. 

Under the circumstances described above, the corporation is liable 
for the manufacturers excise tax on motor vehicle articles on sales 
to its subsidiary. Since such sales are not arm's length transactions 
and the intercompany prices are at less than a fair market price, it is 
necessary to determine a fair market, price in accordance with section 
4216 (b) (1) (C) of the Code. 

A. ccordingly, it is held that where the manufacturer makes no sales 
at wholesale, the fair market, price for the purposes of computing tlie 
manufacturers excise tax on intercompany sales is the total cost of the 
tank trailers, alltolnobile truck bodies, or other articles taxable under 
section 4061(a) (1), when in condition ready for delivery by the manu- 
f;icturer, plus 10 percent of such total cost. The cost of these articles 
is to be determined in accordance with standard accepted accounting 
methods. The cost, includes labor, material, and overhead. expenses 
attributable to the manufacture of such tank trailers, automobile truck 
bodies, etc. 
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SECTION 4218. — USE BY MANUFACTURER OR 
IiIPORTEIC CONSIDERED SAI, E 

(Also Section 4101; 26 CFR 48. 4101 — 1. ) Rev. Rul. 60 — 200 
In accordance with the provisions of section 4218(a) of the 

Internal Revenue Code of 1054, the use of a business machine as 
a demonstrator by the nranufacturer, producer, or importer thereof, 
in the operation of a business in which he is engaged, makes such 
person liable for the manufacturers excise tax on business machines, 
imposed by section 4101 of the Code, in the same manner as if 
the business machine were sold by hinn The tax liability arises 
at the time the manufacturer erst places the business machine into 
such use and is computed on the price for which such or similar 
business machines are sold by manufacturers in the ordinary 
course of trade, as determined by the Secretary of the Treasury 
or his delegate. 

The Internal Revenue Service has been asked whether a manu- 
facturer of business machines is liable for the manufacturers excise 
tax on business machines, imposed by section 4101 of the Internal 
Revenue Code. of 1054, when the manufacturer uses taxable business 
machines as demonstrators in his sales showrooms. 

A. manufacturer produces and sells various business machines, 
including typewriters. Some of the typewriters are usecl by the manu- 
facturer~as demonstrators in the manufacturer's sales showrooms. 
After a certain period of time, or when newer models are intro- 
duced, the demonstrators are removed and sold at reduced prices as 
used typewriters. 

Section 4101 of the Code imposes a tax upon the sale by the manu- 
facturer, producer, or importer of certain enumerated business ma- 
chines, including typewriters. Under the provisions of section 4218 
(a) of the Code, as amended by the Excise Tax Technical Changes 
Act of 1058, Public Law 85 — 859, C. B. 1M8 — 3, 92, if any person manu- 
factures, produces, or imports an article (other than specified articles 
not involved here) and uses it (otherwise than as material in the 
manufacture or production of, or as a component part of, another 
article taxable under Chapter 32 of the Code to be manufactured or 
produced by him), then he is liable for tax under Chapter 32 of the 
Code in the same manner as if such article were sold by him. In ac- 
cordance with section 4218(e) of the Code, if the manufacturer of an 
article is made liable for the tax by the provisions of section 4218(a, ) 
of the Code and if the tax is based on the price for which such articles 
are sold, the tax shall be computed on the price at which such or similar 
articles are sold in the ordinary course of trade, by manufacturers, 
producers, or importers thereof, as determined by the Secretary of the 
Treasury or his delegate. 

It is held, therefore, that the use of a taxable business machine as a, 

demonstrator by the manufacturer, producer, or importer thereof, in 
the operation of a business in which he is engaged, makes such person 
liable, under the provisions of section 4218(a) of the Code, for the 
manufacturers excise tax imposed by section 4191 of the Code in the 
same manner as if the business machine were sold by him. It is fur- 
ther held that the liability for such tax is incurred at the time the dem- 
onstrator is placed in use and is computed on the price for which such 
or similar business machines are sold by manufacturers in the ordinary 
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course of trade as determined by the Secretary of the Treasury or his 
delegate. 

Accordingly, in the instant case, the manufacturer of typewriters 
is liable for the manufacturers excise tax when he first uses them as 
demonstrators in his showrooms. No manufacturers excise tax is in- 

curred on a later sale of the used typewriters. 

SUBCHAPTER G. — EXEMPTIONS, REGISTRATION, ETC. 

SKCTIOX 4221. — CERTAIN TAX-FREF. SALES 
Rev. Rul. 60 — 271 (Also Sections 4061, 4068; 

26 CFR 40. 4061(a) — I) 40. 4068 — 1. ) 
IVhere a manufacturer sells a vehicle consisting of a semitrailer 

chassis and a semitrailer "body shell" to a semitrailer body manu- 
facturer who conrpletes the vehicle by further manufacturing the 
body shell, only the body shell may be sold tax free under section 
4221(a) (1) of the Internal Revenue Gode of 1954. Neither the 
chassis nor the body shell may be sold tax free under the provisions 
of section 406g (b) of the Code. 

Advice has been requested whether, under the circumstances de- 
scribed below, a vehicle consisting of a semitrailer chassis and a 
semitrailer "body shell" may be sold by the manufacturer thereof 
to a semitrailer body manufacturer on a tax free basis. 

X company is engaged in the business of manufacturing semitrailer 
bodies. F corporation manufactures semitrailer chassis and bodies. 
Under special arrangements, X corporation manufactures and sells 
to . Y company a vehicle consisting of a chassis and body shell. The 
body shell has outer walls, a roof, and door openings. X company 
completes the body by ins~talling floors, doors, ceiling, v, all linings, 
insulation, and refrigeration equipment. The completed semitrailer 
is then sold by X company. 

Section 4061(a) (1) of the Internal Revenue Code of 19M imposes 
a tax upon sales by the manufacturer, producer, or importer of certain 
enumerated motor vehicle articles, including truck and bus trailer and 
semitrailer chassis and truck and bus trailer and semitrailer bodies. 
This section further provides that the sale of an automobile truck, 
bus, truck or bus trailer or semitrailer shall, for the purposes of this 
paragraph, be considered to be a sale of the chassis and of the body. 

In accordance with section 4221(a) (1) of the Code, no manufac- 
turers excise tax shall be imposed on the sale by the manufacturer of 
an article for use by the purchaser for further manufacture, or for 
resale by the purchaser to a second purchaser for use by such second 
purchaser in further manufacture, but only if. such use is to occur 
before any other use. Section 4221(d) (6) (A) of the Code provides 
that an article shall be treated as sold for use ln further manufacture 
if such article (with certain exceptions not here material) is sold for 
use by the purchaser as material in the manufacture or production 
of', or as a component part of, another article to be manufactured or 
produced by him which will be subject to the manufacturers excise 
tax. Section 4222(a) of the Code provides, in part, that section 4221 



shall not apply with respect, to the sale of any article unless the manu- 
facturer, the first purchaser, and the second purchaser (if any) are 
all registered under this section. 

Section 4068(b) of the Code provides that under regulations pi e- 
scribed by the Secretary of the Treasury or his delegate, the tax 
unrler section 4061 shall not apply in the case of sales of bodies by the 
manufacturer, producer, or importer to a manufacturer or producer 
of automobile trucks or other automobiles to be sold by such vendee. 
For the purposes of section 4061, such vendee shall be. considered the 
manufacturer or producers of such bodies. 

Section 40. 4063 — 1 of the Alanufacturers a»el Retailers Excise Tax 
Regulations provides that a manufacturer of automobile truck bodies 
or other automobile bodies is permitted to sell such borlies tax free to 
manufacturers (but not an importer) of automobile truck chassis or 
other automobile chassis. IIowever, there is no similar provision with 
respect to the sale of automobile truck chassis or other automobile 
chassis to manufacturers of automobile truck bodies or other auto- 
rnobile bodies. 

In the instant case, the body shell has reachecl such a stage of manu- 
fact»re at the time it is sold to W company that it is consiclered to be 
a semitrailer body. Therefore, when the vehicle consistin«of a 
chassis and body shell is sold by E' corporation, it is considered to be 
the sale of a semitrailer chassis and a semitrailer body. See Revenue 
Ruling 68 — 582, C. B. 1%8 — 2, 768, which holds that a "truck body kit" 
constitutes an automobile truck body such as contemplated by section 
4061(a) (1) of the Code. The "truck body kit" therein described has 
reached a stage of manufacture comparable to that of the "body shell" 
elescribed above. The subsequent installation of fioors doors, ceiling, 
wall linings, insulation, and refrigeration equipment y Y c~ompa»y 
constitutes further manufacture of a new and diR'erent semitrailer 
body. 

Accordingly, it is held that, pursuant to the provisions of section 
4221(a) (1) of the Code, the body shell may be sold tax free by E 
corporation to X company, provided the requirements of section 4222 
of the Code and the applicable regulations with respect to tax free 
sales and registration are met. However, since Y compa»y is»ot a 
manufacturer of "automobile truck chassis or other autoniobile chas- 
sis, " section 4068(b) of the Code does not apply. The semitrailer 
chassis, on which rY company performs no act of further manufac- 
ture, may not be sold tax free by E' corporation to Y company under 
either 4221(a) (1) or 4068(b) of the Code. Consequently, E' cor- 
poration is liable for the manufacturers excise tax imposed by section 
4061(a) (1) of the Code on its sale of such chassis. 

Upon the sale of the completed semitrailer, . Y company is liable 
for the manufacturers excise tax imposed by ~section 4061(a) (1) of. 

the Code on that portion of the wholesale price of the completed semi- 
trailer which is attributable to the semitrailer body, subject to the 
adjustments provided by section 4216(a) of the Code. Credit. may 
be claimed by K company for the tax paid on the body shell by E' 

corporation provided such credit is properly supported by the re- 
quired evidence. X company is co»sidered to be merely a dealer with 

respect to the chassis when it sells the completed semitrailer and, thus, 
incurs no manufacturers excise tax liability thereon. 
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(Also Section 4061; 26 CFR 40. 4061(a) — 1. ) Rev. Rul. 60 — 310 
'ivhere a manufacturer sells automobile trucks complete with 

gasoline engines to a company for the purpose of export and prior 
to exportation the company substitutes diesel engines, different 
clutches, and different transuiissions in such vehicles, the com- 
pany is considered to have further manufactured the automobile 
truck chassis. Accordingly, the exemption for export, provided 
by section 4221(a) (2) of the Internal Revenue Code of 1M4, does 
not apply to the sale by the manufacturer of such automobile truck 
chassis. However, the exemption for export applies to the sale of 
the truck bodies, sin& e they are not further unmanufactured prior 
to exportation. 

Advice has been requested concerning the applicability of the 
exemption from manufacturers excise tax, with respect to sales for. 
export, in situations where automobile trucks are sold under the cir- 
cumstances described below. 

Manufacturer X sells automobile trucks complete with gasoline 
engines to X company for the purpose of export. However, prior to 
exportation, X company substitutes diesel engines for the gasoline 
engines and also substitutes difi'erent clutches ~and transmissions. 

Section 4061(a) (1) of the Internal Revenue Code of 1954 imposes 
a tax upon the sale by the manufacturer, producer, or importer of 
automobile truck cha, ssis, automobile truck bodies, and other enumer- 
ated motor vehicles articles. A sale of an automobile truck shall, for 
tile purposes of. this paragraph, be considered to be a sale of the 
chassis and of the body. 

Section 4221(a) (2) of the Code provides, in part, that under regu- 
lations prescribed by the Secretary of the Treasury or his delegate 
no manufacturers excise tax shall be imposed on the sale by the manu- 
facturer of an article for export. Section. 4221(b) (2) of the Code 
provides, in part, that where an article has been sold free of tax 
under subsection (a) for export, subsection (a) shall cease to apply 
in respect of such sale of. such art, icle unless, wi'thin the six-month 
period which begins on the date of the sale by the manufacturer (or, 
if earlier, on the date of shipment by the manufacturer), the manu- 
facturer receives proof that the article has been exported. 

Section 316. 25(a) of Regulations 46, made applicable to the 1954 
Code by Treasury Decision 6091, C. B. 1954 — 2, 47, provides that to 
exempt from tax a sale for export it is necessary tlxat two conditions 
be met; namely, (1) that, the article be identified as having been sold 
by the manufacturer for export and (2) that it be exported in due 
course. Section 316. 25(b) of the regulations provides, in part, that 
where delivery by the manufacturer of an article is to be made within 
the United States, such article will be regarded as having been sold 
by the manufacturler for export if 'the manufacturer has in his posses- 
sion at the time title passes or at the time of shipment a statement 
from the purchaser showing (a) that the article is purchased to fill 
existing or future orders for delivery to a foreign destination, and 
(b) that such article will be transported to its foreign destination in 
due course prior to use or further manufacture and prior to any resale 
except for export. 

In the instant case, when X company substitutes diesel engines, dif- 
ferent clutches, and diferent transmissions in such vehicles, it is con- 
sidered to have further manufactured the automobile truck chassis 
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prior to their exportation. Accordingly, it is held that the exemption 
for export, provided by section 4221(ii) (2) of the Code, is not appli- 
cable to sales of such automobile truck chassis by manufacturer L" 
to Y company. Moreover, Y company becomes the manufacturer of 
automobile truck chassis and is liable for the manufacturers excise 
tax on his sales of such chassis unless they are sold for one of the tax- 
free purposes enumerated in section 4221 of the Code. However, 
under the provisions of section 4221(a) (1) and 4222 of the Code, 
manufacturer X could sell the chassis with gasoline engines to Y 
company tax-free for the purpose of. further manufacture, without 
regard to their ultimate disposition by Y company. Then Y com- 
pa~ny, as the manufacturer of chassis, could in turn sell them tax-free 
for export. 

With respect to the automobile truck bodies, the exemption for 
export is applicable to sales of such bodies by manufacturer X to Y 
company, since they were not further manufactured prior to expor- 
tation. 

26 CFR 148. 1 — 4: Tax-free sales or services to Rev. Rul. 60 — 308 
certain nonprofit educational organizations. 

The principles stated in Revenue Ruling G9 — 919, C. B. 1959 — 2, 311, 
with respect to tax-free sales of gasoline for the exclusive use of 
school districts of a state or local government, are equally appli- 
cable to gasoline sold under similar circumstances for the exclusive 
use of parochial or other privately operated schools which qualify 
as nonprofit educational organizations for purposes of section 4221 
(a) (6) of the Internal Revenue Code of 1954. Therefore, sales by 
producers of gasoline to such schools for use by contract carriers 
in fulfillment of contracts to transport students to and from such 
schools are exempt from the manufacturers excise tax on gasoline, 
imposed by section 4081(a) of the Code. 

Advice has been requested whether the principles set forth in Reve- 
nue Ruling 59 — 810, C. B. 1059 — 2, 311, with respect to tax-free sales 
of gasoline for the exclusive use of scliool districts of a state or local 
government, , are also applicable under similar circumstances to sales 
of gasoline to certain parochial or other privately operated schools. 

('ertain parochial and other privately operated schools, which 
qualify as nonprofit educational organizations for purposes of section 
4221(a) (5) of the Internal Revenue Code of 1054, purchase gasoline to 
be furnished without charge to contract carriers who transport school 
children to and from such schools. The carriers own and operate the 
buses and perform the transportation services under the terms of con- 
tracts with the schools. Sometimes the carrier transports on the same 
bus both students who attend parochial schools and students who 
attend other privately operated schools. In some situations, instead 
of purchasing gasoline directly from producers, the schools purchase 
tax-paid gasoline from intermediate dealers. 

Section 4081(a) of the Code imposes a tax on gasoline sold by the 
producer or importer thereof, or by any producer of gasoline. 

Section 4221(a) (5) of the Code provides that, under regulations 
prescribed by the Secretary of the Treasury or his delegate, no manu- 
facturers excise tax shall be imposed on the sale by the manufacturer 
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of an article to a nonprofit educational organization for its exclusive 
use, but only if such use is to occur before any other use. Section 
4221(d) (1) of the Code provides that for purposes of this section of 
the Code the term "manufacturer" includes a producer or importer of 
an article. 

Under the provisions of section 6416(b) (2) (D) of the Code, if an 
article is sold by any person to a nonprofit educational organization 
for its exclusive use, the manufacturers excise tax paid in respect of 
such article shall be deemed to be an overpayment, and a credit or 
refund (without, interest) sliall be allowed or made in respect of such 
overpayment under regulations prescribed by the Secretary or his 
delegate. 

Revenue Ruling 59 — 310, 8upru, holds that the sale of gasoline by a 
producer or importer to a school district to be furnished without 
charge to a contract carrier for use in the performance of a contract 
with the school district for transportation of school children to and 
from school is regarded as a sale to a state or local government, for its 
exclusive use within the meaning of section 4221(a) (4) of the Code, 
irrespective of whether or not the gasoline pumps are installed on the 
premises of the contract carrier. That ruling further states that such 
sales are exempt from manufacturers excise tax on gasoline provided 
they are supported by properly executed exemption certificates. 

Inasmuch as section 4221(a) (5) of the Code provides for tax-free 
sales of articles sold to a nonprofit educational organization for its 
exclusive use, it is held that the principles stated in Revenue Ruling 
50 — 319, 8upru, are equally applicable to gasoline sold to parochial or 
other privately operated schools for their exclusive use in the same 
manner as gasoline sold for use by schools operated by a state or local 
government. Therefore, where parochial or other privately operated 
schools qualify as nonlIrofit educational organizations within the 
meaning of section 148. 1 — 4(b) of Treasury Decision 6344, C. B. 1950 — 1, 
776, sales by producers of gasoline to such schools for use by contract 
carriers in fulfillment of contracts to transport students to and from 
such schools are exempt from manufacturers excise tax provided that 
the requirements of registration are fulfilled. Furthermore, it is 
immaterial whether the contract carriers transport, on the same vehicle 
both students who attend parochial schools and students ivho attend 
other privately operated schools, so long as each school qualifies as a 
nonprofit educational organization. 

Articles subject to manufacturers excise tax may not be sold tax-free 
under section 4221(a) (5) of the Code to dealers, distributors, or other 
persons for resale to nonprofit, educational organizations. However, a 
credit or refund of manufacturers excise tax is allo~able to the manu- 
facturer under the provisions of section 6416(b) (2) (D) of the Code 
in the amount of excise tax paid by the manufacturer on the sale of 
such articles. The manufacturer's claim for credit or refund must 
be supported by evidence showing that the manufacturer has complied 
with the provisions of section 6416 (a) of the Code, and by evidence, 
on Form 2670, Credit or Refund Exemption Certificate for use by' a 
Xonprofit Educational Organization, establishing that the articles 
were actually sold or resold to a nonprofit educational organization for 
its exclusive use. 
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CHAPTER 33. — FACILITIES AND SERVICES 

[$ 4243. 

SUBCHAPTER A. — ADMISSIONS AND DUES 
PART II. — CLUB DUES 

SECTION 4'~48. — EXEiIPTIOXS 

Rev. Rul. 60 — 81o 
The exemption from the club dues tax, provided by section 4243 (b) of the Internal Revenue Code of 1954, applies to amounts paid by 

members of a country club on and after November 1, li)M, for the 
repayment of a bank loan (or the restoration of the club's reserve 
fund) which mas used to pay for certain capital improvements begun 
on or after January 1, 1950. 

Advice has been requested concerning the applicability of the 
exemption from the club dues tax, provided by section 424, '3(b) of the 
Internal Revenue Code of 1054, to amounts paid by members of a 
country club under the circumstances described belom. 

In January 1960, the members of a country club authorized the 
club's board of directors to contract for the construction of certain 
additions to the club buildings and to purchase the furniture and 
equipment necessary for the new building additions. To raise the 
funds necessary to pay for these capital improvements, the club has 
provided that, beginning in January 1060, (1) each new member will 
be required to pay, in addition to the usual initiation fee, a specified 
amount to be used only for these improvements and (2) there will be 
ma, de against each club member a monthly assessment in a specified 
amount, in addition to the regular membership dues, to be used only 
for these improvements. 

period of several years will be required for the funds obtained 
in this mamier to equal the total amount necessary to cover the cost 
of the capital improvements. However, in order to proceed expedi- 
tiously with the planned improvements, arrangements have been made 
to pay the costs of the building construction and furnishings acqui- 
sition, as they arise, from funds obtained from tmo sources, as follows: 
(1) a reserve fund accumulated by the club in prior years and (9) a, 

loan obtained from a bank. The members' payments described above 
will then be used to repay the bank loan and to restore the reserve fund 
to its former amount. 

The specific question is whether the exemption provided by section 
4948(b) of the Code applies to the amounts which are paid by the 
club members for this repayment and restoration. 

Section 4241(a) (1) of the Code imposes a tax upon any amount 
paid as dues or membership fees to any social, athletic, or sporting 
club or organization, if the dues or fees of an active resident annual 
member are in excess of ten dollars per year. Section 4241(a) (9) of 
the Code imposes a tax upon any amount paid as initiation fees to 
such a club or organization, if such fees amount to more than ten 
dollars, or if the dues or membership fees, not including initiation fees, 
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of an active resident a, nnual member are in excess of ten dollars per 
year. 

Section 4243(b) of the Code, added by the Excise Tax Technical 
Changes Act of 1058, Public Law 85 — 859, C. B. 1958 3& 99y eQ'ective 
January 1, 1950, as amended by Public Law 86 — 344, C. B. 1959 — 9, 700, 
effective November 1, 1059, provides as follows: 

PAY&fKNTs Fox CAPITAL INPRovEMENTs. — Notwithstanding any other provi- 
sion of this part, there shall be exempted from the provisions of section 4241 any 
amount paid as dues or membership fees or as initiation fees— 

(1) for the construction or reconstruction of any social, athletic, or sporting 
facility, or 

(2) For the construction or reconstruction of any capital addition to, or capital 
improvement of, auy such facility, or 

(S) for furnishings or fixtures (including installation charges) for any such 
facility, to the extent that such furnishiugs or fixtures are required, by reason 
of the construction or reconstruction described in paragraph (1) or (2), for the 
use of such facility upon completion of such construction or reconstruction; 
except that, iu the case of any such amount which is not expended for such 
construction, reconstruction, furnisliings or fixtures (including installation 
charges) within three years after the date of payment of such amount, the 
exemption provided by this subsection shall cease to apply upon the expiratiou 
of such three-year period, and the club or organization, rather than the person 
who made such paynient, shall be liable for any tax imposed by section 4241 in 
respect of such payment, as if such payment had been made on the first day 
follovving the expiration of such three-year period. 

In general, this exemption applies to all amounts paid by club mem- 
bers on and after November 1, 1959, for the construction or recon- 
struction of any social, athletic, or sporting facility (or any capital 
addition to, or capital improvement of, any such facility) begun on or 
after January 1, 1959, or for furnishings and fixtures required for the 
use of such facility upon the completion of such construction or recon- 
struction begun on or after that date, provided those amounts are 
expended for such purposes within three years after the date of pay- 
ment by the members of the club. 

Since in the instant case the construction was not begun and the 
amounts involved in. this ruling were not paid by members until 1960, 
the controlling factor is the purpose for which the original funds 
were expended. AVhere funds obtained by means of the bank loan 
or from the club's reserve fund have been expended, as in this case, 
for capital improvements of the type covered by section 4243(b) of 
the Code, the amounts paid by the club members for the repayment of 
the bank loan or for the restoration of the reserve fund are considered 
as being paid for those capital improvements. 

Accordingly, it is held that under the circumstances described the 
exemption provided by section 4o43(b) of the Code applies to the 
amounts paid by club members for the repayment of the bank loan, 
including the interest thereon, or for the restoration of the club's 
reserve Fund. This conclusion applies to the specified amounts re- 
quired to be paid by new members as well as the special monthly 
assessments against all members. However, the exemption would not 
apply to any portion of such payments used for the repayment or 
restoration of funds used for the payment of current operating ex- 
penses or for the purchase of land rather than for the financing of the 
capital improvements. Therefore, to assure the proper application 
of the exemption, the club must maintain adequate records to show the 
actual disposition of the funds being repaid or restored. 
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SUBCHAPTER B. — COMMUNICATIONS 

[$ 4251. 

SECTION 4251. — IirPOSITIOX OE TAX 

26 CFR 42. 4251 — 1: Imposition and 
rates of t rx. 

Rev. Rul. 60 — 818 

Amounts paid to a company for background music furnished by 
that company to subscribers by means of wires leased from a 
telegraph company are subject to the tax on "wire and equipment 
service" iniposed by section 4251 of the Internal Revenue Code of 
1054. However, amounts paid to the company by manufacturers 
for spot announcements to be made by means of the "wire and 
equipment service" are not subject to the tax. Moreover, amounts 
paid to the company for background music furnished to other 
subscribers by means of tape players which are installed on the 
subscriber's premises are not subject to the tax, since such service 
is not a "wire and equipnient service" as that term is defined by 
section 4252(f) of the Code and does not come within the scope of 
any other communication service enumerated in section 4251 of 
the Code. 

Advice has been requested whether the excise tax on communication 
services applies to amounts paid for background music and spot 
advertisements under the circumstances described below. 

A music company is engaged in the business of furnishing back- 
ground music to supermarkets. The music is transmitted to some 
supermarkets from a central studio by means of wires leased from a 
telegraph company and is furnished to other supermarkets by means 
of tape players and remote speakers which are installed on the 
prerrtises of the supermarkets. The tape players, tapes, and. all 
equipment installed in the supermarkets are furnished, owned, and 
serviced by the music company. Spot advertising announcements to 
be transmitted over the wires, or placed on tapes to be replayed in the 
supermarkets, are sold by the music company to manufacturers whose 
products are displayed and sold in the supermarkets subscribing to 
the music service. The supermarkets pay the music company a 
standard fee for the service, and the manufacturers pay the music 
company a charge proportionate to the amount of advertising to 
which they subscribe. 

Section 4251 of the Internal Revenue Cocle of 1954, as amended 
by the Excise Tax Technical Changes Act of 1958, Public Law 85 — 859, 
C. B. 1958 — 8, 92, imposes a tax on amounts paid for certain enumerated 
communication services, including "wire mileage service" and "wire 
and equipment service. " 

Section 4252(e) of the Code, as amended by the Excise Tax Techni- 
cal Chants Act of 1958, defines the term "wire mileage service" as 
any telephone or radio telephone service, and any other wire or radio 
circuit service, not included in any other subsection of this section; 
except that, such term does not include service used exclusively in 
furnishing wire and equipment service. Section 4252(f) of the Code 
(section 4~252(e) prior to its redesignation and amendment by the 
Excise Tax Technical Changes Act of. 1958) provides that the term 
"wire and equipment service" includes stock quotations and inform;i- 

sss72s' — si — 2s 
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tion services, burglar alarm or fire alarm service, and all other similar 
services (whether or not oral transmission is involved). 

Section 42. 4252 — 6(a) of the Facilities and Services Excise Tax 
Regulations, Treasury Decision 6856, C. B. 1959 — 1, 868, provides that, 
in ~general, the term "wire and equipment service" relates to lines or 
channels a~nd equipment by means of which information or services 
are furnished to the subscriber. Tax is imposed on the amounts paid 
for such lines or channels, equipment, and information or services. 
Section 42. 4252 — 6(b) (3) of the regulations provides that wire and 
equipment services include channels furnishecl between a point of 
orion and the subscriber's premises over which are given stock and 
bond market quotations and reports, racing results, baseball scores, 
and other sporting results, news items, musical programs, weather 
reports, the time, etc. 

Revenue Rulin~~ 55 — 710, C. B. 1955 — 2, 658, holds that amounts paid 
to a company for a music program service transmitted over leased 
telephone wires running from the company's central studio to the 
places of business of its subscribers are subject to the tax on wire and 
equipment service. 

Accordingly, in the instant case, it is held that amounts paid to the 
company by its subscribers for background music furnished by means 
of wires leased from. a telegraph company are subject to the tax on 
"wire and equipment service" imposed by section 4251 of the Code. 
However, under the facts presented, the manufacturers who purchase 
spot announcements are not subscribers to the "wire and equipment 
service. " Therefore, the amounts paid to the company by such manu- 
facturers are not subject to the communications tax. 

It is significant that, section 42. 4252 — 6(b) (6) of the regulations uses 
the phrase "channels furnished between a point of origin and the sub- 
scriber's premises over which are given" musical programs, etc. Ac- 
cordingly, in the instant case, since there are no channels furnished 
between a point of origin and the subscriber's premises with respect to 
the background music furnished to some subscribers by means of tape 
players which are installed on the subscriber's premises, that serv&ce 
does not constitute a "wire and equipment service" within the meaning 
of section 4252(f) of the Code and does not come within the scope of 
any other communication service enumerated in section 4251 of the 
Code. Therefore, amounts paid to the music company for background 
music furnished to subscribers by means of tape players which are 
installed on the subscriber's premises are not subject to the excise tax 
on communication services. 

SUBCHAPTER C. — TRANSPORTATION OF PERSONS 

SECTION 4261. — IMPOSITION OF TAX 

26 CFR 49. 4261 — 1: Imposition of tax; in general. 

Whether the exemption from the tax on the transportation of 
persons applies where a state-operated school reimburses a person who 
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is not an oflicer or employee of the school for actual traveling expenses 
incurred for its benefit. See Rev. Rul. 60 — 804, page 348. 

26 ( FR 42. 4261 — 7: Examples of payments 
subject to tax. 

Rev. Rul. 60 — 811 

Certain helicopter rental companies are considered to be furnish- 
ing a transportation service which is subject to the excise tax on 
the transportation of persons, imposed by section 4261 of the In- 
ternal Revenue Code of 19o4, where they enter into contracts, 
designated as leases, whereby they (1) lease helicopters with pilots 
to an oil company for use in transporting personnel engaged in 
geophysical prospecting for. petroleuni, along with necessary equip- 
ment, (2) retain possession, command, and control of the helicopters, 
and (8) perform all services in connection with the operation of the 
helicopters. Accordingly, the tax on the transportation of persons 
applies to the portion of the total payment which is allocable to the 
transportation of persons, provided such allocation is made on a fair 
and reasonable basis and can be supported by proper records. If 
no allocation is made, tlie tax applies to the total payment for the 
lease of the helicopters. The total aniount paid by the oil company 
for the lease of the helicopters includes, in addition to the cash 
payments, the cost of any gas, oil, or lubricants supplied to the 
rental companies by the oil conipany for the operation of the heli- 
copters. 

Advice has been requested concerning the applicability of the excise 
tax on the transportation of persons to payments made under the cir- 
cumstances described helot. 

An oil company entered into contracts, designated as leases. under 
the terms of which it leases helicopters from various companies for 
use . in geophysical prospecting for petroleum in certain rugged and 
remote areas. Geophysical prospecting involves the analysis of the 
sub-surface of the earth by the study of ~various physical data obtained 
through the use of complex and delicate instruments. In these areas 
where geophysical prospecting is being conducted, the oil company 
establishes a base camp near the sites where ground surveys are to be 
made. The leased helicopters are stationed at the base camp and are 
used for transporting personnel and equipment betv. een the camp and 
the sites where the surveys are being made. The helicopters are also 
used to transport supplies and are available for aerial surveys and 
aerial navigation necessary for the conduct of the company's explora- 
tions and activities. The personnel and equipment are Gown into 
the base camps by fixed wing aircraft, and operations with the heli- 
copters begin after the arriv~al of the personnel and equipment. 

Under the terms of the contracts between the oil company and 
the various helicopter rental compan. ies, the renta, l companies agree 
to make available a helicopter and pilot for the exclusive use of the 
oil company. The pilot and the helicopter must meet the qualifica- 
tions set by the lessee. The rental companies also agree to furriish an 
experienced mechanic, the mechanical parts, and the services and 
facilities necessary to keep the helicopters in good operating condition. 
Decisions as to the time and place, for operations are made by the 
lessee, while decisions regarding load limits, weather conditions, etc. , 
are the responsibility of the pilots of the helicopters. 
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Various methods are used in det, ermining the consideration to be 
paid to the rental companies by the lessee. The methods of payment, 
include (1) a guaranteed minimum monthly fee for a scheduled num- 
ber of hours of flying service per month, plus an additional amount 
for each hour Hown in excess of the scheduled hours, (9) a guaran- 
teed monthly fee plus an additional amount, for each flying hour, and 

(8) a certain sum for each flying hour. In addition& the lessee agrees 
to supply and deliver, at its owen expense, all gas, oil, and lubricants 
used in the helicopters. The rental companies agree to accept respon- 
sibility for all losses, damages, expenses, liability, and claims resulting 
from their performance of the contracts. 

Section 4261(a) of the Internal Revenue Code of 1954 imposes a 
tax upon the amount paid within the United States for taxable trans- 
portation of persons by rail, motor vehicle, ~ater, or air. 

Where the owner of a vehicle (such as a helicopter) leases it, to 
others for the transportation of persons but retains possession, com- 
mand, and control of the vehicle, he is furnishing a taxable transpor- 
tation service within the meaning of section 4961 of the Code. 
However, ~here the owner of the vehicle transfers the complete pos- 
session, command and control of his vehicle to a lessee, either by a 
charter-party or Ly actual practice, the owner is not engaging in a 
taxable transportation service but is merely leasing his vehicle. See 
Rev. Rul. 56 — 45, C. B. 1956 — 1, 5ol; Rev. Rul. 56 — 608, C. B. 1956 — 2, 
878; Rev. Rul. 57 — 545, C. B. 1957 — 9, 749; and Rev. Rul. 58 — 915, C. B. 
1958 — 1, 489. 

Accordingly, in the instant case, it is held that, since the helicopter 
rental companies retain the elements of possession, command, and 
control of the helicopters and perform all services in connection with 
the operation of the helicopters, they are, in fact, furnishing taxable 
transportation to the lessee. Therefore, the tax on the transportation 
of persons applies to the portion of the total payment which is allo- 
cable to the transportation of persons, provided such allocation is 
made on a fair and reasonable basis and can be supported by proper 
records. If' no allocation is made, the tax applies to the total pay- 
ment for the lease of the helicopters. See Rev. Rul. 60 — 68, C. B. 
1960-1, 548. 

It is further held that the total payment for transportation service 
includes not only cash payments but also payments in kind. There- 
fore, where a company receiving transportation service supplies the 
carrier with items v-hich represent, necessary elements of transpor- 
tation (such as gas, oil, lubricants, equipment, or insurance), such 
items are considered to be payments ~for transportation. Accordingly, 
in the instant case, the total payment for the lease of the helicopters 
includes the cost of~ the gas, oil, and lubricants supplied by the lessee 
to the rental companies, as well as the cash amount paid to the rental 
companies by the lessee. 

It should be noted, however, that section 4o68(f) of the Code& 
as added by the Excise Tax Technical Changes Act, of 1958, PuMic 
I aw 85 — 859, C. B. 1958 — 8, 92, efFective January 1, 1959, provides an 
exemption from the tax on tlie transportation of persons for certain 
small aircraft when operated on nonestablished lines. This exemption 
applies to helicopters qualifying under the statutory rules as well 
as to other types of aircraft. 
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SUBCHAPTER E. — SPECIAL PROVISIONS APPLICABLE TO SERVICES 
AND FACILITIES TAXES 

SECTION 4292. — STATE AND LOCAL GOVERNMENTAL 
EXEMPTION 

Rev. Rul. 60 — '304 20 CFR 42. 4292 — 1: State and local 
government exemptions. 

(Also Section 4201; 49. 4201 — 1. ) 
The exeruption from the tax on the transportation of persons 

with respect to transportation furnished to a state or local govern- 
ment, provided by section 4292 of the Internal Revenue Code ol 
1954, applies to transportation furnished to an individual who re- 
ceives reimbursenient from a state-operated school for the actual 
travel expense incurred by hini for the beneiit of the school, even 
though such individual is not an ofhcer or employee of the school 
and even though the school does not make the original payment to 
the carrier for the transportation. 

Advice has been requested whether the exemption from the tax on 
the transportation of persons with respect to transportation furnished 
to a, state or local government, provided by section 4292 of the In- 
ternal Revenue Code of 1954, applies to payments made for trans- 
porta, tion in the situations described below. 

8itnation (1). A school, operated by a state, invites a prospective 
employee to visit the school for an employment interview. The school 
will subsequently reimburse the prospective employee for the actual 
travel expense incurred by him. 

Si Amtion (2). A school, also operated by a state invites a member 
of the faculty of another iiistitution to the school for the purpose of 
attending a technical conference which is of benefit to the school. 
The school will subsequently reimburse the visitor for the actual 
travel expense incurred by him. 

hitnation (8). A private employer "lends" some of his employees 
to a state-operated school for the purpose of conducting technical re- 
searcli which is of direct benefit to the school. The employees arc 
required to travel during tile course of conducting this teclinical re- 
search and the school will subsequently reimburse such employees 
for the actual travel expense incurred by them. However, the em- 
ployees will not be paid by the school but will continue to receive their 
reo'ular salaries from their private employer. 

%ection 4261 of the Code imposes a tax upon amounts paid within 
the United States for taxable transportation (as defined in section. 
4202) of any person by rail, motor vehicle, water, or air. 

Section 4292 of tile Code provides that, under regulations pre- 
scribed by the Secretary of the Treasury or his delegate, no tax sliall 
apply to payments received for transportation services or facilities 
furnished to the Cvovernment of any State, Territory of the United 
States, or any political subdivision of the foregoing, or tile District 
of Columbia. Section 42. 4292 — 1 of the Facilities and Services Excise 
Tax Regulations provides, in part, that amounts paid for transporta- 
tion or facilities by an oScer or employee of a State, Territ, ory, etc. , 
who is traveling on a mileage or other allowance basis are ex~empt. 

froni tax where reimbursement, is made to such officer or employee. 
Rei enue Ruling 56 — 482, C. B. 1956 — 2, 885, holds tliat where a state- 
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operated school pays to a person engaged to speak before the student 
body a specified sum for his services and, in addition, reimburses him 
for the actual travel expense incurred by him, the payment made by 
the speaker for such transportation. constitutes payment for trans- 
portation furnished to a state within the Ineaning of section 42M of 
the Code and, accordingly, is exempt from tax on the transportation 
of persons. 

Similarly, where an individual has been authorized by an agency or 
instrumentality of a state to travel on its behalf or for its benefit and 
will subsequently receive specific reimbursement from such agency or 
instrumentality for his travel expenses, the payment made by such 
individual for his transportation may properly be regarded as a pay- 
ment for transportation furnished to a state within the meaning of 
section 42M of the Code, even though the individual is not an ofiicer or 
employee of the agency or instrumentality and even though the agency 
or instrumentality does not make the original payment to the carrier 
for the transportation. 

Accordingly, it is held that the payments for transportation made 
by the individuials in situations (1), (2), and (3), described above, con- 
stitute payments for transportation furnished to a state within the 
meaning of section 42M of the Code and, therefore, are exeinpt from 
the tax on the transportation of persons imposed by section 4261. The 
right to exemption in such cases must be established by Form 781, 
Exemption Certificate, executed by an officer of the school. The cer- 
tifiicate should designate the limits of the travel and should be for- 
warded to the traveler for presentation to the agent of the carrier at 
the time he niakes payment for the transportation. The school should 
also furnish the traveler a letter or other written evidence which will 
disclose that he is the person on whose behalf the certificate is issued. 

CHAPTER 34. — DOCUMENTARY STAMP TAXES 

SUBCHAPTER A. — ISSUANCE OF CAPITAL STOCK AND CERTIFICATES 
OF INDEBTEDNESS BY A CORPORATION 

PART I. — ISSUANCE OF CAPITAL STOCK AND SIMILAR INTERESTS 

SECTION 4801. — IMPOSITION OF TAX 

26 CFR 43. 4301 — 2: Illustrations. Rev. Rul, 60 — 273 

The payment date, rather than the declaration date or the record 
date, is considered to be the date of issuance of stock pursuant to a 
declaration of stock dividend. The actual value of such dividend 
stock on the payment date is the proper basis for computing the 
original issuance tax imposed by section 4301 of the Internal Rev- 
enue Code of 19M 

Advice has been requested whether, for purposes of computing t»e 
documentary stamp tax imposed on the original issue of shares or 
certificates of stock, the date of issuance of sh~ares or certificates issued 
as a stock dividend is (1) the date the dividend is declared, (2) the 
record date, or (3) the date of payment of the dividend 
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On Xovember 1, 1058, the board of directors of a domestic corpora- 
tion voted a stock dividend on its par value common stock. The divi- 
dend was payable on January 30, 1959, to holders of record on Janu- 
ary 15, 1050. 

Section 4301 of the Internal Revenue Code of 1954, as amended by 
the Excise Tax Technical Changes Act of 1958, Public Law 85 — 850, 
C. B. 1958 — 3, 92, e8ective January 1, 1059, impose~s a tax on each origi- 
nal issue of shares or certificates of stocl- issued by a corporation at 
the rate of ten cents on each $100 (or major fraction thereof) of. the 
aetna/ value of the certificates (or of the shares where no certificates 
are issued). The tax imposed by this section is computed on the 
basis of all certificates (or shares) so issued by a, corporation on each 
day. Prior to January 1, 1050, the tax on the original issue of par 
value shares or certificates was 11 cents on each $100. 00 or fraction 
thereof of the par or face value of each certificate or share. 

Section 43. 4301 — 2(a) (4) of the Documentary Stamp Tax Regula- 
tions provides that stock issued as a dividend is subject to the tax. 

The question of when a stock dividend is issued has been consiclered 
in a number of court a, ctions. These decisions hold that the record 
elate of a stock clividend cloes not serve to fix the date of the issuance 
of the stock. Rather, the recorcl date is significant only to the extent 
that it determines those stockholders who will be entitled to the stock 
upon its issuance. The stock involved in a stock dividend is not issued 
until the designated shareholders have a vested right with respect 
thereto and are in a position to demand the execution and delivery of 
certificates regarding such stocl-. Arhere a boarcl of directors declares 
a stock dividend, the right of the board subsequently to rescind its 
action at any time prior to the actual issuance of the stocl. - is recog- 
nized. See 8taat8 v. Biograph, Co. , 236 Fed. 454, and the clecisiofis 
and authorities mentioned therein. 

In view of the foregoing, it is held that, the payment date of the 
oclc dividend, that ls, the date the c[ividend becomes payable is t 

date the shares are created and the time at which a vested right in 
the stock is received by the shareholders. In other ~ords, the pay- 
ment date, rather than the declaration date or the record da~te, is con- 
sidered to be the date of issuance of the stock. Therefore, the actual 
value of such dividend stock on January 30, 1950, is the proper basis, 
in the instant case, for computing the original issu~ance tax imposed by 
section 4301 of the Code. 

CHAPTER 36. — CERTAIN OTHER EXCISE TAXES 

SUBCHAPTER A. — PLAYING CARDS 

SECTION 4451. — IMPOSITIOX OF TA. X 
Rev. Rul. 60 — 234 

The excise tax on playing cards, imposed by section 4451 of the 
Internal Revenue Code of 1954, does not apply to the sale of a 
single playing card. However, the assembly and sale of two or 
more playing cards is subject to the tax. 
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Advice has been requested whether the excise tax on playing cards 
applies to cards acquired by persons engaged in the hobby of. collect- 
ing playing card designs. 

Cert, ain. individuals and groups of individuals have taken up the 
collecting of playing cards as a hobby. The object of the hobby is to 
acquire a collection of cards with diRerent backs and there is no intent 
to use these cards in playing card games. Cards are obtained by pur- 
chasing them at second-hand stores anti rummage sales or from antique 
dealers and other collectors of playing cards. 

Section 4451 of the Internal Revenue Code of 1954 imposes a tax 
of 18 cents per pack upon every pack of playing cards containing not 
more than 54 cards, manufactured or imported, and sold, or removed 
for consumption or sale, by a manufacturer. 

Section 44M of the Code states that every person who oQ'ers or ex- 
poses for sale playing cards, whether the articles so o8ered or exposed 
are of foreign manufacture and imported or are of domestic manu- 
facture, shall be deemed the manufacturer thereof, and subject to all 
the duties, liabilities, and. penalties imposed by law in regard to the 
sale of domestic articles without the use of the proper stamps de- 
noting the tax pa, id thereon. 

Section 4454 of the Code states that the tax imposed upon playing 
cards shall be paid by any person who makes, sells, removes, consigns, 
or ships any playing ca, rds, or for whose use or benefit the same are 
made, removed, consigned, or shipped. 

Article 8 of Regul~ations 66, made applicable to the 1954 Code by 
Treasury Decision 6091, C. B. 1954 — 2, 47, states, in part, that, each 
additional 54 cards or fraction thereof in a pack constitutes a nevt 

pack on which tax must be paid. That article further provides that 
where packages of playing cards are sent out from the factory duly 
stamped and are thereafter opened and stamp broken, the cards can 
not be returned to the packages and sold under a, broken stamp; a, new 
stamp must be atfixed to each package and duly canceled. 

The Internal Revenue Service has consistently held tlrat not, fewer 
than two nor more than 54 cards constitute a pack of playing cards. 

Accordingly, it is held that any person may sell a single card 
without incurring liability for the tax under section 4451 of the Code. 
However, any person, even though he may be an antique dealer, a 
collector of playing cards, or a dealer in second-hand goods, who as- 
sembles and sells a, set of two or more playing cards, but not more than 
54& is deemed to be the manufacturer of a pack of playing cards. 
Therefore, he is subject to the tax imposed by section 4451 of the Code, 
regardless of the fact that the tax may have been paid on previous 
sales of such cards. 

Rev. Rul. 60 — 889 

The excise tax on plaving cards, imposed by section 4451 of the 
Internal Revenue Code of 1954, applies to cards which are suitable 
for use as "playing cards, " even though they may be "miniature. " 
The size of the cards is only one of the factors which determine the 
suitability of the cards for such use. 

Revenue Ruling 54-461, C. B. 1954 — 2, 394, amplified. 

Advice has been requested concerning the criteria which determine 
whether the excise tax on playing cards applies to cards of small size. 
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Section 4451 of the Internal Revenue Code of 1954 impose a tax on 
every pack of playing cards containing not more than 54 cards, manu- 
factured or imported, and sold, or removed for consumtion or sale, by 
a manufacturer. 

Article 8 of the Regulations 66, made applicable to the 1954 Code by 
Treasury Decision 6001, C. B. 1954 — 2, 47, provides that the tax applies 
to ordinary playino' cards such as are used in playing games of skill 
or chance such as ' poker, " "euchre, " "pinochle, " and the like and to 
cards that may be used in lieu of ordinary playing cards. The regula- 
tions further state that miniature playing cards, playing cards v. ith 
advertising matter printed thereon, and so-called "fortune-telling, " 
"magic, " or "trick" decks composed wholly or in part of playing cards 
or cards that may be used in lieu of playing cards are all subject to 
the t;lx. 

Revenue Ruling 54 — 461, C. B. 1054 — 2, o04, holds that, in view of the 
extremely small size of the cards involved in that Revenue Ruling 
(s/s inch by r/8 inch), they are not considered adaptable for use in play- 
ing games of cards and, accordingly, are not subject to the tax. 

Although no minimum-size standard has been established for deter- 
mining whether cards are "playing cards, " the cards are not considered 
to be taxable if of such a small size that they may not be shufiled and 
dealt. Taxability is determined not only on the basis of size but on 
various other factors as well, such as wllether the cards are made of 
material of a weight and thickness that will withstand handling and 
whether imprinted with the conventional playing card markings. 

Accordingly, it is held that, the tax imposed by section 4451 of. the 
Code applies to cards which, in view of all the pertinent factors, are 
suitable for use as "playing cards, " even though they may be charac- 

terized as "miniature. " 
In any case where the taxability of particular cards cannot be deter- 

mined on the basis of the foregoing factors, sample cards should be 

submitted to the Internal Revenue Service together with any informa- 

tion which is considered pertinent to the determination of taxability. 
Revenue Ruling 54 — 461 is hereby amplified. 

SUBCHAPTER D. — TAX ON USE OF CERTAIV VEHICLES 

SECTION 4482. — DEFINITIONS 

Rev. Rul, 60 — 260 26 CFR 41. 4482(b) — 1: Definition of 
ta, xable gross lveight. 

Dump trucks are classed as "single unit" vehicles for purposes of 
determining their taxable gross weight under the Highway Motor 

Vehicle Use Tax Regulations, even though they may be equipped 

wii. h coupling devices for occasional use with lightweight trailers 
or semitrailers. 

Advice has been requested whether dump trucks equipped with 
ol 

pintle hooks or similar coupling devices should be classed as single 

ulll s ' OI' a, s r as "combinations" for purposes of deternrining the taxable 
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gi'oss weight under the Highway Motor Vehicle Use Tax Regulations. 
n tlie instant case, sin ie-unit dump tr~cks each ha~ing 

weight oi less than 13, 000 pounds, are equipped with pintle hooks or 
similar coupling devices for the purpose of occasionally pulling con- 
struction equipment, lightweight trailers for tar, tools, or the like, 
etc. , from job-site to job-site. 

Section 4481(a) of the Internal Revenue Code of 1954 imposes a 
tax upon the use of any highway motor vehicle which (together with 
the semiti ailers and trailers customarily used in connection v ith high- 
way motor vehicles of the same type as such highway motor vehicle) 
has a taxable gross weight of over o6, 000 pounds. 

Section 448O (b) of' the Code provides as follows: 
TAxABLE GRoss WEIGHT. — For purposes of this subchapter, the term "taxable 

gross wei ht, " when used with respect to any highway motor vehicle, nieans 
the sum of— 

(1) the actual unloaded weight of— 
(. 4. ) such highway motor vehicle fully equipped for service, and 
(B) the semitrailers and trailers (fully equipped for service) custom- 

arily used in connection with highway motor vehicles of the same type 
as such highway motor vehicle, and 

(2) the weight of the maximum load customarily carried on highway 
motor vehicles of the sanie type as such highway Inotor vehicles and on the 
semitrailers and trailers referred to in paragraph (1) (B). 

Taxable gross weight shall be deternnned under regulations prescribed by the 
Secretary or his delegate (which regulations may include formulas or other 
methods for determining the taxable gross weight of vehicles by classes, speci- 
fications, or otherwise) . 

A scliedule of taxable gross weights for determining the amount 
of the tax imposed under section 4481 is prescribed in section 41. 4482 
(b) — 1(c) of the regulations. For purposes of determining the taxable 
gross weight of a highway motor vehicle, this schedule sets forth 
various categories of "single units" and various categories of "com- 
binations. " The term "combinations, " as used in such schedule, is not 
specifically defined in the regulations and should, therefore, be given 
its ordinary and usual meaning in the trucking iiidustry. 

It is held that a dump truck should be considered as a "single unit" 
vehicle for purposes of determining its taxable gross weiglit under 
the use tax schedule set forth in section 41. 4882(b) — 1(c) of the regu- 
lations, even though it may be equipped with a pintle hook or siinilar 
coupling device, since the trailers and semitrailers customarily used 
with such trucks are not of a type contemplated as being within the 
ordinary and usual meaning of the term "combinations, " as such term 
appears in the use tax schedule. Thereiore, where the actual unloaded 
weight fully equipped for service is less th~an 18, 000 pounds, a dump 
truck is not subject to the tax. 

See Revenue Ruling 57 — O47, C. B. 1957 — 9, 789, for a siinilar conclu- 
sion with respect to~a certaiii type of utility truck which may be 
equipped with a pintle hook or similar coupling device for pulling a 
pipe or pole dolly, tool or equipment trailer, or other similar light- 
weight trailer. 
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SUBTITLE E. — ALCOHOL, TOBACCO, AND CERTAIN 
OTHER EXCISE TAXES 

CHAPTER 52. — TOBACCO, CIGARS, CIGARETTES, AND 
CIGARETTE PAPERS AND TUBES 

SUBCHAPTER A. — DEFINITIONS: RATE AND PAYMENT OF TAX; EX- 
EMPTION FROM TAX; AND REFUND AND DRAWBACK OF TAX 

SECTION 5701. — RATE OF TAX 
26 CFR 270. 61: Classification of large cigars. T. D. 6502 
TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PART 270. — 

CIGARS ANH CIGARETTES — MANUFACTURERS, IMPORTKRS, AND DEALERS 

Determination of the retail price of large cigars, for Federal tax 
purposes. 

DEPARTMENT OF THE TREASURY& 
OFI'ICE OI' COMihIISSIONER OF INTERNAL REVENUE& 

Washi'ngton 8o& D. C. 
To Officers and Limpioyees of the Internal Itevenue8ert&~'ce and Others 

C"oncerned: 
In order to conform to the provisions of section 5701(b) of the 

Internal Revenue Code of 1954, as amended by Public Law 86 — 779, 
[page 709, this Bulletin] the regulations in 26 CFR Part 270 are 
amended as follows: 
( 270. 61 t Amendment] 

1. Section 270. 61 is amended by striking in the third sentence the 
words "exclusive of any State or local taxes imposed on the retail 
sale of cigars" and inserting in lieu thereof "exclusive of any State 
or local taxes imposed on cigars as a commodity"; and 

2. By changing the citation to read "(72 Stat. 1414, 74 Stat. 998; 
26 U. S. C. 5701) ". 

Because the amendment made by this Treasury Decision is liberaliz- 
ing and conforming in nature it is found that it is impracticable and 
unnecessary to issue this Treasury Decision with notice and public 
procedure under section 4(a) of the Administrative Procedure Act, 
approved June 11, 1946, or subject to the effective date limitation of 
section 4(c) of said Act. 

This Treasury Decision shall be effective October 9, 1960. 
(This Treasury Decision is issued under the authority contained in 

section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 26 
U. S. C. 7805). ) 

DANA L ITHAM& 
C" omit'ss7'oner o f Internal P~et&enue. 

Approved November 14, 1960. 
FRED C. SCRIBNER& Jr. , 

Act7'nq 8ecretary of the Treasury. 
(Filed bv the Division of the Federal Register on November 16, 1960, S &52 a. m. , 

and published in the issue of the Federal Register for November 17, 1050, 2o 
F. R. 10MS) 
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SECTION 5704. — EXEMPTIOV FROM TAX 

26 CFR 200. 205: To contiguous foreign 
countries. 

Exportation of tobacco products by truck to the United States 
Armed Forces in a contiguous foreign country. See Rev. Proc. 60— 

M, page 1011. 

26 CFR 290. 261: To contiguous foreign 
countries. 

Exportation of. tobacco products by truck to the United States 
Armed Forces in a contiguous foreign country. See Rev. Proc. 60 — 32, 
page 1011. 

SUBTITLE F. — PROCEDURE AND ADMINISTRATION 

CHAPTER 61. — INFORMATION AND RETURNS 

SUBCHAPTER A. — RETURNS AND RECORDS 

PART I. — RECORDS, STATEMENTS, AND SPECIAL RETURNS 

SECTION 6001. — NOTICE OF REGULATIONS REQUIRING 
RECORDS, STATEMENTS, AND SPECIAL RETURNS 

26 CFR 1. 6001 — 1: Records. 

Reproduction of certain Federal tax return forms and schedules. 
See Rev. Proc. 60 — 27, page 1008. 

26 CIr R 81. 6001 — 6: Notice by district director 
requiring returns, statements, or the keep- 
ing of records. 

Regulations under the Internal Revenue Code of 1054 relating to 
notice by District Directors requiring returns, statements, or the keep- 
ing of records with respect to employment taxes. See T. D. 6472, 
page 351. 

PART II. — TAX RETURNS OR STATEMENTS 

Subpart A. — General Requirement 

SECTION 6011. — GENERAI. REt )UIREMKNT OF RETURN) 
STATEMENT, OR I IST 

26 CFR 1. 6011 — 1: General requirement 
of retuln, statement, or list. 

Reproduction of certain Federal tax return forms and schedules. 
See Rev. Proc. 60 — 27, page 1008. 
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81. 6011 (b): Statutory T. D. 6472 ' 
provisions; identification of tax- 
payer. 

(Also Sections 6001, 6101, 6161, 
6205) 6402, 6674; 81. 6001 — 6) 
61. 6101) 81. 6161(a) (1), 61. 6205) 
31. 6402 (a), 81. 6674. ) 

TITLE BG — INTERNAI. REVENUE, 1954. — CHAPTER I, SUBCHAPTER C, PART 81. — 
EJIPLOYJIL'NT TAxES; APPLICABLE ON AND AFTER JANUARY 1, la, &5 

Regulations of special application to the employment taxes im- 
posed by subtitle C (chapters 21 to 25, inclusive) of the Internal Rev- 
enue Code of 10o4, as amended, prescribed under sections 6011(b), 
6051, 6061, 6065(a), 6091, 6101, 6101(a)(1), 6205, 6802(b), 6402(a), 
6404(a), 6413, 6114, 6674, and 7805 of subtitle F (Procedure and 
Adniinistration) of such Code; and existing employment tax regu- 
lations under sections 6001, 6011(a), and 6051 of such subtitle 
amended. 

DEPARTMENT OF THE TREASURY) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

washington 8o~, D. C. 
To Orders and E~nployees of the Internal Eesenue Service and Others 

Coneented; 
On ItIarch 23, 1060) notice of proposed rulemaking with respect to 

certain administrative regulations of special application to the em- 
ployment taxes imposed by subtitle C of the Internal Revenue Code 
of 1054, and with respect to amendments of existing employment tax 
regulations under sections 6001, 6011(a), and 6051 of such Code, was 
published in the Federal Register (25 F. R. 57). After consideration 
of all such relevant matter as was presented by interested persons re- 
garding the rules proposed, the following administrative regulations 
~and amendments are hereby adopted. 

PARAORAPH 1. The follov-ing regulations are prescribed uncler 
selected provisions of subtitle F of the Internal Revenue Code of 1954: 

TABLE OF CONTENTS 
Section 
81. 6011(b) 
31. 6011 (b) — 1 
31. (i011 (b) — 2 

31. 6051 
31. 6051-1 
31. (i061 
81. 6061 — 1 
31. 0065 (a) 
31. 606o (a) — 1 
31. 6001 
31. 6001 — 1 
31. 6101 
31. 6101 — 1 
31. 6161(a) (1) 
31. 6161(a) (1) — 1 
31. 620o 

81. 6205 — 1 
31. 6302 (b ) 

Statutory provisions; identification of taxpayer. 
Employers' identification numbers. 
Employees' account numbers. 
Statutory provisions; receipts for employees. 
Statements for employees. 
Statutorv provisions; signing of returns and other documents. 
Signing of returns. 
Statutory provisions; verification of returns. 
Verificstions of returns and other docunients. 
Statutory provisions; place for filing returns. 
Place for filing returns, 
Statutory provisions; period covered by returns or other doc- 

uments. 
Period covered by returns. 
Statutory provisions; extension of time for paying tax. 
Extensions of time for paying tax. 
Statutory provisions; special rules applicable to certain eni- 

ploynient taxes. 
Adjusttnents of underpayments. 
Statutory provisions; mode or time of collection; discretionary 

method. 
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Section 
31. 6302(b) — 1 
81. 6402 ( a ) 
31. 6402 (a ) — 1 
31. 6402(a) — 2 

31. 6402(a)-3 
31. 0404(a) 
31. 0404(a) — 1 
31. 0413 (a) 

31. 6418 (a) — 1 

31. 6413 (a) — 2 
31. 6413 (b) 

31. 6418(b)-1 
81. 6413 (c) 

31. 0413 (c) — I 
31. 6413 ( d ) 

31. 0414 
31. 6414 — I 
31. 6074 

31. 6674 — 1 
81. 7800 
31. 7805 — 1 

Method of collection. 
Statutory provi-ions; authority to make credits or refunds. 
Credits or refunds, 
Credit or refund of tax under Federal Insurance Contributions 

Act or Railroad Retirement Tax Aet. 
Refund of Federal unemployment tax. 
Statutory provisions; abatements. 
Abatements. 
Statutory provisions; special rules applicable to certain em- 

ployment taxes; adjustment of tax. 
Repayment by employer of tax erroneously collected from 

employee. 
Adjustnient of overpayments. 
Statutory provisions; special rules applicable to certain em- 

ployment taxes; overpayments of certain employment, taxes. 
Overpayments of. certain employment taxes. 
Statutory provisions; special rules applicable to certain ein- 

ployment taxes; special refunds. 
Special refunds. 
Statutory provisions; special rules applicable to certain em- 

ployment taxes; refund or credit of Federal unemployme~t 
tax, 

Statutory provisions; income tax withheld. 
Credit or refund of income tax v ithheld from wages. 
Statutory provisions; fraudulent statement or failure to fur- 

nish statement to employee. 
Penalties for fraudulent receipt or failure to furnish receipt. 
Statutory provisions; rules and regulations. 
Promulgation of regulations. 

$ 81. 6011(b) STATVTORY PROvISIONS 
& 

IDKNTII'ICATION OF TAXPAYER. 

SEC. 6011. GENERAL REQUIREIIENT OF RETURN, STATEMENT, 
OR LIST. 

(b) IDENTIFIOATICN oF TAXPAYER. — The Secretary or his delegate is 
authorized to require such information with respect to persons subject 
to the taxes imposed by chapter 21 or chapter 24 as is necessary or help- 
ful in securing proper identification of such persons. 

$ 81. 6011(b) — 1 EMPLoYERs IDENTII'IcATIoN NvBIBERs. — (a) Be- 
cluire~nent of application, — (1) In generaL — Except as provided in 
subparagraph (9) of this paragraph, every employer who on or after 
January 1, 1955, has in his employ one or more individuals in em- 
ployment for wa~ges subject to the taxes imposed by the Federal In- 
surance Contributions Act, but who prior to such date has neither 
secured an identification nunlber nor made application therefor, shall 
make an application on Form SS — 4 for an identification number. 
Each application, together with any supplenlentary statement, shall 
be prepared in accordance with the form, instructions, and regula- 
tions applicable thereto, and. shall set forth fully and clearly the data 
therein called for. Copies of Form SS — 4 may be obtained from any 
clistrict clirector, or any district office of the Social Security Adminis- 
tration. The application shall be filed with the district director with 
whom the employer will file returns of the t. axes inlposed by the Fed- 
eral Insurance Contributions Act, or with the nearest clistrict ojnce of 
the Social Security Aclministration. Each application shall be signed 
by (i) the inclividual, if the employer is an individual; (ii) the 
president, vice president, or other principal officer, if the employer is 
a corporation; (iii) a r~esponsible and duly authorized member or 
officer having knowledge of its afFairs, if the employer is a partner- 
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ship or oth 
the em lo 

p her unincorporated organization or (iv) the fiduciary if 
p oyer is a trust or estate. An identification number will be assi ned to th g o the employer in due course upon the basis of information reported on tlie application required under this section. 

( ) acception. — An employer, other than an employer who is re- 
quired to file returns of the taxes imposed by the Federal Insurance 
Contributions Act with the ofiice of the United States Internal Rev- 
enue Service in Puerto Rico, who has in his employ only employees 
who are engnged exclusively in the performance of domestic service 
in his private home not on a farm operated for profit (see $ 31. 3121 
(a) (7) — 1) is not required to apply for an identification number. 

(8) Time for @ling Form 88 — $. — The application for an identifica- 
tion number shall be filed on or before the seventh dny after the date 
on which the first payment of wages, as defined in the Federal Insur- 
ance Contributions Act, , is made by the employer. For provisions re- 
lating to the time when wages are paid, see $ 81. 3121(a) — 2 of Subpart 
B of the regulations in this pnrt. 

(b) Employers who are assigned identification numbers wit7iout 
application. — An identificatio number will be assigned by a district 
director in the case of (1) an employer who is required to mnke returns 
of the taxes imposed by the Federal Insurance Contributions Act but 
who by reason of the provisions of paragraph (a) (2) of this section 
is not, required to n, pply for an identificatio number, and (2) an 
employer who is required to make returns of. income tax withheld 
from wnges pursuant to section 3402 but who is not required to make 
returns of the taxes imposed by the Federal Insurance Contributions 
Act. 

(c) C'rew leaders. — Any person who, as a crew leader within the 
meaning of section 8121(o), furnishes individuals to perform agricul- 
tural labor for another person shall, on or before the first date on 
which he furnishes such individuals to perform such labor for such 
other person, advise such other person of his name; permanent mail- 
ing address, or if none, present address; nnd identification number, 
if n, ily. 

(d) Use of iderttifi'cation wnmber. — The identification number as- 
signed to an employe (other tlian a household employer referred to in 
paragraph (a) (2) of the section) shall be shown in the employer's 
records, returns, statements for employees, depositary receipts, and 
claims to the extent required by the applicable forms, regulations, and 
instructions. 

( 31. 6011(b) — 2 EMPLQYEE s AccoUNT NUMBERs. — (n) Requirement 
of application. — (1) In gesieral. — Every employee who on or nfter 
January 1, 1955, is in employment for wages subject to the tnxes im- 
posed by the Federal Insurance Contributions Act, but who prior to 
such date has neither secured an account, number nor made application 
therefor, shall make an application on Form SS — 5 for an account 
number. Each application shall be prepared in accordance with the 
form, instructions, and regulations applicable thereto, and shall set 
forth fully nnd clearly thee data therein called for. Such employee 
shall file the n, pplicntion with any district Ofhce of the Social Security 
Administration or, if the employee is not working within the United 
States, with the district olfice of the Social Security Administration 
at Baltimore, Maryland. Copies of Form SS — 5 mny be obtained from 
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any district, once of the Social Security Administration or from any 
district director. An account number will be assigned to the em- 

ployee by the Social Security Administration in due course upon the 
basis of information reported on the application required under this 
section. A. card showing the name and account number of an em- 

ployee to whom an account number has been assigned will be furnished 
to the employee by the Social Security A. dministration. 

(9) Time for fiHng Form 88 — 5. — The application shall be filed on 

or before the seventh day after the date on which the employee first 
performs employment for wages, unless the employee leaves the em- 

ploy of his employer before such seventh day, in which case the appli- 
cation shall be filed on or before the date on w~hich the employee leaves 
the employ of his employer. 

(8) Changes and corrections. — Any employee may have his account 
number changed at any time by applying to a district ofhce of the 
Social Security Administration and showing good reasons for a 
change. With that exception, only one account number will be as- 
signed to an employee. Any employee wliose name is changed by 
marriage or otherwise, or who has stated incorrect information on 
Form SS — 5, should report such change or correction to a district once 
of the Social Security Administration. Copies of the form for making 
such reports may be obtained from any district once of the 
Administration. 

(b) Duties of employee upwith respect to his account number. — (1) 
Information to be furnished to employer. — An employee shall, on the 
day on which he enters the einploy of any employer for wages, comply 
with the provisions of subdivision (i), (ii), (iii), or (iv) of this sub- 
paragraph, except that, if the employee's services for the employer 
consist solely of agricultural labor, domestic service in a private home 
of the employer not on a farm operated by profiti or service not in the 
course of tlie employer's trade or business, the employee shall comply 
with such provisions on the first day on which wages are paid to him 
by such employer, within the meaning of $ 81. 8191(a) — 9 of Subpart 
8 of the regulations in this part. 

(i) employee echo has account number card. — If the employee 
has beers issued an account number card by the Social Security 
Administration and has the card available, the employee shall 
show it to the employer. 

(ii) Employee ufo has number but card not aiiailable. — If 
the employee does not have available the account number card 
issued to him by the Social Security Administration but knows 
what his account number is, and what his name is, exactly as 
shown on such card, the employee shall advise the employer of 
such number and name. Care must be exercised that the, em- 
ployer is correctly advised of such number and name. 

(iii) Employee ioho has receipt ac)enon. , 1edging application. — 
If the employee does not have an account number card but has 
available a receipt issued to him by an o%ce of the Social Secu- 
rity Administration acknowledging that an application for an 
account number has been received, the employee shall show such 
receipt to the employer. 

(iv) Employee echo is unable to furnish number or receipt. — 
If an employee is unable to comply with the requirement, of sub- 
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division (i), (ii), or (iii) of this subparagraph, the employee 
shall furnish to tlic employer a statement in writing, signed by 
the employee, setting forth the date of the statement, the, em- 
pfoyee's full name, present address, date and place of birth, 
father's full name, mother's full name before marriage, and the 
employee's sex, including a statement as to whether the employee 
has previously filed an application on Form SS — 5 and, if so, the 
date and place of such filing. The information required by this 
subdivision shall be furnished on Form SS — 5, if a. copy of Forni 
SS — 5 is av:iilable, The furnishing of such a Form SS — 5 or other 
statement by the employee to the employer does not relieve the 
employee of his obligation to make an application on Form SS — 5 
and file it with a district once of the Social Security Adminis- 
tration as required by paragraph (a) of this section. The fore- 
going provisions of this subdivision are not applicable to an 
employee engaged exclusively in the performance of domestic 
service in a private home of his employer not on a farm operated 
for profit, or in the performance, of agricultural labor, if the 
services are performed for an employer other than an employer 
required to file returns of the taxes imposed by the Federal Insur- 
ance Contributions Act with the once of the United States 
Internal Revenue Service in Puerto Rico. However, such em- 
ployee shall a. dvise the employer of his full name and present 
a. ddress. 

For provisions relating to the duties of an employer when furnished 
the information required by subdivision (i), (ii), (iii), or (iv) of 
this sukiparagraph, see paragraph (c) of this section. 

(0) Additional information to be furnished by employee to em- 
ployer. — Every employee who, on the day on which he is required to 
comply with subdivision (i), (ii), (iii), or (iv) of subparagraph (1) 
of this paragraph, has an a~ccount number card but for any rea, son 
does not show such card to the employer on such day shall promptly 
thereafter show the card to the employer. An employee who does 
not have an account number card on such day shall, upon receipt of 
an account number card from the Social Security Administration, 
promptly show such card to the employer, if he is still in the employ 
of that employer. H the employee has left the employ of the em- 

loyer when the employee receives an account number card from the 
ocial Security Administration, he shall promptly advise the em- 

ployer of his account number and name exactly as sho~n on such 
card. The account number originally assigned to an employee (or 
the number as changed in accordance with paragraph (a) (8) of this 
section) shall be used by the employee as required by this paragraph 
even though he enters the employ of other emp!oyers. 

(c) Duties oj employer zeith respect to eznployees' account num- 
bers. — (1) Employee zcho shozos account number. — Upon beiiig shown 
the account number card issued to an employee by the Social Se- 
curity Administration, the employer shall enter the account number 
and name, exactly as shown on the card, in the employer's records, 
returns, statements for employees, and claims to the extent required 

by the applicable forms, regulations, and instructions. 
(9) Employee zoho does not show account number card. — With re- 

spect to an employee who, on the day on which he is required to com- 

gs~~r26' — 6i 24 
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ply with subdivision (i), (ii), (iii), or (iv) of paragraph (b) (1) 
of this section, does not show the employer an account number card 
issued to the employee by the Social Security Administration, the 
employer shall request such employee to show him such card. If the 
card is not shown, the employer shall comply w ith the applicable pro- 
visions of subdivision (i), (ii), (iii), (iv), or (v) of this sub- 
paragraph: 

(i) Employee who has not applied for account number. — If the 
employee has not been assigned an account number and has not made 
application therefor with a district office of the Social Security Ad- 
ministration, the employer shall inform the employee of his duties 
under this section. 

(ii) Employee uho has account number. — If the employee advises 
the employer of his number and name as shown on his account num- 
ber card, as provided in paragraph (b) (1) (ii) of this section, the 
em loyer shall enter such number and name in his records. 

' iii) Employee who has receipt for application. — If the employee 
shows the employer, as provided in paragraph (b) (1) (iii) of this 
section, a receipt issued to him by an office of the Social Security 
Administration acknowledging that an application for an account 
number has been received from the employee, the employer shall enter 
in his records with respect to such employee the name and address of 
the employee exactly as sho~n on the receipt, the expiration date of 
the receipt, and the address of the issuing office. The receipt shall be 
retained by the employee. 

(iv) Employee uho furnishes Form SS — 5 or statement. — If the 
employee furnishes information to the employer as provided in para- 
graph (b) (1) (iv) of this section, the employer shall retain. such 
information for use as provided in subparagraph (8) (ii) of this 
paragraph. 

(v) Household or agricultural employees. — If the employee advises 
the employer of his full name and present address in accordance with 
those provisions of paragraph (b) (1) (iv) of this section which are 
applicable in the case of emplovees engaged exclusively in the per- 
formance of domestic service in a private home of the employer not 
on a, farm operated for profit, or agricultural labor, the employer shall 
enter such name and address in his records. 

(8) Account number unkno~n ~chen return is fi'led. — In any case 
in which the employee's account number is for any reason unknown 
to the employer at the time the employer's return is filed. for any 
return period with respect to which the employer is required to report 
the wages paid to such employee- 

(i) If employee has shozon receipt for application. — If. the em- 
ployee has shown to the employer, as provided in paragraph (b) (1) 
(iii) of this section, a receipt issued to him by an office of the Social 
Security Administr~ation acknowledging that an application for an 
account number lras been received from the employee, the employer 
shall enter on the return, with the entry with respect to the employe&, 
the name and address of the employee exactly as shown on the receipt, 
the expiration date of the receipt, and the address of the issuing 
office. 

(ii) If employee furnished Form SSM or statement. — If the em- 
ployee has furnished information to the employer as provided in 
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paragraph (b) (1) (iv) of this section, the employer shall prepare a 
copy of the Form SS — 5 or statement furnished by the employee and 
attach the copy to the return. 

(iii) If employee clid not furnish recei pt, Form 88-5, or state- 
ment. — If neither subdivision (i) nor (ii) of this subparagraph is 
applicable, the employer shall, except as provided in subpai agraph 
(4) of this paragraph, attach to the return a Form SS — 5 or statement, 
signed by the employer, setting forth as fully and clearly as practi- 
ca~ble the einployec's full name, his present or last. known address, date 
and place of birth, father's full name, mother's full name before mar- 
riage, the employee's sex, and a statement as to whether an applica- 
tion for an account number has previously been filed by the, employee 
and, if so, the date and place of such filing. The employer shall also 
insert in such Form SS — 5 or statement an explanation of why he lias 
not secured from the employee the information referred to in para- 
graph (b) (1) (iv) of this section, and shall insert the word "Em- 
ployer" as part of his signature. 

(4) HousehoM or agri natural employees. — The provisions of' sub- 
paragraph (8) (iii) of this pa, ragraph;ire not applicable ivith respect 
to an employee engaged exclusively in the performance of domestic 
service in a private home of liis employer not on a farm operated for 
profit, or in the performance of agricultural labor, if the services 
are performed. for an employer other than an employer required to 
file returns of the taxes imposed by the Federal Insurance Contri- 
butions Act with the OKce of the United States Internal Revenue 
Service in Puerto Rico. If any such employee has not furnished to 
the employer the information required by paragraph (b) (1) (i), (ii), 
or (iii) of this section prior to the time the employer's return is filed 
for any return period ivith respect to whicli the einployer is required 
to report wages paid to such employee, the employer shall enter the 
word "Unknown" in the account number column of the return and 

(i) file with the return a statement showing the employee's full name 
and present or last known address, or (ii) enter such address on the 
return form immediately below the name of the employee. 

(5) Where to obtain Form 88 — 5. — Employers may obtain copies 
of Form SS — 5 from any district OSce of the Social Security Adminis- 
tration or from any district director. 

(6) Prospective employees. — AVhile not mandatory, it is suggested 
that the employer advise any prospective employee who does not have 
an account number of the requirements of paragraphs (a) and (b) 
of this section. 

$ 81. 6051 — 1 STATE'MENTS FoR EMPLoYEEs. — (a) Eegujrement 
icages are subject to withholding of income tax. — (1) Cr'eneral rule. — 
(i) Every employer, as defined in section 8401 (d), required to deduct 
and withhold from an employee a tax under section 8409. , or who woiild 

have been required to deduct 'ind w ithhold a tax under section 8409 

if the employee hacl cl, iimed no more tlian one withholding exemp- 

tion, shall furnish to each such employee, in respect of the remunera- 

1 ioii paid by such employer to such employee during the calendar 

year, pthe tax return copy and the employee's copy of a statement oii 

Foi'in iV-&. For example, if the wage bracket method of withholding 

provided in section 8402 (c) (1) is used, a statement on Form AV — 2 
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must be furnished to each employee whose wages during any payroll 
period are equal to or in excess of the smallest wage from which tax 
must be withheld in the case of an employee claiming one exemption. 
If the percentage method is used, a statement on Form AV — 2 must be 
furnished to each employee whose wages during any payroll period are 
in excess of one withholding exemption for such payroll period as 
shown in the percentage method withholding table contained in sec- 
tion 8402(b) (1). Each statement on Form W — 2 shall show the 
fo]lowlllg: 

(a) The name, address, and identification number of the 
employer, 

(6) The name and address of the employee, and, if wages as 
defined in section 8121(a) have been paid, his social security 
account number, 

(c) The total amount of. wages as defined in section 6401(a), 
(a) The total amount deducted and withheld as tax under 

section 3402, 
(e) The total amount of wages as defined in section 8121(a), 

and 
(f) The total amount of employee tax under section 3101 

deducted and withheld (increased by any adjustment in the cal- 
endar year for overcollection, or decreased by any adjustment in 
such year for under collection, of such tax during any prior year) . 

See paragraph (d) of this section for provisions relating to the time 
for furnishing the statement required by this subparagraph. 

(ii) Payments made in 1955 under a wage continuation plan shall 
be reported on Form 0' — 2 to the extent, and in the manner, provided 
in paragraph (b) (8) (i) of f 31. 8401(a) — 1 of Subpart E of the regu- 
hitions in this part. 

(iii) 
NoTE: For regulations under this subdivision (iii) (26 CFR 

61. 6051 — 1(a) (1) (iii) ), see Treasury Decision 6155 [C. B. 1956 — 1, 498j, 
approved December 27, 1955 (20 F. R. 10097). 

(iv) Form 4V — 2 is not required in respect of any wage conthiuation 
payment, made to an employee by or on behalf of a person who is not 
the employer for whom the employee performs services but who is 
regarded as an employer under section 8401(d) (1). See paragraph 
(b) (8) of $ 31. 3401(a) — 1 of Subpart E of the regulations in this part. 

(v) In the case of remuneration paid for service described in sec- 
tion 8121(m), relating to service in the uniformed services, performed 
after 1956, "wages as dehned in section, &121(a)", as used in section 
6051(a) (2) and (5), shall be determined in accordance with section 
6121(i) (2) and section 8122. 

(2) Statements for members of the Armed Forces of the United 
States. — Section 6051(b) contains certain special provisions which are 
applicable in the c;ise of members of the Armed Forces of the United 
States in active service. In such case, Forin 9' — 2 shall be furnished. 
to each such member of the Armed Forces if any tax has been with- 
he]d under section %02 during the calendar year from the remu- 
neration of such member or if any of the remuneration paid during tlie 
ca]endar year for such active service is includible under chapter 1 in 
the gross income of such member. Form 9 — 2, in the case of such 
member, shall show, as "the total amount of wag~es as defined in sec- 
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t&on ~401(a)", as used in section 6051(a) (3), the amount of the re- 
muneration paid during the calendar year which is not cxclurled unrler 
chapter 1 of the Inter~nal Revenue Code of 1054 from the gross in- 
come of such member, whether or not such remuneration constitutes 
wages as defined in sec~tion &01(a) and whether or not paid for such 
active service. 

(8) Undelivered Form, s TV — 8. — The tax return copy and the em- 
ployee's copy of each withholding statement on Form AV — 2 for the 
calendar year which the employer is required to furnish to the em- 
ployee and which after reasonable e8ort he is unable to deliver to the 
employee shall be transmitted to the district director with the return 
on Form 041 filed by the employer for the return period ending June 
80 in the next succeeding calendar year or with the employer's final 
return if filed for a period ending on an earlier date. Thus, the 
undelivered copies of Forms 3V — 2 ordinarily will be transmitted to 
the district director on or before July 81 or August 10 of the year 
following that for which they werc issued, depending upon when 
the return for such return period is required to be filed. In the case 
of an employer having branch offices, the undelivered copies of Forms 
3V — 2 held in such branch aces may be transmitted by the employer 
with such return or, at the option of the employer, may be trans- 
mitted by the branch once directly to the district director for the 
internal revenue district in which the branch o%ce is located. Such 
direct transmittal by branch o6ces shall be made at the time prescribed 
for the filing of the employer's return for the return period ending 
June 30 in the calendar year following that for which the Forms AV — 2 
were issued or at the time of the filing of the employer's final return 
if filed for a period ending on an earlier date. The provisions of this 
subparagraph are also applicable with respect to any undelivered 
corrected statements issued for a prior calendar year. 

(b) Eequirement if ~ages are not snbj cot to ~oitMolding of invoke 
tea. — (1) General rule. — If during the calendar year an employer 
pays to an employee wages subject to the employee tax imposed by 
section 8101, and the employer is not required by paragraph (a) of 
this section to furnish to such employee a, statement on Form A' — 2 
for such calendar year, the employer shall, in accordance with the 
provisions of this paragraph, furnish a written statement to the 
employee with respect to such wages. Such statement shall be in a 
form suitable for retention by the employee and shall show, with re- 
spect to the wages pa, id by the employer to the employee during 
the calendar yea~r for employment after 1036, the following: 

(i) The name and address of the employer, 
(ii) The name, address, and social security account number of 

the employee, 
(iii) The total amount of wages as defined in section 3121(a), 

and 
(iv) The total amount of employee tax deducted and withheld 

from such ~ages (increased by any adjustment in such year for 
overcollection, or decreased by any adjustment in such year for 
undercollection, of employee tax during any prior year). 

See paragraph (d) of this section for provisions relating to the time 
for furnishing the statement required by this paragraph. 
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(2) Uniformed services. — In the case of remuneration paid for 
service described in section 3121(m), relating to service in the uni- 
formed services, performed after 1056, "wages as defined in section 
3121(a) ", as used in section 6051(a) (5), shall be determined in accord- 
ance with section 3121(i) (2) and section 3122. 

(3) Form of statement. — No particular form is prescribed for the 
statement required by this paragraph. For the convenience of em- 
ployers in complying with the requirements of this paragraph, copies 
of a form of statement, Form SS — 14, will be furnished by district 
directors upon request. 

(c) Correction of statements. — (1) Federa/ Insurance Contribu- 
tions Act. — If (i) the amount of employee tax under section 3101 
deducted and withheld in the calendar year from the wages, as de- 
fined in section 3121(a), paid during such year was less or greater 
thaii the tax imposed by section 3101 on such wages by reason of the 
adjustment in such year of an overcoltection or undercollection of the 
tax in any prior year, or (ii) regardless of the reason for the error 
or the method of its correction, the amount of' wages as defined in 
section 3121(a), or tax under section 3101, entered on a statement 
furnished pursuant to this section to an employee for a prior year 
was incorrect, a corrected statement for such prior year refiecting the 
adjustment or the correct data shall be furnished to the employee. 
Such statement shall be marked "Corrected by Employer'. 

(2) Income tax icithholding. — A corrected statement on Form AV — 2 
shall be furnished to tlie employee with respect to a prior calendar year 
(i) to show the correct amount of wages, as defiined in section 3401(a), 
paid during the prior calendar year if the amount of such wages 
enterecl on a statement furnished to the employee for such prior year 
is incorrect, or (ii) to show the ainount actually deducted and with- 
held as tax under section 3402 if such amount is less or greater than 
(he amount entered as tax withheld on the statement furnished the 
employee for such prior year. Such st;itement sliall be marked 
"Correctecl by Fmployer". 

(3) Cross reference. — For provisions relating to the disposition of 
the district director's copy of a corrected Form 9" — 2, see paragraph 
(b) (4) of $ 31. 8011(a) — 4. 

(d) Time for furnishing statements. — (1) In genera/. — Each state- 
ment required by this section for a calendar year and each corrected 
statement required for any prior year shall be furnislied to the em- 
ployee on or before J'anuary 31 of the year succeeding such calendar 
year, or, if his employment is terminated before the close of such 
calendar year, on the day on which the last payment of wages is made. 
For provisions relating to the filing of the district director's copies of 
Form AV — 2, see paragraph (b) of $ 31. 0011(a, ) — 4. 

(2) Extensions of time. — (i) For good cause sho~n upon written 
application by an eniployer, the district director may grant an exten- 
sion of time not exceeding 30 days in which to furnisli to employees 
the statements required y this section. Each application for an 
extensioii of time under this subdivision shall be made in writings 
properly signed by the employer or his duly authorized agent; shall 
be addressed to the district, director with whom the employer files 
his returns; and shall contain a full recital of the reasons for request- 
ing the extension, to aid the district director in determining the period 
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of the extension, if any, which wIll be grnnied. Such a request, in the 
form of n, letter to the district director will suKce as nn application. 
The npplication shall be filed on or before the date prescribed in sub- 
paragraph (1) of this paragraph for furnishing the statements re- 
quired by this section. In n~ny case in which an employer is unable, 
by reason of illness, absence, or other good cause, to sign a request for 
an extension, any person standing in close peieonal ol business rela- 
tionship to the employer mny sign the request on his behalf, and shall 
be considered as a duly authorized agent for this purpose, provided 
the request sets forth a reason for a sigTInture other than the em- 
ployer's and the relationship existing between the employer and the 
signer. For provisions relating to extensions of tilne for filing the 
di~strict director's copies of Forln AV — 2, see paragraph (a) (3) of 
4 31. 6081 (a) — 1. 

(ii) An extension of time, not exceeding 30 days, within which to 
furnish any statement required by this section upon termination of 
employment is hereby granted to any employer with respect to any 
employee whose employment is terminated during the cnlend;ir year. 
In the case of intermittent or interrupted employment where there is 
reasonable expectation on the part of both employer and employee of 
further employment, there is no requirement that a written statement 
be immediately furnished the employee; but, when such expectation 
ceases to exist, the statement must, be furnished within 30 days from 
that time. 

(3) Cross references. — For provisions relating to the pennlties pro- 
vided for the willful furnishing of a false or fraudulent statement, or 
for the v illful failure to furnish a statement, see $ 31. 6674 — 1 n~nd 

section 7204. 

f 31. 6061 STATUTORY PROVISIONS j SIGNING OF RETURNS ANO OTIIER 
DOO tt AIZN I S. 

SEC. 6061. SIGNING OF RETURNS AND OTIIER DOCUMENTS, 
* any return, statement, or other docunrent required to be made 

under any provision of the internal revenue laws or regulations shall 
be signed in accortlance with forms or regulations prescribed by the 
Secretary or his delegate. 

$ 31. 6061 — 1 SIGNING oF RETURNs. Each return required under the 
regulations in this subpart shall, if signatui e is called for by the form 
or instructions relating to the return, be signed by (1) the individual, 
if the person required to make the return is nn individual; (2) the 
president, vice president, or other principal ofhcer, if the person re- 
quired to make the return is a corporation; (3) a responsible and duly 
n, uthorized member or officer having knowledge of its affairs, if the 
person required to make the return is a part~nership or other unin- 

corporated organization; or (4) the fiduciary, if the person required 
to make the re~turn is a trust or estate. The return mny be signed for 
the tnxpayer by an agent who is duly authorized in nccordnnce v-ith 

$ 31. 6011(a) — 7 to mn, ke such return. 

$ 31. 6065(a) STATUTQRY PRovIsloNs; VERIlIcATIQN GF RisTURNS. 

SEC. 6065. VERIFIC WTION OF RETURNS. 

(a) psvALTIES or PEazvax. — Except as otherwise provided by the 
Secretary or his delegate, any return, declaration, statement, or other 
document required to be made under any provision of the internal rev- 



enue laws or regulations shall contaiu or be verified by a written dec- 
laration that it is made under the penalties of perjury. 

$ 81. 6065 (a) — 1 VERIFICATIoN oi' RETURN8 oR OTHER DOOIIMENTs. 
If a return, statement, or other document made under the regulations 
in this part is required by the regulations contained in this part, or the 
form and instructions issued with respect to such return, statement, 
or other document, to contain or be verified by a written declaration 
that it is made under the penalties of perjury, such return, statement, 
or other document shall be so verified by the person signing it, 

$ 81. 6091 STATUTORY PRovisioNs; PI. AcE FOR Fir. INo RETURNs. 

SEC. 6001. PLACE I'OR RILING RETURNS OR OTHER DOCU- 
MI~. NTS. 

(a) GzNKRAL Rvrz. — When not otherwise provided for by this title, 
the Secretary or his delegate shall by regulations prescribe the place for 
the filing of any return, declaration, statement, or other document, or 
copies thereof, required by this title or by regulations. 

(b) TAx Rzrvsvs. — In the ease of returns of tax required under 
authority of part II of this subehapter— 

(1) INnrvrnvAr. s. — Returns (other than corporation returns) shall 
be made to the Secretary or his delegate in the internal revenue 
district in which is located the legal residence or principal place 
of business of the person making the return, or, if he has no legal 
residence or principal place of business in any internal revenue 
district, then at such place as the Secretary or his delegate may 
by regulations prescribe. 

(2) CosroRArroNs. — Returns of corporations shall be made to the 
Secretary or his delegate in the internal revenue district in which 
is located the principal place of business or principal office or 
agency of the corporation, or, if it has not principal place of 
business or principal office or agency in any internal revenue 
district, then at such place as the Secretary or his delegate may 
by regulations prescribe. 

(4) ExczrrroN&z cAszs. — Notwithstanding paragraph (1), (2) 
of this subsection, the Secretary or his delegate may per- 

mit a return to be filed in any internal revenue district, and mav 
require the return of any officer or employee of the Treasury De- 
partment to be filed in any internal revenue district selected by 
the Secretary or his delegate. 

$ 81. 6001 — 1 PEAcE roR k"ILiNo RETURNs. — (a) Persons other than 
eorporotions. — The return of a person other than a corporation shall 
be filed with the district director for the internal revenue district in 
which is located the principal place of. business or legal residence of 
such person. If such person has no principal place of business or 
legal residence in any internal revenue district, the return shall be 
filed with the District Director at Baltimore, Maryland, except as 
provided in paragraph (c) of this section. 

(b) Corporotions. — The return of a, corporation shall be filed witli 
the district director for the district in which is located the principal 
place of busiiiess or principal office or agency of the corporation, 
except, as prov'ided in paragraph (c) of this section. 

(c) ~eton of taxpayers outside the United Stotes. — The return of 
a person (other than a corporation) outside the United States having 
no legal residence or principal place of business in any internal 
revenue district, or the return of a corporation having no principal 
place of business or principal office or agency in any internal revenue 
district, shall be filed with the Director, International Operations 
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Division, Internal Revenue Service, Washington 25, D. C. , unless the 
principal place of business or legal residence of such per~son, or the 
principal place of business or principal Ofhce or agency of such 
corporation, is located in the Vir~~n Islands or Puerto Rico, in ivhich 
case the return shall be filed with the Olfice of the Direct~or, In(er- 
national Operations Division, United States Internal Revenue Serv- 
ice, Santurce, Puerto Rico. 

(d) Exceptional eases. — (1) Permission to fA in district other than 
required distnict. — The Commissioner may permit the filing of any 
return required to be made under the reguhitions in this subpart in 
any internal revenue district, notwithstanding the provisions of para- 
graphs (1) and (2) of section 6091(b) and paragraphs (a), (b), and 
(c) of this section. 

(2) Ji'eturns of officers and employees of the Interna/ Revenue 
8ervice. — The Commissioner may require any Ofhcer or employee of 
the Internal Revenue Service to file any return required of. him under 
the regulations in this subpart in any internal revenue district se- 
lected by the Commissioner, notwithstanding the provisions of para- 
graphs (1) and (2) of section 6091(b) and paragraphs (a), (b), and 
(c) of this section. 

$ 31. 6101 STATUTQRY PRovIsIoNs) PERIoD CovERED BY RETURNs 0R 
OTHER DOCUMENTS. 

SEC. 6101. PERIOD COVERED BY RETURNS OR OTHER DOCU- 
MEXTS. 

When not otherwise provided for by this title, the Secretary or his 
delegate may by regulations prescribe the period for which, or the 
date as of which, any return, statement, or other document required 
by this title or by regulations, shall be made. 

$ 31. 6101 — 1 PERIon CovERED BY RETURNs. — The period covered by 
any return required under the regulations in this subpart shall be as 
provided in those provisions of the regulations under which tile 
return is required to be made. See $ 31. 6011(a) — 1, relating to returns 
of taxes under the Federal Insurance Contributions Act; $ 31. 6011 
(a) — 2, relating to re(urns of taxes under the Railroad Retirement Tax 
Act; $ 31. 6011(a) — 3, relating to returns of tax under the Federal 
Unemployment. Tax Act; $ 31. 6011(a) — 4, relating to returns of income 
tax withheld under section 3402; and $ 31. 6011(a) — 5, relating to 
monthly returns of taxes under the Federal Insurance Contributions 
A. ct and of income tax withheld under section 3402. 

$ 31. 6161 (a) (1) STATUTGRY PRovIsIGNs 
& 

F&xTENsloN oF TIME FQR 

PAYING TAX. 
SEC. 6161. EXTEXSIOX OF TliAIE FOR PAYIXG TAX. 

(a) AMoUNT DETERMINED BY TAxPAYER oN RETURN. — 
(1) GENERAL RULE. — The Secretary or his delegate, except as 

otherwise provided in this title, may extend the time for payment of 
the amount of the tax shown, or required to be shown, on any 
return or declaration required under authority of this title (or any 
installment thereof), for a reasonable period not to exceed 6 
months from the date fixed for pavment thereof. Such extension 
may exceed 6 months in the case of a taxpayer who is abroad. 

$ 31. 6161(a) (1) — 1 ExTENSIONS oF TIixIE FoR PAYING TAx. — No ex- 

tension of time will be granted for payment of any of tile taxes to 
wliich the regulations in this part have application. 
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$ 81. 6205 STATvToRY PRovIsIQNs j SPEGIAL RvLEs APPLIGARLE To 
CERTAIN EMPLOYMENT TAXES. 

SEC. 6206. SPLCIAL RULES APPI&ICABLE TO CERTAIN EM 
PL()YMEXT TAXES. 

(a) ADJUSTFIENT oF TAx. — 
(1) GENERAL RULE. — If less than the correct amount of tax im- 

posed by section 3101, 3111, 3201, 3221, or 3102 is paid with respect 
to any payment of wages or compensation, proper adjustments, 
with respect to both the tax and the amount to be deducted, shall 
be made, without interest, in such manner and at such times as 
the Secretary or his delegate may by regulations prescribe. 

(2) UNITED STATEs As EMPIDYER. — For purposes of this subsec- 
tion, in the case of remuneration received from the United States 
or a wholly-owned instrumentality thereof during any calendar 
year, each head of a Federal agency or instrumentality who makes 
a return pursuant to section 3122 and each agent, designated by the 
head of a Federal agency or instrumentality, who makes a return 
pursuant to such section shall be deemed a separate emplover. 

(b) UNDERFAFMENrs. — If less than the correct amount of tax imposed 
by section 3101, 3111, 3201, 3221, or 3402 is paid or deducted with respect 
to any payment of wages or compensation and the underpayment cannot 
be adjusted under subsection (a) of this section, the amount of the 
underpayment shall be assessed and collected in such manner and at 
such times (subject to the statute of limitations properly applicable 
thereto) as the Secretary or his delegate may by regulations prescribe, 

31. 6205 — 1 ADJVSTMENTS OF I NDERPAYMENTS. — (a) Jn general. — 
(1 An employer who Inakes, or has made, an undercollection or 
underpayment of- 

(i) Employee tax under section 8101, employer tax under sec- 
tion 8111, or the employee or employer t, ax under corresponding 
provisions of prior htiv, 

(ii) Employee tax under section M01, employer tax under sec- 
tion M21, or the employee or employer tax under corresponding 
provisions of prior law, or 

(iii) Income tax required under section N02 to be withheld, 
with respect to any payment of v ages of compensation, shall correct 
such error as provided in this section. Such correction shall con- 
stitute an adjustment without interest to the extent provided in 
paragraph (b) or (c) of this section. 

(2) Every correction under this section of an underpayment of tax 
with respect to a payment of wages or compensation shall be made on 
the return form which is prescribed for use, at the time the correction 
is made, in reporting tax v;hich corresponds to the tax underpaid. 

(8) Every return or supplemental return on which an underpay- 
ment is corrected pursuant to this section must have securely attached. 
as a part thereof a statement explaining the correction, designating 
the return period in which the error was ascertained and the return 
period to which the error relates, and setting forth such other infor- 
mation as may be required by the regulations in this subpart and by 
the instructiolls relating to the returlL 

(4) For purposes of this section, an error is ascertained when the 
employer has sufficient knolvledge of the error to be able, to correct it. 

(5) If a correction is made uncler this section v;ith respect to the 
erroneous reporting on a return, or omission from a return, under the 
Federal Insurance Contributions Act, as in efFect prior to or on and 
after January 1, 1955, of an amount of wages required to be shown 
on the return as a, separate item in respect, of a particular employee, 
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the statement referred to in subparagraph (8) of this paragraph shall 
include the folloiving information: 

(i) The name and account number of ea«h employee whose 
wages were erroneously reportecl or omittecl from such return, 

(ii) The period for which such wages ivere required to be 
reported on such return, 

(iii) The amount, if any, of wages actually reported on such 
return for each such employee, and 

(iv) The amount of wages ivhich should have been reported 
on such return for each such employee. 

No particular form is prescribed for furnishing the information 
required by this subparagraph, but if printed forms are desired, the 
district director will supply Form 941c or Form 941c PR, whichever 
is appropriate, upon request. 

(6) No underpayment shall be reported pursuant to this section 
after receipt from the district director of notice and demand for 
payment thereof based upon an assessment, but the amount shall be 
paid in accordance with such notice and demanrl. 

(7) For provisions relating to correction of erroneous statements 
furnished to employees in respect of wages subject to withholding 
of income tax under section 840o, and of wages under the Federal 
Insurance Contributions Act, see paragraph (c) of $ 81. 6051 — 1. 

(b) Federa/ Insurance Contributions Act and Railroad Retirement 
Ta~ Act. — (1) Undercollection ascertained before return is QZed. — 
If no employee tax or less than the correct amount of employee tax 
is deducted from any payment to an employee of ~ages, as defined in 
the Federal Insurance Contributions Act, or compensation as defined 
in the Railroad Retirement Tax Act, and the error is ascertained be- 
fore the filing of the return on which the employee tax with respect 
to such wages or compensation is required to be reported, the employer 
shall nevertheless report on such return and pay to the district direc- 
tor the correct amount of such employee tax. However, the reporting 
and payment by the employer of the correct amount of such tax 
in accordance with this subparagraph do not constitute an adjustment. 

(0) Underpayment ascertained after return is fled. — (i) If a re- 
turn is filed, and if. no employee tax, no employer tax, or less than 
the correct amount of either such tax with respect to any payment 
to an employee of wages as defined in the Federal Insurance Contri- 
butions Act or corresponding provisions of prior law, or compensation 
as defined in the Railroad Retirement Tax Act or corresponding 
provisions of prior law, is reported on such return and paid to the 
district director, the employer shall adjust the underpayment (a) 
by reporting the additional amount due by reason of the underpay- 
ment as an adjustment on a return filed on or before the last day 
on which the return is required to be filed for the return period in 
which the error is ascertained, or (b) by reporting such additional 
amount on a supplemental return for the return period in which 

such payment of wages or compensation is made. The reporting 
of such underpayment on a supplemental return constitutes an adjust- 

ment within the meaning of this section only when the supplemental 

return is filed on or before the last day on which the return is required 

to be filed for the return period in which the error is ascert. ained. 
amount, of each underpayment adjusted in accordance with this The amoun 
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subdivision shall be paid to the dist. rict director, without interest, at 
the time fixed for reporting the adjustment. If an adjustment, is re- 
ported pursuant to this subdivision, but the amount thereof is not paid 
when due, interest thereafter accrues (see section 6601). 

(ii) If a return is filed, and if no employee tax, no employer tax, or 
less than the correct amount of either such tax with respect to a pay 
ment to an employee of wages or compensation is reported on such 
return and paid to the district director, and such underpayment is 
not reported as an adjustment within the time prescribed by subdivi- 
sion (i) of this subparagraph, the amount of such underpayment shall 
be (a) reported on the employer's next return, or (b) reported imme- 
diately on a supplemental return. For interest accruing on amounts 
so reported, see section 6601 and corresponding provisions of prior 
la, w. 

(8) Deductione from employees. — If an employer collects no em- 
ployee tax or less than the correct amount of employee tax from an 
employee with respect, to a payment of wages as defined in the Fed- 
eral Insurance Contributions Act or corresponding provisions of prior 
law, or compensation as defined in the Railroad Retirement Tax Act 
or corresponding provisions of prior law, the employer shall collect 
the amount of the undercollection by deducting such amount from 
remuneration of the employee, if any, under his control after he ascer- 
tains the error. Such deductions may be made even though the 
iemuneration for any reason, does not constitute wages or compen- 
sation. The amount of an undercollection of employee tax from an 
employee shall be reported and paid, as provided in subparagraph (1) 
or (9) of this section, whether or not the undercollection is corrected 
by a deduction made as prescribed in the foregoing provisions of this 
subparagraph. If such a deduction is not made, the obligation of the 
employee to the employer with respect to the undercollection is a mat- 
ter for settlement between the employee and the employer. If any 
employer makes an erroneous collection of employee tax from two or 
more of his employees, a separate settlement must be made with re- 
spect to each employee. Thus, an overcollection of employee tax from 
from one employee may not be used to onset an undercollection of 
such tax from another employee. 

(c) income tax regui ed to be withheld from nrage8. — (1) Under- 
collection ascertained before return i8 filed. — If no income tax, or less 
than the correct amount of income tax, required under section 8409 to 
be withheld from wages is deducted from wages paid to an employee 
in any return period, and if the error is ascertained before the return 
is filed for the period in which such wages are paid, the employer shall 
nevertheless report on such return the correct amount of the tax re- 
quired to be withheld. However, the reporting and payment by an 
employer of tax in accordance with this subparagraph do not consti- 
tute an adjustment. 

(9) Underpayment a8certained after return is pled. — (i) If a re- 
turn is filed for a return period, and if no income tax, or less than tlie 
correct amount of income tax, required under section 8402 to be with- 
held from wa&oes paid to an eniployee in such period, is reported on a 
return and paid to the district director, the employer shall (a) report 
the additional amount due by reason of the underpayment on a re- 
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«rn for any return period in the calendar year in svhich the. svages 
were paid, or (b) report such additional amount on a, supplemental 
return for the return period in svhich such svages svere pa. id. Such 
reporting constitutes an adjustment v. ithin the meaning of this sec- 
tion only if the return or supplemental return on which the underpay 
ment is reported is filed on or before the last day on svhich the return 
is required to be filed for the return period in which the error was 
ascertained. 

(ii) If a return is filed for a return period, and if no income tax, 
or less than the correct amount. of income tax, requirecl under section 
8402 to be withheld from wages paid to an elnployee in such period 
is reported on such return and paid to the district director, and such 
underpayment, is not reported as an adjustment v. ithin the time pre- 
scribed by subdivision (i) of this subparagraph, the amount of such 
underpayment shall be (a) reported on the employer's next return, 
if such next return is for any return period in the calendar year in 
which the wages were paicl, or (b) reported immediately on a, sup- 
plement al return. 

(3) Payment of amounts reported a8 undercollections or under- 
payment8. — (i) For provisions relating to the employer's liability 
for an underpayment of tax unless he can show that the income tax 
aga, inst which the tax under section 340o may be credited has been 
paid, see $ 81. 8400(d) — 1 of Subpart E of the regulations in this part. 

(ii) Except as provided in $ 81. 3402(d) — 1 of Subpart E of the 
regulations in this part, , any amount reported as an a, d j ustment, 
witliin the meaning of this paragraph shall be paid to the district, 
director, without interest, at the time fixed for reporting the 
adjustment. 

(iii) For interest accruing on amounts which are not paid when 
due, see section 6601. 

(4) Deductione from emp/oyee. — If no income tax, or less tlian 
the correct amount of income tax, required under section 8402 to be 
withheld from wages is deducted from wages paid to an employee 
in a calendar year, the employer shall collect the amount of tlie 
undercollection on or before the last day of such year by deducting 
such amount from remuneration of the employee, if any, under his 
control. Such deductions lnay be made even tlrough the remunera- 
tion, for any reason, does not constitute wages. Any undercollection 
in a calendar year not corrected by a deduction ma. de pursuant to 
the foregoing provisions of this subparagraph is a matter for settle- 
ment between the employee and the employer within such calenclar 
year. For provisions relating to the employer's liability for the 
tax, whether or not he collects it from the employee, see $ 31. 8408 — 1 
of Subpart E of the regulations in this part. 

$ 81. 6309 (b) STATIIToRI PRovIsIQNs; MoDE oR TIME oE CoLLEO- 

TION ) DISCRETIONARY METHOD. 

SEC. 0802. MODE OR TliIE OF COLLECTIOV. 

(b) DiscBETIONAEY METHOD. — whether or not the n&ethod of collect- 
ing any tax imposed bv chapters 21, 81, 82, 88, section 4481 of chapter 
80. ~ious 4ool(a) or 4511 of chapter, '37, or sections 4701, or 4721 of 
chapter 80 is specificauy provided for by this title, any such tax may, 
under regulations prescribed bV the Secretary or his delegate, be col- 
lected by means of returns, stamps, coupons, ticl-ets, books, or such 
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other reasonable devices or methods as may be necessary or helpful in 
securing a complete and proper collection of the tax. 
[Sec. 6802(b) as amended by sec. 206(b), Highway Revenue Act 1056 
(70 Stat. 801) [P. L. 627, C. B. 1056 — 2, 1150]] 

$ 31. 6302(b) — 1 METIIOD oF CoI, I. EOTIoN. — For provisions relating 
to collection by means of returns of the taxes imposed by clrapter 21 
(Federal Insurance Contributions Act), see g 31. 6011(a) — 1 and 
31. 6011(a)-5. 

$ 31. 6402(a) STATUToRY PRovIsIQNs j AUTHoRITY' To MAKE CRED- 

ITS OR REFUNDS. 

SEC. 6402. AUTHORITY TO MAKE CREDITS OR REFUNDS 
(a) GENERAL Rural. — In the case of any overpayment, the Secretary 

or his delegate, within the applicable period of limitations, may credit 
the amount of such overpayment, including any interest allowed 
thereon, against any liability in respect of an internal revenue tax on 
the part of the person who made the overpayment and shall refund any 
balance to such person. 

$ 31. 6402(a) — 1 CREDITs oR REFUNDs. — (a) In general. — For regu- 
lations under section 6402 of special application to credits or refunds 
of employment taxes, see $$ 31. 6402 (a) — 2, 31. 6402 (a) — 3, and 31. 6414 — 1. 
For regulations under section 6402 of general application to credits or 
refunds, see $$ 301. 6402 — 1 and 301. 6402 — 2 of this chapter (Regula- 
tions on Procedure and Administration). For provisions relating to 
credits of employment taxes which constitute adjustments wit]lout 
interest, see 8 31. 6413(a) — 1 and 31. 6413(a) — 2. 

(b) Period of limitation. — For the period of limitation upon credit, 
or refund of taxes imposed by the Internal Revenue Code of 1954, 
see 

IN 
301. 6511(a) — 1 of this chapter (Regulations on Procedure and 

Administration). For the period of limitation upon credit or refund 
of any tax imposed by the Internal Revenue Code of 1939, see the 
regulat, ions applicable with respect to such tax. 

$ 31. 6402(a) — 2 CREDIT OR REFUND OI' TAx UNDER FEDERAL INSUR- 
ANCE CONTRIBUTIONS ACT OR RAILROAD RETIREMENT TAx ACT. — 
(a) Ckunt by pev'son echo pat)j tax to district director. — (1) En gen- 
ero/. — Any person who pays to the district director more than the 
correct amount of- 

(i) Employee tax under section 3101, or employer tax under 
section 3111, of the Federal Insurance Contributions Act, 

(ii) Employee tax under section 3201, employee representative 
tax under section 3211, or enlployer tax under section 3221, of the 
Railroad Retirement Tax Act. , 

(iii) Any such tax under a corresponding provision of prior 
law, or 

(iv) Interest, addition to the tax, additional amount, or pen- 
alty with respect to any such tax, 

may Ale a claim for refund of the overpayment (except, to the extent 
that the overpayment Inust be credited pursuant to $ 31. 3503 — 1 of Sub- 
part F of the regulations in this part), or may claim credit for such 
overpayment, in the manner and subject to the conditions stated in 
this section and $ 301. 6402 — 2 of this chapter (Regulations on Pro- 
cedure and Administration). If credit is claimed pursuant to this 
section, the amount thereof shall be claimed by entering such amount 
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as a decluction on a, return filed by the person making the claim. The 
return on which the credit is claimed must be on a form which is pre- 
scribed for use, at the time of the claim, in reporting tax which cor- 
responds to the tax overpaid. If credit is taken pursuant to this 
sect, ion, a claim on Form 848 is not required, but the return on which 
the creclit is claimed shall have attached as a part, thereof a statement, 
which shall constitute the claim for credit, setting forth in detail the 
grounds and facts relied upon in support of the creclit, designating 
the return periocl in which the error divas ascertained, and setting forth 
such other information as may be required by the r~egulations in this 
subpart, ancl by the instructions relating to the return. No refund or 
credit of employee tax under the Federa~l Insurance Contributions Act 
shall be alloived if for any reason (for example, an overcollection 
of employee ta, x having been inadvertently included by the employee 
in computing a special refund — see g 81. 6418(c) — 1) the employee has 
taken the amount of such tax into account in claiming a credit against. , 
or refund of, his income tax, or if so, such claim has been rejected. 

(2) Statements supporting employers' claims for employee tax. — 
(i) Every claim filed by an employer for refund or credit of employee 
tax under section 8101 or section M01, or a corresponding provision of 
prior law, collected from an employee shall include a statement that 
the employer has repaid the tax to such employee or has secured the 
written consent of such employee to allowance of the refund or credit. 
The employer shall retain as part of his records the written receipt of 
the employee showing the date and amount of the repayment, or the 
written consent of the employee, whichever is used in support of the 
claim. 

(ii) Every claim filed by an employer for refund or credit of em- 
ployee tax under section 8101, or a corresponding provision of prior 
la, w, collected from an employee in a calendar year prior to the year in 
which the credit or refund is claimed, also shall include a statement 
that the employer has obtained from the employee a written statement 
(a) that, the employee has not claimed refund or credit of the amount 
of the overcollection, or if so, such claim has been rejected, and (0) 
that the employee will not claim refund or credit of such amount. 
The employer shall retain the employee's written statement as part of 
the employer's records. 

(b) Claim, by employee. — (1) In generaL — If more than the correct 
amount of employee tax under section 8101 or section M01, or a cor- 
responding provision of prior law, is collected by an employer from 
an employee and paid to the district director, the employee may file 
a claim for refund of the overpayment if (i) the employee does not 
receive reimbursement in any manner from the employer and does 
not authorize the employer to file a claim and receive refund or 
credit, (ii) the overcollection cannot be corrected under $ 81. 8508 — 1 
of Subpart F of the regulations in this part, and (iii) in the case 
of employee tax under section 8101 or a corresponding provision of 
prior law, the employee has not taken the overcollection into account 
in claiming a credit against, or refund of, his income tax, or if so, 
such claim has been rejected, See g 81. 6418 (c) — 1. 

(p) 8tatements supporting employee's claim, . — (i) Each employee 
who makes a, claim under subpa, ragraph (1) of this paragraph shall 
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submit v-ith such claim a statement setting forth (a) the extent, , if 
any, to which the employer has reimbursed the employee in any 
manner for the overcollection, and (b) the amount, if any, of credit 
or refund of such overpayment claimed by the employer or authorized 
by the employee to be claimed by the employer. The employee shall 
obtain such statement, if possible, from the employer, who should 
include in such statement the fact that it is made in support of a 
claim against the United States lo be filed by the employee for 
refund of employee tiax paid by such employer to the district director. 
If the employer's statement, is not submitted with the claim, the em- 

loyee shall make the statement to the best of his knowledge and 
elief, and sliall include therein an explanation of his inability to 

obtain the statement from the employer. 
(ii) Each individual who makes a claim under subparagraph (1) 

of this paragraph for refund of employee tax under section 8101, 
or a corresponding provision of prior law, also shall submit with such 
c]aim a statement setting forth whether the individual has taken the 
amount of the overcollection into account in claiming a credit against, 
or refund of, his income tax, and the amount, if any, so claimed (see 
$ 31. 6413 (c) — 1) . 

(c) 8tatement8 to ocoornpany empZoyer8' ancS empZoyee8' olairn8 
under the FederaZ Insurance ContriZiution8 Act. — whenever a claim 
for credit or refund of employee tax under section 3101, employer tax 
uncler section 3111, or either such tax under a corresponding pro- 
vision. of prior law, is made with respect to remuneration which was 
erroneously reported on a return or schedule as wages paid to an 
employee, such claim shall include a statement showing (1) the identi- 
fication number of the employer, if he was required to make applica- 
tion therefor, (2) the name and account number of such employee, 
(3) the period covered by such return or schedule, (4) the amount of 
remuneration. actually reported as wages for such employee, and (5) 
the amount of wages which should have been reported for such 
employee. Xo particular form is prescribed for making such state- 
ment, but if printed forms are desired, the district director will supply 
copies of Form 941c or Form 941c PR, whichever is appropriate, 
upon request. 

$ 31. 6402(a) — 3 RzzvNn oz FznzR. ~L UNzMrz, ovMzNT T~x. — Any 
person who pays to the district director more than the correct amount of- 

(a) Tax under section 3301 of the Federal Unemployment Tax 
Act or a corresponding provision or prior law, or 

(b) Interest. , addition to the tax, additional amount, or penalty 
with respect to such tax, 

may file a claim for refund of the overpayment, in the manner and 
subject to the conditions stated in $ 301. 6402 — 2 of this chapter (Regu- 
lations on Procedure and Administration). See $31. 6413(d) and 
tlie corresponding section of prior law for provisions which bar the 
allowance or payment of interest on the amount of any refund based 
on credit, allowable for contributions paid under the unemployment 
compensation law of a State. 
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g 31 6404(8, ) STATUTORY' PROVISIONS j ABATEMENTS. 
SEC. 6404. ABATEMENTS. 

(a) GENERAL RULE. — The Secretary or his delegate is authorized to 
abate the unpaid portion of the assessment of any tax or any liability 
in respect thereof, which— 

(1) Is excessive in amount, or 
(2) Is assessed after the expiration of the period of limitation 

properly applicable thereto, or 
(8) Is erroneously or illegally assessed. 

$ 31. 6404(a) — 1 ABATEMENTs. — For regulations under section 6404 
of general application to the abatement of taxes, see $ 301. 6404 — 1 of 
this chapter (Regulations on Procedure and Administration). Every 
claim Gled by an employer for abatement of employee tax under sec- 
tion 3101 or section 3201, or a corresponding provision of prior law, 
shall be made in the nlanner and subject to the conditions stated in 
paragraphs (a) (2) and (c) of () 31. 6402(a) — 2, as if the claim for 
abatement were a claim for refund. 

$ 31. 6413(a) STATUTORY PROVISIONS; SPECIAL RULES APPLICABLE 
TO CERTAIN EMPLOYMENT TAXES ) ADJUSTMENT OF TAX. 

SEC. 6418. SPECIAL RULES APPLICABLE TO CERTAIN EMPLOY- 
MENT TAXES. 

(a) ADJUsTMENT oF TAX. — 
(1) GENERAL RULE. — If more than the correct amount of tax im- 

posed by section 6101, 8111, 3201, 8221, or 8402 is paid with respect 
to any pavment of remuneration, proper adjustments, with respect 
to both the tax and the amount to be deducted, shall be made, with- 
out interest, in such manner and at such times as the Secretary 
or his delegate may by regulations prescribe. 

(2) UNIPED STATEs As EMPLDYEE. — For purposes of this subsec- 
tion, in the case of remuneration received from the United States 
or a wholly-owned instrumentality thereof during any calendar 
year, each head of a Federal agency or instrumentality who makes 
a return pursuant to section 8122 and each agent, designated by the 
head of a Federal agency or instrumentality, who makes a return 
pursuant to such section shall be deemed a separate employer. 

$ 31. 6413(a) — 1 REPAYMENT BY EMPLOYER OI' TAX ERRONEOUSLY 
CoLLEGTED FRCM EMPLCYEE. (a) Before ernp/oyer ple8 return. — (1) 
Employee tax under the Federa/ Insurance Contributions Act or the 
A;ai/road retirement Tax Act. — (i) If an employer- 

(a) During any return period collects from an employee more 
than the correct amount of tax under section 3101 or section 3201, 
or a corresponding provision of prior law, 

(b) Repays the amount of the overcollection to the employee 
before the return for such period is Gled with ihe district direc- 
tor, and 

(c) Obtains and keeps as part of his records the written receipt 
of the employee showing the date and amount of the repayment, 

the employer shall not report on any return or pay to the district 
director the amount of the overcollection. 

(ii) Any overcollection not repaid to and receipted for by the 
employee as provided in subdivision (i) of this subparagraph shall 
be reported and paid to the district director with the return for the 
retuiTt period in which the overcollection was made. Such return 
shall be accompanied by a statement explaining the overcollection, 

5S572G' — G1 — 25 
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setting forth the account number (if known) and name of the indi- 
vidua~l from whom the overcollection was made, and showing the total 
;;mount overcollected from and not repaid to the individual. If the 
employer is not required to make a return for such period, the em- 
ployer nevertheless shall furnish to the district director a statement. 
as described in the preceding sentence, on or before, the date fixed 
for filing a, return for such period, and shall pay the amount of the 
overcollection with such statement. 

(2) c'ncome tax ~slthheld frons wages. — (i) If an employer- 
(a) During any return period collects from an employee more 

than the correct amount of tax under section 3402, 
(5) Repays the amount of the overcollection to the employee 

befo~ e the return for such period is filed with the district director 
and before the end of the calendar year in. which the overcollection 
was made, and 

(c) Obtains and keeps as part of his records the written re- 
ceipt of the employee showing the date and amount of the 
repayment 

the employer shall not report, on any return or pay to the district 
director the amount of the overcollection. 

(ii) Any overcollection not repaid to and receipted for by the em- 
ployee as provided in subdivision (i) of this subparagraph shall be 
reported and paid to the district director with the return for the 
return period in which the overcollection was made. 

(b) After employer files return. — (1) Employee tax under the 
Federal Insurance C'ontrihutions Act or the Rai7~oad Ret&'rement Tax 
Ict. — (i) If an employer collects from any employee and pavs to the 

district director more than the correct amount of employee tax under 
section 3101 or section 3201, or a corresponding provision of prior law, 
and if the error is ascertained within the applicable period of linnta- 
tion on credit or refund, the employer shill repay or reimburse the 
employee in the amount thereof prior to the expiration of the return 
period following the return period in which the error is ascertained 
and prior to the expiration of such limitation period. This subpara- 
graph has no application in any case in which an overcollection is 
ma~le the subject of a claim by the employer for refund or credit, and 
the employer elects to secure the written consent of the employee to 
the allowance of the refund or credit under the procedure provided in 
paragraph (a) (2) (i) of $ 31. 6402(a, ) — 2. 

(ii) If the amount, of an overcollection is repaid to an employee, 
the employer shall obtain and 1-eep as part of his records the written 
receipt of the employee, showing the date and amount of the repay- 
ment. If, in any calendar year, ~an employer repays or reimburses an 
employee in the amount of an overcollection of employee tax under 
section 3101 or a correspondin~ provision of prior law which was col- 
1 

1 

ected from the employee in a prior calendar year, the employer shall 
obtain from the employee and keep as part of his records a written 
statement (a. ) that the employee has not claimed refund or credit of 
the amount, of the overcollection, or if so, such claim has been rejected, 
and (h) that the employee will not cla~im refund or credit of such 
amount. See $ 31. 6413 (c) — 1. 

(iii) If the employer does not repay the employee the amount over- 
collected, the employer shall reimburse the employee by applying the 
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amount of the ovcrcollection against the employee tax w[fich attaches 
to wages or compensatio» paid to the employee prior to the expiration 
of the return period following the return period in which the error 
is a, scertained a»d prior to the expirat, ion of the applicable period of 
limitation on credit, or refund. If the amou»t, of the overcollection 
exceeds the amount so applied against such employee tax, the excess 
amount, shall be repaid to tile employee as required by this 
subparagraph. 

(iv) For purposes of this subparagraph, an error is ascertained 
when the employer has sufiicient know~ledge of [. he error to be able to 
correct, it. 

(v) For the period of limitation upon credit or refund of taxes 
imposed by the Internal Revenue Code of 1054, see $ 801. 6511(a) — 1 of 
this chapter (Regulations on Procedure and Administration). For 
the period of limitation upo» credit or refmld of any tax ilnposed by 
the Internal Revenue Code of 1089, see the regulations applicable witll 
respect to such tax. 

(2) Income tax roithheld from magee. — (i) If, in any return period 
in a calendar year, an employer collects froln any employee nlore than 
the correct amount of tax under section 8402, and the employer pays 
the amount of such overcollection to the district director, the employer 
nlay repay or reimburse the employee in the amount thereof in any 
subsequent return period in such calendar year. 

(ii) If the amount of. the overcollection is repaid to the employee, 
the employer shall obtain and keep as part of his records the written 
receipt of the employee, sho'ving the date and amount of the repay- 
ment. If the employer does not repay the amount of the overcollec- 
tion, the employer may reimburse the employee by applying the 
amount of the overcollection against the tax under section 8402 w~hich 

otherwise would be required to be withheld from wages paid by the 
employer to the employee in the calendar year in which the overcollec- 
tion is made. 

$ 31. 6418(a) — 2 ADJT. , sTMENT ol' OvxRPAYMENTS. — (a, ) TaSes 'wRkr 
the Federal Insurance Contributions Act or the Railroad Retirement 
Tax Act. — (1) Emp/oyee tax. — After an employer repays or reim- 
burses an employee in the amount of an overcollection, as provided in 
paragraph (b) (1) of $ 81. 6413(a) — 1, the employer may claim credit 
for such amount in the nlanner, and subject to the conditions, stated 
in $ 81. 6402(a) — 2. Such credit shall constitute an adjustment, with- 
out interest, if the amount thereof is entered on a return for a period 
ending on or before the last day of the return period follov ing the 
return period in which the error was ascertained. No credit o~r ad- 
justment in respect of an overpayment shall be entered on a return 
after the filing of a claim for refund of such overpayment, . 

(2) ™ployer tax. — If an employer pays more than the correct 
amount of employer tax under section 8111 or section M21, or a cor- 
responding provision of prior law, the employer may claim credit 
for the amount of the overpayment in the manner, and subject to 
the conditions, stated in $ 81. 6402(a) — 2. Such credit shall constitute 
an adjustment, without interest, if the amount, thereof is entered on 
the same return on which the employer adjusts, pursuant to subpara, — 
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graph(1) of this paragraph, a corresponding overpayment of em- 

ployee tax. 
(b) Income fax withheld from, nrages. — If, pursuant to paragraph 

(b) (9) of $ 81. 6418(a) — 1, an employer repays or reimburses an em- 

ployee in the amount of an overcollection of tax under section 8409, 
the employer may adjust the overcollection, without interest, by enter- 
ing the amount thereof as a deduction on a return of tax under section 
8402, filed by the employer for any return period in the calendar year 
in which the, employer repays or reimburses the employee. The return 
on Ivhich the adjustment is entered as a deduction shall have attached 
thereto a statement explaining the adjustment, designating the return 
period in which the error occurred, and setting forth such other infor- 
mation as is required by the regulations in this subpart and by the 
instructions relating to the return. 

$ 81. 6418(b) STATVTORY PROVISIONS) SPECIAL RVLES APPLICABLE 
To CKRTAIv EAIPLQYSIEvT T AxEs j OVERPAY&IENTs oF CERTAIN EM 
PLOYMENT TAXES. 

Sec. 6413. SPECIAL RULES APPLICABLE TO CERTAIN EXIPLOY- 
KIENT TAXES. 

(b) OVERPAYMENTs oF CER'fAIN EMPLovxIENT TAXEs. — If more than 
the correct amount of tax imposed by section 3101, 3111, 3201, 3221, or 
3402 is paid or deducted with respect to any payment of remuneration 
and the overpaynient cannot be adjusted under subsection (a) of this 
section, the amount of the overpayment shall be refunded in such manner 
and at such times (subject to the statute of linfitations properly appli- 
cable thereto) as the Secretary or his delegate may by regulations 
prescribe. 

Ij 81. 6418(b) — 1 OVERPAY&IENTS OF CERTAIN EDLPLO~IKNT TAXES. — 
For provisions relating to the adjustment of overpayments of tax 
ilnposed by section 8101, 8111, 8 01, 8291, or 8409, see I) 81. 6418(a) — 2. 
For provisions relating to refunds of tax imposed by section 8101, 
8111, 8201, or 8221, see (I) 81. 6402(a) — 1 and 81. 6402(a) — B. For pro- 
visions relating to refunds of tax imposed by section 8402y see 

0 81. 6402(a) — 1 and 81. 6414 — 1. 
Ij 81. 6418 (c) STATIITCRY PRovIsICNs; SPEGIAL RU'LEs APPI. IcABLE 

To CERTAIN EMPLoYiwIKNT TAxEs j SPEOIAL REFvNDs. 
SEC. 6413. SPECIAL RULES APPLICABLE TO CERTAIN EIIPLOY- 

CLIENT TAXES. 
(c) SPEcIAL REFUNDs. — 

(1) IN OENERAL. — If by reason of an employee receiving wages 
from more than one employer durin a calendar year after the 
calendar year 1950 and prior to the calendar year 1955, the wages 
received by him during such year exceed $3, 600, the employee 
shall be eutitled (subject to the provisions of section 31(b) ) to a 
credit or refund of any amouut of tax, with respect to such wages, 
imposed by section 1400 of the Internal Reveuue Code of 1939 and 
deducted from the employee's wages (whether or not paid to the 
Secretary or his delegate), which exceeds the tax with respect to 
the first $3, 600 of such wages received; or if by reason of an 
employee receiving wages from more than one employer (A) dur- 
ing any calendar year after the calendar year 1954 and prior to the 
calendar year 1959, the wages received by him during such year 
exceed $4, 200, or (B) during any calendar vear after the calendar 
year 195S, the wages received by him during such year exceed 
$4, 300, the employee shall be eutitled (subject to the provisions of 
section 31(b) ) to a credit or refund of any amount of tax, with 
I'espect to such wages, imposed by section 3101 and deducted from 
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the employee's wages (whether or not paid to the Secretary or 
his delegate), lvhich exceeds the tax ivith respect to the first $4, 200 
of such wages received in such calendar year after 19M and before 
1969, or which exceeds the tax vvith respect to the first 84, 800 of 
such wages received in such calendar year after 1968. 

(2) APPLIcABILITY IN cAsE GF FEDERAL AND sTATE EMPLGYEES AND 
EMPLOYEES OF CFRTAIN FOREIGN CORPORATIONS. — 

(A) FEOERAI. EviPLOYEEs. — In the case of remuneration re- 
ceived from the I nited States or a wholly-owned instrumen- 
tality thereof during any calendar year, each head of a Federal 
agency or instrumentality lvho makes a return pursuant to 
section 8122 and each agent, designated by the head of a Federal 
agency or instrumentality, who makes a return pursuant to such 
section shall, for purposes of this subsection, be deemed a 
separate emplover, and the term "wages" includes for purposes 
of this subsection the amount, not to exceed $8, 600 for the 
calendar year 1961, 1962, 19, i8, or 1954, $4, 200 for the calendar 
year 10;&. i, 1966, 1967, or 1968, or 84, 800 for any calendar year 
after 1968, determined by each such head or agent as consti- 
tutin wages paid to an employee. 

(B) SrATE EMPLOYEEs. — For purposes of this subsection, in 
the case of remuneration received during any calendar year, 
the term wages" includes such remuneration for services cov- 
ered by an agreement made pursuant to section 218 of the 
Social Security Act as v ould be wages if such services consti- 
tuted employnlcnt; the term "employer" includes a State or 
any political subdivision thereof, or any instrumentality of 
any one or more of the foregoing; the term "tax" or "tax im- 
posed by section 8101" includes, in the ease of services covered 
by an agrccnlent made pursuant to section 218 of the Social 
Security Act, an amount equivalent to the tax which would be 
ilnposed by section 8101, if such services constituted employ- 
ment as defined in section 8121; and the provisions of this 
subsection shall apply whether or not any amount deducted 
from the employee's remuneration as a result of an agreement 
made pursuant to section 218 of the Social Securitv Act has 
been paid to the Secretary. 

(C) EMPLOYEES OF CERTAIN FOREIGN CORPORATIONS. — Fol' pul'- 
poses of paragraph (1) of this subsection, the term "wages" 
includes such remuneration for services covered by an agree- 
ment lnade pursuant to section 8121(l) as would be wages if 
such services constituted emplovment; the term "employer" in- 
cludes any domestic corporation which has entered into an 
agreement pursuant to section 8121(l); the term "tax" or 
"tax imposed by section 8101", includes, in the case of services 
covered by an agreement entered into pursuant to section 
8121(l), an amount equivalent to the tax which would be im- 
posed by section 8101, if such services constituted emplovmcnt 
as defined in section 8121; and the provisions of paragraph (1) 
of this subsection shall apply whether or not any amount de- 
ducted from the employee's remuneration as a result of the 
a reement entered into pursuant to section 8121(1) has been 
paid to the Secretary or his delegate. 

[Sec. 6418(c) as amended by sec. 202 (a) (1), Social Security Amend- 
ments 19M (68 Stat. 1089) [P. L. 761, C. B. 19O4-2, 608]; sec. 402 (d), 
Social Security Amendments 1968 (72 Stat. 1048) [P. L. 8O — 840, C. B. 
1968-8, 8o]] 

( 81. 6418(c) — 1 SFEGIAL REFUNDs. — (n, ) W'ko may make claims. — 
(1) In general. — (i) If, during any calendar year after 1954 and 
before 1959, an employee receives wnges, as defined in section 8191(n), 
in excess of $4, O00 from tvvo or more employers, or if during any 
calendar yenr after 1958, an employee receives v. ~ages, as defined in 
section Biol (a), in excess of $4, 800 from two or more employers, the 
employee slinll be ~nt~tled to n special iefliiid of the amount If any 
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by which the employee tax imposed by section 8101 with respect to 
such wages and deducted therefrom (whether or not paid to the 
district director) exceeds the employee tax with respect to the first 
$4, 200 or $4, 800, whichever is appropriate, of such wages. If the 
employee is required to file an income tax return for such calendar 
yeai (or for his last taxable year beginning in such calendar year) 
he may obtain the benefit of the special refund only by claiming 
credit as provided in $ 1. 81 — 2 of this chapter (Income Tax Regula- 
tlolls) . 

(ii) The application of this subparagraph may be illustrated by 
the following examples: 

Example (1). Employee A. in the calendar year 1959 receives tax- 
able wages in the amount of $. &, 000 from each of his employers, B, C, 
and D, for services performed during such year (or at any time after 
1966), or a total of $9, 000. Employee tax (computed at 21/s percent, 
the eniployee tax rate in eÃect in 1959) is deducted from A's wages 
in the amount of $75 by B and $75 by C, or a, total of $150. Em- 
ployer D pays employee tax in the amount of $75 to the district di- 
rector voithout deducting such tax from A's voage&. The employee 
tax with respect to the first $4, 800 of such wages is $120. A. is en- 
titled to a specia] refund of $60 ($150 minus $120). The $8, 000 of 
ivages received from employer D and the $75 of employee tax paid 
ivith respect thereto have no bearing in computing A's special re- 
fund since such tax ivas not deducted from his ~ages. 

I"zample (8). Employee E in the calendar year 1959 performs 
services for employers F and G, for which E is entitled to wages of 
$4, 800 from each employer, or a total of $9, 600. On account ot such 
ser~vices, E in 1958 received an advance payment of $600 of. wages 
trom F; and in 1959 receives ivages in the amount of $4, 200 from 
F and $4, 800 from C~. Employee tax was deducted as follows: In 
1958, $1:3. 50 ($600 x 2&/4%, the employee tax rate in effect in 1958) 
by employer F; and in 19o9, $105 ($4, 200 x 2&/s%, the employee tax 
rate in eÃect in 1959) by employer F, and $120 ($4, 800 x 2i/s%) bv 
employer 6. Thus, E in the calendar year 1959 received $9, 000 in 
wages, from which $225 of employee tax was deducted. The amount 
of employee tax with respect to the first $4, 800 of such wages re- 
ceived in 1959 is $120. E is entitled to a special refund of $105 
($&25 minus $120). The $600 advance of wages received in 1958 
from F, and the $18. 50 of employee tax witli respect thereto, have 
no bearing in computinq E's special refund for 1959, because the 
wages were not received in 1959. Such amounts could not form the 
basis for a special refund unless E during 1958 received from F and 
at, least one more employer wages totaling more than $4, 200. 

(2) Federal employees. — For purposes of special refunds of em- 
ployee tax, each head of a Federal agency or of a wholly-owned in- 
strumentality of. the United States who makes a return pursuant to 
section 6122 (and each agent designated by a head of a Federal agency 
or instrumentality who makes a return pursuant to such section) is 
considered a separate employer. For such purposes, the term "wages" 
includes the amount, which each such head (or agent) determines to 
constitute wages paid an employee, but not in excess of $4&200 paid» 
any calendar year after 1954 and before 1959, or $4, 800 paid in any 
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calendar year after 1958. For example, if wages received by an em- 
ployee during any c;ilendar year after 1958 are reportable by two or 
more agents of one or more Federal agencies and the aliloilllt of such 
wages is in excess of $4, 800, the employee shall be entitled to a special 
refund of the amount, if any, by ivhich the employee tax imposed with 
respect to such wages and deducted therefrom exceeds the employee 
tax with respect to the first $4, 800 of such wages. Moreover, if an 
employee receives wages during any calendar year from an agency 
or wholly-owned instrumentality of the United States and froin one 
or more other employers, either private or governmental, the total 
amount of such wages shall be taken into account for purposes of the 
special refund provisions. 

(3) 8tate eniptoyee8. — For purposes of special refunds of einployee 
tax, the term ' wages" includes such remuneration for services cov- 
ered by an agreement made pursuant to section 218 of the Social 
Security Act, relating to voluntary agreements for coverage of em- 
ployees of State and local governments, as would be wages if such 
services constituted employment (see $ 31. 3121(a) — 1 of Subpart B of 
the regulations in this part, , relating to wages); the term "eniployer" 
includes a State or any political subdivision tliereof, or any instru- 
mentality of any one or more of the foregoing; and the term "tax" or 
"tax imposed by section 3101" includes ~an amount equivalent to the 
employee tax which would be imposed by section 3101 if such services 
constituted employment. The provisions of subparagraph (1) of this 
paragraph are applicable whether or not any amount deducted from 
an employee's remuneration as a result of an agreement made pursu- 
ant to section 218 of the Social Security Act has been paid pursuant 
to such agreement. Thus, the special refund provisions are applicable 
to amounts equivalent to employee tax deducted from employees' 
remuneration by States, political subdivisions, or instrumentalities by 
reason of agreements made under section 218 of the Social Security 
Act. Moreover, if during any calendar year an employee. receives 
remuneration for services~covered by such an agreement and during 
the same calendar year receives wages from one or more other em- 

ployers, either private or governmental, the total amount of such 
remuneration and wages shall be tal. -en into account for purposes of 
the special refund provisions. 

(4) Employees of certain foreign corporations. — For purposes of 
special refunds of employee tax, the term "wages" includes such re- 
muneration for services covered by an agreement made pursuant to 
section 3121(1), relating to agreements for coverage of employees 
of certain foreign corporations, as would be wages if such services 
constituted employment (see $ 31. 3121(a) — 1 of Subpart 8 of the reg- 
ulations in this part. , relating to wages); the term "employer" in- 

cludes any domestic corporation whicli has entered into au agreement 
pursuant to section 3121(1); and the term "tax' or "tax imposed by 
section 3101' includes, in the case, of services covered by an agreenient 
entered into pursuant to section 3121(l), an amount equivalent to the 
employee tax which would be imposed by section 3101 if such services 
constituted employment. The provisions of subparagraph (1) of this 

paragraph are applicable whether or not, any amount deducted from 
the eniployee's remuneration by reason of such agreement, has been 
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paid to the district director. Thus, the special refund provisions are 
applicable to amounts equivalent to employee tax deducted from em- 
ployees' remuneration by reason of agreements made under section 
8121(1). A domestic corporation which enters into an agreement, 
pursuant to section 8121(1) shall, for purposes of this paragraph, be 
considered an employer in its capacity as a party to such agreement 
separate and distinct from its identity as an employer employing 
individuals on its own account (see section 8121(1) (9) ). Pf during 
any calencl;ir year an employee receives remuneration for services 
covered by such an agreement and during the same calendar year 
receives wages for services in employment, the total amount of such 
remuneration and wages shall be taken into account for purposes of 
the special refund provisions. For provisions relating to agreements 
entered into under section 8121(1), see the regulations in Part 86 of 
this chapter (Regulations on Contract Coverage of Employees of 
Foreign Subsidiaries) . 

(b) C'laims for special refund. — (1) En genera/. — An employee who 
is entitled to a special refund under section 6418(c) may claim such 
refund unrler the provisions of this section only if the employee is 
not entitled to claim the amount thereof as a credit against income 
tax as provided in $ 1. 81 — 2 of this chapter (Income Tax Regulations). 
Each claim under this section shall be made with respect to wages 
received within one calendar year (regardless of the year or years 
after 1986 during which the services were performed for which 
such wages are received), and shall be filed after the close of such 
year. 

(2) Form of claim. — Each claim for special refund under this sec- 
tion shall be made on Form 848, in accordance with the regulations 
in this subpart and the instructions relating to such form. The claim 
shall be filed with the district director for the internal revenue district 
in which the employee resides or, if the employee does not reside in 
any internal revenue district, with the District Director at Baltimore, 
Maryland. However, in the case of an eniployee who does not reside 
in any internal revenue district and who is outside the United States, 
the claim shall be filed with the Director, International Operations 
Division, United States Internal Revenue Service, Washington 25, 
D. C. , unless the employee resides in Puerto Rico or the Vir~mn Islands, 
in which case the claim shall be filed with the once of the Director, 
Internationa. l Operations Division, United States Internal Revenue 
Service, Santurce, Puerto Rico. The claim shall include the em- 
ployee's account number and the following information with respect 
to each employer from whom he received wages during the calendar 
year: (i) The name and address of such eniployer, (ii) the amount 
of wages received during the calendar year to which the claim relates, 
and (iii) the amount of employee tax collected by the employer from 
the employee with respect to such wages. Other inforniation may 
be required but should be submitted only upon request. 

(8) Period of limitation. — For the period of limitation upon spe- 
cial refund of employee tax imposed by section 8101, see $ 801. 6o11 
(a) — 1 of this chapter (Regulations on Procedure and Adminis- 
tration) . 
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$ 31 6413 (d) STATUTQRY PRovIsloNs [ SPEcIAL RULEs APPLIGABLE 
To CERTAIN EMPLOYMENT TAXES i REFUND OR CREDIT OF FEDERAL UN- 
EMI'I. OYMENT TAX. 

SEC. 6416. SPECIAL RULES APPLICABLE TO CERTAIN EM- 
PLOYMENT T INES. 

(d) REEv'vD oR CREDIT oF FEDERAL UIvE)IPLDYMENT TAX. — Any credit 
allowable under section 3302, to the extent not previously allowed, shall 
be considered an overpayruent, but no interest shall be allowed or paid 
with respect to such overpayment. 

$ 31. 6414 STATI ToRY PRovIsIoNs ) INcoME TAx ) ) ITHHELD, 

SEC. 6414. INCOME TAX WITEIIIELD. In the case of an overpay- 
ment of tax imposed by chapter 24, ": ". * refund or credit shall be n)ade 
to the en)ployer " '"". ~ only to the extent that the au)ount of such over- 
payment was not deducted and withheld by the en)ployer ~ ": ~. 

$ 81. 6414 — 1 CREDIT OR REFUND OF INCOME TAX WITHIIKLD FROM 
WACEs. — (a) In generuL — Any employer who pays to the district di- 
rector more than the correct amount of— 

(1) Tax under section 3402 or a corresponding provision of 
prior law, or 

(9) Interest, addition to the tax, additional amount, or 
penalty with respect to such tax, 

may file a claim for refund of the overpayment, or may claim credit for 
such overpayment, in the malmer and subject, to the conditions stater[ 
in this section and $ 301. 6402 — o of this chapter (Regulations on Pro- 
cedure and Administration). If credit is claimed [)ursuant to this 
section, the amount thereof shall be claimed by entering such anlount 
as a deduction on a return of tax under section 3409 filed by the em- 
ployer. If credit is taken pursuant to this section, a claim on Form 
843 is not required, but the return on which the credit is claimed shall 
have attached as a part, thereof a statement, which shall constitute the 
claim for credit, setting forth in detail the grounds and facts relied 
upon in support of the credit, and showing such other information as 
is required by the regulations in this subpart and by the instructions 
relating to the return. No refund or credit, to the employer shall be 
allowed under this section for the amount of any overpayment, of tax 
which the employer deducted or withheld from an employee. 

(b) Period of limitation;-For t' he period of limitation upon credit 
or refund of taxes imposed by the Internal Revenue Code of 1054, see 

$ 801. 6511(a) — 1 of this chapter (Regulations on Procedure and Ad- 
ministration). For the period of limitation upon credit or refund of 
any tax imposed by the Internal Revenue Code of 1MO, see the regu- 
lat, ions applicable with respect to such tax. 

$ 31. 6674 STATUTORY PROVISIONS i FRAUDULENT STATEMENT OR 

FAILURE To FURNISH STATEMENT To EMPLOYEE. 

SEC. 6674. FRAUDI. 'LENT STATEMENT OR FAILURE TO FUR- 
NISH STATEMENT TO EMPLOYEE. 

In addition to the criminal penalty provided by section 7204, any per- 
son required under the provisions of section 6061 to furnish a statement 
to an employee who v. illfully furnishes a false or fraudulent state- 
ment, or who willfully fails to turnish a statement in the manner, at 
the time, and sho)ving the infor)nation required under section 6061, 
or regulations prescribed thereunder, shall for each such failure be 
subject to a penalty under this subchapter of $60, )vhich shall be 
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assessecl and collected iu the same manner as the tax on employers 
in&posed by section 3111. 

$ 81. 6674 — 1 PENALTIES FOR FRAUDULENT RECEIPT OR FAILURF To 
FURNISII Rrozlrr. — Any person required to furnish a statement to 
an employee under the provisions of section 6051 is subject to a civil 
penalty for willful failure to furnish such statement in the manner, at 
the time, and showing the information required under such section 
or $ 81. 6051 — 1, or for willfully furnishing a false or fraudulent state- 
Inent t o an employee. The penalty for each such violation is $50, which 
shall be assessed and collected in the same manner as the tax imposed 
on employers under the Fecleral Insurance Contributions i&ct. See 
section 7204 for criminal penalty. 

$81. 7805. STATUTGRY PRQVIsIGNsi RULEs AND RKGLLATIGNs, 

SEC. 7803. RULES AND REGULATIONS. 
(a) AUTHoRIE~TIoN. — Except where such authority is expressly given 

by this title to any person other than an officer or employee of the 
Treasury Department, the Secretary or his delegate shall prescribe all 
needful rules and regulations for the enforcement of this title, includ- 
ing all rules and regulations as may be necessary by reason of any. 
alteration of lavv in relation to interual revenue. 

(b) RETRGAcTIVITY GF REGULATIGNs oR RULINGs. — The Secretary or 
his delegate may prescribe the extent, if any, to which any ruling or 
regulation, relating to the internal revenue laws, shall be applied with- 
out retroactive effect. 

(c) PREPARATIGN AND DISTRIBUTICN oF REGULATIoNs, FoRMs, STAMPs, 
AND OTHER MATTERS. — The Secretary or his delegate shall prepare and 
distribute all the instructions, regulations, directions, forms, blanks, 
starups, and other matters pertaining to the assessment and collection 
of internal revenue. 

$ 81. 7805 — 1 PROMULGATION OF REGULATIONS. — In pursuance of 
section 7805 of the Internal Revenue Code of 1954, the foregoing 
regulations are hereby prescribed. (See I) 81. 0 — 8 of Subpart A of 
the regulations in this part relaHng to the scope of the regulations. ) 

PAR. 2. The Fmployment Tax Regulations (26 CFR Part 81) are 
amended by inserting (he following immediately after g 81. 6001 — 5: 

&) 31. 6001 — 6 NOTIcE BY DISTRIcT DIREGToR REqUIRING RETIJRNS, STATEMENTs, 
oz THz KzzPING oF REcosus. — The district director may require any person, by 
notice served upon him, to make such returns, render such statements, or keep 
such specific records as Ivill enable the district director to determine whether 
or not such person is liable for any of the taxes to which the regulations in 
this part have application. 

PAR. 8. Paragraph (c) of' 
I) 81. 6011(a) — 7 of the Employment Tax 

Regulations (26 CFR Part 81) is amended to read as follows: 
$ 31. 6011 (a) — 7 ExEOUTIoN oF RErURNs. 

(c) Sig»i»g»nd verification. — For provisions relating to the signing of re- 
turns, see II 31. 6061 — 1. For provisions relating to the verifying of returns, see 
II 31. 6066 (a) — l. 

PAR. 4. Section 81. 6051 of the Employment Tax Regulations (26 
CFR Part 81) is amended to read as follows: 

ja 31. 6061 STATUToRY PRovISIGNs; REOEIPTs F0R EMPLCYEEs. 

SEC. 6051. RECEIPTS FOR EMPLOYEES. 
(a) RzqUIREMENT. — Every person required to deduct and withhold 

from an employee a tax under section 3101 or 3402, or who would have 
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been required to deduct and withhold a tax under section 8402 if the 
etnployee had claimed no more than oue 55ithholding exemption, shall 
furnish to each such employee in respect of the reruuueration paid by 
such person to such en&ployee during the calendar year, on or before 
January 81 of the succeeding year, or, if his employnIent is termiuated 
before the close of such calendar year, on the day ou Ivhich the last 
paymeut of remuneration is made, a written state&Dent showing the 
folio&ring: 

(1) The name of such person, 
(2) The name of the employee (and his social security account 

number if wages as defined iu section 8121(a) have been paid), 
(8) The total au&ount of wages as defined in section 8401(a), 
(4) The total amount deducted aud withheld as tax under section 

8402, 
(5) The total amount of wages as defined in sectiou 8121(a), and 
(6) The total amount deducted and withheld as tax under section 

8101. 
In the case of compensation paid for service as a me&nber of a uniformed 
service, the statemeut shall shovv, in lieu of the amount required to be 
sho&vn by paragraph (5), the total amount of wages as defined in section 
8121(a), computed in accordance Ivith such section aud section 8121(i) 
(2). 

(b) SPEGIAL RULE As To CDAIPENsATIDN oF 5IEIISERs oF ARMED 
FORCES. — In the case of compensation paid for service as a member of 
the Armed Forces, the statement required by subsection (a) shall be 
furnished if any tax was withheld during the caleudar year uuder sec- 
tion 8-102, or if any of the compensation paid during such year is iu- 
cludible in gross iucou&e under chal&ter 1, or if during the calendar year 
any amount was required to be withheld as tax under section 8101. In 
lieu of the amount required to be shown by paragraph (8) of subsection 
(a), such statement shall show as wa es paid during the calendar year 
the amount of such compensation. paid during the calendar year Ivhich 
is not excluded frouI gross income under chapter 1 (whether or not such 
compensation constituted wages as defined in section 8401(a) ). 

(c) ADDITIQNAL REqUIIIEFLENTs. — The stateu&ents required to be fur- 
nished pursuant to this section in respect of any reu&uueration shall be 
furnished at such other times, shall contain such other iuformatiou, and 
shall be in such form as the Secretary or his delegate may by regulations 
prescribe. 

(d) STKTEFIENTs To CUNSTITUTE INFoa&&IATIDN RETUDNs. — A duplicate 
of any statement made pursuant to this section aud iu accordance Ivith 
regulations prescribed by the Secretary or his delegate shall, when re- 
quired by such regulations, be filed with the Secretary or his delegate. 
[Sec. 6051 as amended by sec. 412, ServiceuIen's and I eterans' Survivor 
Benefits Act (70 Stat. 879) [P. L. 881, C. B, 1956 — 2, 1196] ] 

AUrsoazrv: [&) 81. 6011(b) to 81. 7805 — 1, iucl. , aud amend&nents I&f the regula- 
tions under secs. 6001, 6&011(a), and 60ol issued under sec. 7605, I. R. C. 1954; 68A 
Stat. 917; 26 II. S. C. 7805. 

( IIARZ, ZS I. FOX, 
riot&'ng Comr&tis8ioner of Internal revenue. 

Approved June 17, 1960. 
FRED C SCRII5ÃER& Jl 

Actz'ng Secret~a&"y of t1&e Treasury. 
(Filed bv the Division of the Federal Register on June 22, 1960, 8:51 a. m. , and 

published in the issue of the Federal Register for June 28, 1960, 25 F. R. 5728) 
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Subpart C — Estate and Gift Tax Returns 

SECTION 6018. — ESTATE TAX RETURNS 

26 CFP 90. 6018 — 1: Returns. 

Reproduction of certain Federal tax return forms and schedules. 
See Rev. Proc. 60 — 97, page 1008. 

SECTION 6019. — GIFT TAN RETURNS 

26 CFR 25. 6019 — 1: Persons required 
to file returns. 

Reprocluction of certain Fecleral tax return forms and schedules. 
See Rev. Proc. 60 — 27, page 1008. 

PART III. — INFORMATION RETURNS 

Subpart A. — Information Concerning Persons Subject to Special Provisions 

SE(. 'TION 6088. — RETURXS BY EXEMPT ORGAXIZATIOXS 

Rev. Rul. 60 — 864' 

Also released as Technical Information Release 26S, dated November 18, 1960. 

26 CFR 1. 6088 — 1: Returns by exempt, 
01 ganlzatlons. 

A State agency may file a group information return, Form 990, 
Return of Organization Exempt from Income Tax, coveriug all of 
the exempt State-chartered credit unions under its control and 
supervision, which will be in lieu of each individual credit union 
filing a separate information return. 

Advice has been requested vvhether the principle of Revenue Ruling 
60 — 169, C. B. 1960 — 1, 62, may be extended to permit a State instru- 
mentality to file an annual group information return, Fornl 990, 
Return of. Organization Exempt from Inconle Tax, covering all of the 
exempt, State-chartered credit unions which are under its control ancl 
supel'vlslon. 

Revenue Ruling 60 — 169, holds that the Bureau of Federal Credit 
Unions, an agen. cy of the Federal government under the Department of 
Health, Education and welfare, may file, annually, a group informa, — 

tion return, Form 990, covering all of the exempt Federal Credit 
Unions under its supervision, vvhich 1vill be in lieu of a separate annual 
return by each of the individual Federal Credit Unions, although 
the Bureau is not itself subject, to Federal income tax and is not re- 
quired. to file an information return covering its own activities. 

Section 6088 (a) of the Internal Revenue ("ode of 1954 provides, in 
part, that every organization, with certain exceptions, exempt from 
taxation under section 501(a) shall file, an annual return stating spe- 
cifiically the items of gross income, receipts, and disbursements, and 
such other information as the Secretary of the Treasury or his dele- 
gate may by forms or regulations prescribe. 
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Section 1. 6033 — 1 of the Income Tax Regulations provides that a cen- 
tral, parent, or like orgnnization exempt under section 501(a) of the 
Code and described in section 501(c), although required to file a sepa- 
rate annual return for itself under section 6033, may file annually, in 
addition to such separate annual return, a group return on Form 990. 
Such group return may be filed for two or more of the local organiza- 
tions which are (1) chartered by, or a%1iated or associated with, such 
central organization at the close of its annual accounting period, (0) 
subject to the general supervision of, and examination by, the central 
orgnnization, and (3) exempt from taxation under section 501(a) and 
described by the same provision of section 501(c) as the centr;il 
orgnnization. 

The regulations also provide that the filing of such a group return 
shall be in lieu of the filing of separate returns by each of the local 
orgnnizations included in the group return. The group return shall 
include only those local organizations which in writing have author- 
ized tlie central organization to include them in the group return and 
which have filed statements with the central organization specifically 
stating their items of gross income, receipts, and disbursements, and 
such other information relating to theni as is required to be stated in 
the group return. 

The regulations provide further tliat there shall be attached to the 
group return and made a part thereof a schedule showing the name 
nnd address of each of the local organizations and the total number 
thereof included in such return, ns well as a schedule showing the 
name and address of each of the local organizations nnd the total 
number thereof not included in the group return. Prior to or simul- 
taneously with the filing of a group return, the centrnl organization 
shall notify each District Director of Internal Revenue for the in- 
ternal revenue district in which is located the principal phice of busi- 
ness or principal ofiice of each local organization included in or ex- 
cluded from such group return that the local organization has or has 
not been, or will or will not be, included in such group return. The 
filing with each District Director concerned of a copy of' the above 
mentioned schedule shall constitute the required notice. 

Neither section 6033 of the Code nor section 1. 6033 — 1 of the regu- 
lations provides specifically for the filing of group information ie- 
turns by State agencies. FIowever, the situntion in State-chartered 
credit union cases is closely analogous to tliat in the Federal Credit, 
Union cases since the controlling State agency is not subject to Federal 
income tax and is not required to file Foriii 000, in its own behnlf. 

Accordingly, it is held that a State agency may file ivith the District 
Director in whose district the principal once of the State agency is 
located, a group information return, Form 990, Return of Organiza- 
tion Exempt from Income Tax, co~vering all of the exempt State- 
chn, rtered credit unions under its control and supervision, which will 
be in lieu of each individual credit union filing' a separ;ite information 
return. 

However, only those State credit unions, under the supervision of 
the State n«eiicy, whose exempt status hats been established under 
section 501(a) of the Code, may be included in such a group inform;i- 
tion return. In addition, there must be attnched to the Form 990 a 
combined financi;il report of;ill of the credit unions iiicluded in the 
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roup return. A copy of a published combined report, if any, may be 
urnished for this purpose. 

SECTION 6038. — INFORMATION AVITH RESPFCT TO 
CERTAIN FOREIGN CORPORATIONS 

26 CFR 1. 6068: Statutory provisions; 
in formation with respect to certain 
foreign corporations. 

T. D. 6506 ' 

TITI. K 26 INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART I— 
INCOIIE TAX , 'TAXABLE YEARS BEGINNING 4FTER DECE5IBKR 91, 1959 

Income tax regulations under section 0038 of the Internal Reve- 
nue Code of 1954 requiring information returns of domestic cor- 
porations &vith respect to certain foreign corporations. 

DEPARTMENT OF TIIE TREASURY& 
OFFICE OF COMMISSIONER OF INTFRNAL REVENUE& 

gaslit'n&Iton 85, D. C. 
To Officers and Employees o f the Internal Re1Ient(e 8er4&k e and Others 

Concerned: 
On October 28, 1960, notice of proposed rulemaking regarding the 

regulations under section 6088& as added to the Interna] Revenue Code 
of 1954 by section 6 of the Act of September 14, 1960 (Public Law 
86 — 780, 74 Stat. 1014 [page 720, this Bulletin], relating to the ]i]ing of 
information returns by a domestic corporation with respect to each 
foreign corporation Ivhich it controls and each foreign subsidiary of 
such foreign corporation, was published in the Federal Register (25 
F. R. 10855). After consideration of all such relevant niatter as was 
presented by interested persons regarding the rules proposed, the fol- 
loiving regulations are hereby adopted: 

f 1. 6038 STATUTORY PROVISIONS] INFORMATION QVITH RESPECT To 
CERTAIN I& ORKIGN CORPORATIONS. 

SEC. 0038. INFORMATIOiV lVITH RESPECT TO CERTAIN FOR- 
EIGN CORPORATIONS. 

(a) REQUIREMENT. — 
(1) IN oENEI&Az, . — A domestic corporation shall furnish, with re- 

spect to any foreign corporation vvhieh it controls (within the 
meaning of subsection (c) (1) ) and with respect to any foreign sub- 
sidiary of any such foreign corporation (within the meaning of 
subsection (c) (2) ), such information as the Secretary or his dele- 
gate may prescribe by regulations relating to— 

(A) The name, the principal place of business, and the nature 
of business of such foreign corporation or foreign subsidiary, 
and the country under whose laws incorporated; 

(B) The accumulated profits (as defined in section 902(c) ) 
of such foreign &. orporation or foreign subsidiary, including the 
items of inconre (whether or not included in gross income under 
chapter 1), deductions (whether or not allowed in computin 
taxable income under chapter 1), and any other items taken 
into account in computing such a&. cumulated profits; 

(C) A balance sheet for such foreign corporation or foreign 
subsidiary, listing assets, liat&ilities, and capital; 

& 25 F. R. 12240. 
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(D) Transactions betrveen such foreign corporation or for- 
eign subsidiary and- 

(i) Any foreign &orpnration coutrolled by the domestic 
corporati&m, 

(ii) Auy foreign subsid'&ary of a foreign corporation con- 
trolled by the domestic corporation, and 

(iii) The don&estic corporation or any shareholder of the 
domestic corporation o&vning at the ti&ne the transaction 
takes place 10 percent or mo&e of the value of any class of 
stock outstan&ling of ihe domestic corporation; and 

(E) A description of the various classes of stock outstanding, 
and a list shoiving the name and address of, aud uuu&ber of 
shares held by, each citizen or resident of the l;nited States 
and each domestic corporation who is a shareholder of record 
osvning at any tin&e during the annual accounting period 5 
percent or DIore in value of any class of stock outstaudiug of 
such foreign corporation or foreign subsidiary. 

(2) PERIOD FOR wHICH INFORMATION IS To BE I'URNISHED, ETC. — 
The infornIation required under paragraph (1) shall he furnished— 

(A) In the case of a foreign & nrpor ation, for its annual 
accounting period ending v ith or u ithin the domestic corpo- 
ration's taxable year, and 

(B) In the case ot any foreign subsidiary of such foreign 
corporation, for such subsidiary's annual accounting period 
endin with or within such foreign corporation's annual 
accounting period described in subparagraph (A). 

The information required under this subsection shall be furnished 
at such time and in such &Banner as tbe Secretary or his delegate 
shall by regulations prescribe. 

(8) LIMITATIoN. — No inforruation shall be required to be fur- 
nished under this subsection Ivith respect to any foreign corporation 
or foreign subsidiary for any annual accounting period unless 
such iuformation was required to be furnished under regulations 
in e(Iect on tbe erst day of such annual accounting period. 

(b) EFFEGT oF I AILURE To FURNIsH INFOR»IATICN. — If a domestic 
corporation fails to furnish, within the ti&ue prescribed under paragraph 
(2) of subsection (a), any informatiouwith respect to any foreign 

corporation or foreign subsidiary required under paragraph (1) of 
subsection (a), then, in applying section 902 (relating to foreign tax 
credit for corporate stockholder in foreign corporation) to such do&nestic 
corporation (or to any person who acquires fron& auy person any por- 
tion of tbe interest of such domestic corporation in any such foreign 
corporation or foreign subsidiary, but only to the extent of such portion) 
for any taxable year, the amount of t;&xes paid or deemed paid by each 
foreign corporation and foreign subsidiary &vith respect to which the 
domestic corporation is required to furnish information during the 
annual accounting period or periods &vith respe& t to which such inforn&a- 
tion is required under such paragraph (2) of subsection (a) shall be 
reduced by 10 percent. If such failure continues 90 days or more after 
notice by the Secretary or his delegate to the don&estic corporation, then 
the amount of the reduction under this subsection shall be 10 percent 
plus an additional 6 percent for each 8-month period, or fraction thereof, 
during which such failure to furnish inforn&ation continues after the 
expiration of such 90-day period. No t;&xes shall be reduced under this 
subsection more than once for the sau&e failure. For purposes of this 
subsection, the tin&e prescribed under paragraph (2) of subsection (a) 
to furnish information (and the beginning of the 90-day period after 
notice by the Secretary) shall be treated as being not e;&rlier than the 
last day on which (as shown to the satisfaction of the Secret&&ry or his 
delegate) reasonable cause existed for failure to furnish such infornIa- 
tion. 

(c) CONTROL ETC. — For purposes of this section— 
(1) If at any lime during its taxable ye;&r a dou&estic &orpora- 

tion owns more than . &0 percent of the voting stoclr of a foreign 
corporation, it shall be deemed to be in control of su& h foreign 
corporation. 

(2) If at any time during its annual accounting period a foreign 
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corporation owns more than 50 percent of the voting stock of an- 
other foreign corporation, such other corporation shall be considered 
a foreign subsidiary of the corporation owning such stock. 

(d l ANNI AL ACCOUNTING PERIoD. — For purposes of this see(ion, the 
annual accounting period of a foreign corporation or of a foreign sub- 
sidiary is the annual period on the basis of which such foreign corpora- 
tion or such foreign subsidiary regularly computes its income in keeping 
iis books. 

(el (:Doss REssasNcE. — For provisions relating to penalties for viola- 
tions of this section, see section 7SOS. 

[Sec. 00S as added by sec. 0, Aet of September 14, 1000 (Pub. Law Ss — 7S0, 
74 Stat. 1014) ] 

$ 1. 6068 — 1 INFoRMATIoN RETURNs REQUIRED oF DoMEsTIo COR- 

PoRATIONs WITII REsPEOT To CERTAIN FOREIGN CGRPGRATIGNs. — (a) 
Eeguirement of return. — For taxable years beginning after Decem- 
ber 31, 1960, every domestic corporation shall make a separate annual 
information return on Form 29M, in duplicate, with respect to each 
foreign corporation which it controls, as defined in paragraph (b) of 
this section, and with respect to each foreign subsidiary, as defined 
in paragraph (c) of this section, for the annual accounting period 
(described in paragraph (d) of this section and beginning after De- 
cember 31, 1960) of. each such controlled foreign corporation or 
foreign subsidiary. Such information shall not be required to be fur- 
nished, hoivever, with respect, to a, corporation defined in section 1501 
(d) of the Code which makes a consolidated return for the taxable 
year. 

(b) Control. — A domestic corporation shall be deemed to be in con- 
trol of a, foreign corporation if at any time during its taxable year 
it owns more than 50 percent of the voting stock of such foreign 
corporation. 

(c) Foreign eubsidary. — A foreign corporation more than 50 per- 
cent of the. voting stock of which is owned by a controlled foreign 
corporation;it any time during the annual accounting period of 
such controlled foreign corporation shall be considered. a foreigii 
subsidiary. 

(d) Perzod covered by return. — (1) ControPed foreign coryora- 
tion. — The information with respect, to a controlled foreign corpora- 
tion shall be furnished for its anual accounting period ending with or 
within the domestic corporation's taxable year. 

(2) Foreign subsidartt. — 'The information with respect to a foreign 
subsidary shall be furnished for such subsid;iry's annual accounting 
period ending with or within the controlled foreign corporation's 
annual accounting period. 

(6) Annual accounting period d'earned. — For purposes of this sec- 
tion, the annu;il accounting period of a controlled foreign corporation 
or of a, foreign subsidary is the annual period on the basis of which 
the co»trolled forei n corporation or forei n subsidiary regularly 
computes its income in keeping its books. The term "annual a~ccount- 
ing period" niay refei' to a period of less than 1 year, where for 
example the foreign income, war profits, and excess profits taxes are 
determined on the basis of an accountin~ period of less than 1 year as 
described in section 902(c) (2). 

(e) C'ontents of return. — The return on Form 2952 shall contain the 
following information ivith respect to each controlled foreign corpo- 
ration and each foreign subsidiary: 
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(1) The name and arldress of the corporation; 
(2) The principal pla&e of. business of the corporation; 
(3) Tlie date of incorporation a»d the country uiider ivliose laivs 

incorporated; 
(4) The nature of the corporation's business; 
(5) As regards the outstanding stock of the corporation- 

(i) A. description of eacli class of tlie corporation's stock, and 
(ii) The number of shares of each class outstanding at the 

beginning and the end of the annual accounting period; 
(6) A list shoiving the name and address of, and the number of 

shares of each class of the corporation's stock iield by, each citizen 
or resident of the Ignited States, and each domestic corporation, who 
is a shareholder of record owning at any time during the annual ac- 
counting period 5 percent or more in value of any clas~s of the corpora- 
tion's oiitstanding stock; 

(7) The amount of the corporation's gross receipts, net profits 
before taxes and provision for foreign income taxes, for the annual 
accounting period, as refiected on the financial statements required 
under paragraph (f) of this section to be filed ~ith the return; and 

(8) A summary sho~ving the total amount of each of the following 
types of transactions of the corporation, ivhich took place rluring the 
annual accounting period, n. ith the domestic corporation or;iny share- 
holder of the doi~nestic corporation owning at the time of the trans- 
action 10 percent or more of the value of any class of stock outstand- 
iiig of the domestic corporation: 

(i) Sales;ind purchases of stock in trade; 
(ii) Purchases of property of a character which is subject to 

the allo&vance for depreciation; 
(iii) Compensatiori paid and compensation received for the 

rendition of technical, managerial, engineering, construction, sci- 
entific, or like services; 

(iv) Commissions paid and commissions received: 
(v) Rents and royalties paid and rents and royalties received; 
(vi) Aniounts loaned and amounts borrow-ed (other than open 

accounts ivhich arise and are collected in the ordinary course of 
business); 

(vii) Dividends paid and clividends received; 
(viii) Interest paid and interest received; and 
(ix) Premiums received for insurance or reinsurance. 

If t' he domestic corporation is a bank, as defined in section 581, or is 
controlled v-ithin the meaning of section 368(c) by a bank, the term 
"transactions" shall not, as to a corporation ~vith respect to which 
a return is filed, include banking transactions entered into on behalf 
of customers; in any event, however, deposits in accounts bet&veen a 
controlled foreign corporation or a foreign subsidiary and the do- 
mestic corporation or a 10-percent shareholder described in this sub- 
paragraph and withdrawals from such accounts shall be summarized 
by reporting end-of-month balances. 

(f) J inancial, statements. — The following information vi-ith respect 
to each controlled foreign corporation and each foreign subsidIary 
shall be attached to and filed as part of the return required by this 
section: 

(1) A statement of. the corporation's profit and loss for the 
anniial accounting period; 

5sg72G' — Gi 26 
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(2) A balance sheet as of the end of the annual accounting 
period of the corporation showing- 

(i) The corporation's assets, 
(ii) The corporation's liabilities, and 
(iii) The corporation's net wort]i; and 

(3) An analysis of changes in the corporation's surplus ac- 
counts during the annual accounting period including botli open 
ing and closing balances. 

The statements listed in subparagraphs (1), (2), and (8) of. tliis 
paragraph shall be prepared in conforinity with generally accepted 
accounting principles, and in such form and detail as is customary 
for tlie corporation's accounting records. 

(g) method of reporting. — All amounts furnished under para- 
graphs (e) and (f) of this section shall be expressed in United States 
currency ivith a statement of the exchange rates used. 

(h) Time and place for @ling return. — Returns on Form 2952 re- 
quired under paragraph (a) of this section shall be filed with the 
domestic corporation's income tax return on or before the fifteenth day 
of the third month following the close of such corporation's taxable 
year. 

(i) Extensions of tkne for @ling. — District directors are authorized 
to grant reasonable extensions of tiine for filing returns on Form 2952 
in accordance with the applicable provisions of $ 1. 6081 — 1 of this 
chapter. An application by a, domestic corporation for an extension 
of time for filing a return of income shall also be considered as an 
application for an extension of time for filing returns on Form 2952. 

(j) Failure to furnish information. — (1) Effect on foreign tax 
credit. — (i) Failure by a domestic corporation to furnish, in accord- 
ance with the provisions of this section, any return or any informa- 
tion in any return, required to be filed for a taxable year under au- 
thority of section 6038 on or before the date prescribed in paragraph 
(h) of this section (determined with regard to any extension of time 
for such filing) shall aGect the application of section 902 as provided 
in subparagra~ph (2) of this paragraph. Such failure shall a8ect the 
application of section 902 to such domestic corporation or to any per- 
son who acquIres from any person a»y portion (but only to the exteiit 
of such portion) of the interest of siich domestic corporation in any 
controlled foreign corporatio» or foreign subsidiary. 

(ii) AVhere the domestic corporation, h;iving filed the return re- 
quired by this section except for an omis~sion of, or error with respect 
to, some of the information referred to in paragraphs (e) and (f) of 
this section, establishes to tlie satisf;iction of the Commissioner that 
such omission or error was inadvertant or for reasonable cause and 
that such domestic corporation has substantially complied witli tliis 
section, such omission or error sliall not constitute a failure under this 
section. 

(2) Eeduction of foreign taxes. — In the application of section 902 
to tlie domestic corporation or person referred to in subdivision (i) 
of subparagraph (1) of this paragraph for any taxable ye;ir, the 
amount of t~axes paid or deemed paid by each controlled foreign corpo- 
ration and each foreign subsidiary for the accounting period or pe- 
riods for which the domestic corporation was required for the taxable 
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year of the failure to furnish information uncler this section shall be 
reclucecl by 10 percent. The 10-percent, reduction is not limitecl to 
the taxes paicl or deemed paid by the controlled foreign corporation or 
foreign subsidiary with respect to which there is a failure to file in- 
formation but shall apply to the taxes paid or deemed paicl by all con- 
trollec1 foreign corporations ancl foreign subsidiaries. 

(8) Reduction for continued failure. — (i) If the failure, referred 
to in subdivision (i) of subparagraph (1) of this paragraph, continues 
for 00 days or more after date of written notice by the clistrict director 
to the domestic corporation, then the amount of the reduction referred 
to in subparagraph (2) of this paragraph shall be 10 percent plus an 
adclIl ional 5 percent for each 3-month period, or fraction thereof, dur- 
ing which such failure continues after the expiration of such 00-day 
pei ioc1. 

(ii) Taxes paid by a, foreign subsicliary when once reducecl for a 
failure sliall not be reducecl a~gain for the same failure in their status 
as taxes cleemed paid by a controlled foreign corporation. )Vhere a 
failure continues, each adclitional periodic 5 percent reduction, re- 
ferrecl to in subdivision (i) of this subparagraph, shall be considered 
as part of the one reduction. 

(4) Reasonable cause. — (i) For purposes of subsection (b) of sec- 
tion 6038 and this section the time prescribed for furnishing informa- 
tion under this paragraph, and the beginning of the 00-day period 
after notice by the clistrict clirector, shall be tre~atecl as being not earlier 
than the last clay on which (as shown to the satisfaction of the clis- 
trict director) reasonable cause existed for failure to furnish such 
information. 

(ii) A clomestic corporation, which wishes to avoicl a recluction in 
foreign tax credit, as providecl in subparagraphs (2) and (8) of this 
paragraph for failure to furnish information in accordance with this 
section, must make an afhrmative showing of;ill facts alleged as a 
reasonable cause for such failure in the form of a written statement 
containing a declaration tliat it is made under the penalties of perjury. 

(5) PenaPieA. — The information required by section 6088 of the 
Code must be furnishecl even though there are no foreign taxes which 
would be reduced uncler the provisions of subparagraph (2) of this 
paragraph. For criminal penalties for failure to file a return and 
filing a false or fraudulent return, see sections 7208, 7206, and 7207 of 
the Code. 

(This Treasury Decision is issuecl under the authority containecl 
in section 7805 of the Internal Revenue Code of 1954 (68A. Stat. 017; 
26 U. S. C. 7805). ) 

DANA LArll~ii, 
Commissioner of Internal Revenue. 

Approvecl Xovember 28, 1960. 
DAvID A. . LINDSAY~ 

Acting 8ecretang of the Treasury. 

(Filed by the Division of the Fecleral Register on November 29, 1960, 8:53 a. m. , 
and published in the issue of the Federal Register for November 80, 1960, 
25 F. R. 12240) 
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subpart lt. — Information Concerning Transactions With Other persons 

SECTION 6041. — INFORMATION AT SOURCE 

26 CFR 1. 6041 — 8: Payments for which no return 
of information on Forms 1099 and 1096 is 
required. 

Mileage and per diem allowances regarded as the equivalent to 
an accounting by an employee to his employer. See Rev. Rul. 60 — 282, 
page 56. 

Subpart C. — Information Regarding Wages Paid Employees 

SECTION 6051. — RECEIPTS FOR EMPLOYEES 

26 CFR 81. 6051 — 1: Statement for 
employees. 

Printing of substitutes for Form W — 2, Withholding Tax State- 
ment — 1961. See Rev. Proc. 00 — 28, page 1006. 

SUBCHAPTER B. — MISCELLANEOUS PROVISIONS 

SECTION 0101. — PERIOD COVERED BY RETURNS OR 
OTHER DOCUMENTS 

26 CFR 81. 6101: Statutory provisions; period 
covered by returns or other documents. 

Regulations under the Internal Revenue Code of 1954 relating to 
the period covered by any returns required with respect to employ- 
ment taxes. See T. D. 0472, page 851. 

CHAPTER 62. — TIME AND PLACE FOR PAYING TAX 

SUBCHAPTER B. — EXTENSIONS OF TIME FOR PAYMENT 

SECTION 6161. — EXTENSION OF TIME FOR PAYING TAX 

26 CFR 81. 0101(a) (1): Statutory provisions; 
extension of time for paying tax. 

Regulations under the Internal Revenue Code of 1954 relating to 
the granting of extensions of time for paying einployment taxes 
See T. D. 0472, page 851. 
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SECTION 6166. — EXTENSION OF TIME FOR P it YAIENT OF EsrATE TAX YVHERE ESTA TE CONSISTS LARGELY OF INTEREST IN CLOSELY HELD BUSINESS 
26 CFR 24. 1 — 1: Extension of time for payment, 

of estate tax Ivhere estate consists largely of 
interest in closely held business. 

Processing by Audit Divisions of the District Directors' OSces of 
elections by executors to pay estate taxes in installments. See Rev. 
Proc. 60 — 33, page 1012. 

CHAPTER 68. — ASSESSMENT 

SUBCHAPTER A. — IN GENERAL 

SECTION 6205. — SPECIAL RULES APPLICA. BLE TO CER- 
TAIN EAIPLOYMENT TAXES 

26 CFR 31. 6205: Statutory provisions; special 
rules applicable to certain employment taxes. 

Regulations under the Internal Revenue Code of 1054 relating to 
proper adjustments of undercollections or underpayments of certain 
employment taxes. See T. D. 6472, page MI. 

CHAPTER 64. — COLLECTION 

SUBCHAPTER C. — LIEN FOR TAXES 

SECTION 6821. — LIEN FOR TAXES 
26 CFR 801. 6621: Lien for taxes. Ct. D. 1855 

INCO&IE TAX — INTERNAL REVEVUE CODE OF 1964 — DECISIOV OF COURT 

L CGLLEcTIGN oF TAxEs — I IENs — BANKRUPTcY AND REOEIVERsnIP- 
DETERRIINATION OF TAXPAYERS PROPERTY RIGIITS — CONSTRUC- 
TICN oF STATE I Avv — NoRTH CARGLINA. 

State lavv governs in determining a taxpayer's interest in property 
to ~vhich a tax lien can attach. Here, the Supreme Court of the 
United States holds that the Court of Appeals' construction of North 
Carolina lavv as giving a general contractor a property right in 
amounts ovved by the o&vner of real estate for vvhom construction 
vvork has been performed onlv to the extent that the amounts exceed 
sums ov&ed to subcontractors vvas not clearly erroneous or unreason- 
able, Accordingly, under North Carolina lavv it vvas held that the 
Federal tax lien did not attach to that part of the fund sufficient to 
pay the subcontractors. 

2. JUDG'AIENT AFFIRIIED. 
Judgment of the United States Court of Appeals for the Fourth 

Cir& uit, 2 &I Fe&1. (2&1), &IO, aihrn&ed. 
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SUPREME COURT OF TEIK UNITED STATES 

United States of America, petitioner v. Dr&rbam L«mbe&' Companfi, and George 
II. Carter, Jr. 

On writ of certiorari to the United States Court of Appeals for the Fourth Circuit 

[June 20, 1960] 

MR. CHIEF JUsTIGE IVARREN delivered the opinion of the Court. 
This case involves the competing claims of the Federal Government and cer- 

tain subcontractors to a sunr of money owed to the taxpayers under a general 
consi;1'net&on con'tr'act. 

The taxpayers, &lfichael fk Embree, were general contractors doing business at 
Durham, North Carolina. Early in 1954, they agreed to construct certain 
buildings for persons herein referred to as the "owners. " This work vvas corn- 
pleted on July 15, 1954, but because the owners disputed the amount &lue under 
the c&&ntract, payment to the taxpayers was delayed. 

In courpletiug the construction worl-, the taxpayers had utilized the services 
and materials of numerous subcontractors, nrost of whom had not been com- 
pensated. The respondents are two such subcoutractors, who in January and 
February 1955, gave the owners rrotice of their respective claims against the 
ta xl&aver's. 

On Jauuary 18, 1955, the taxpayers were adjudicated bankrupts. At that 
time, there was an unpaid balance of f5, 250 due from the owners under the con- 
struction contract. After extensive negotiations between the owners, the trustee 
in bankruptcy, and the subcontractors, it was agreed that the owners would 
absolve themselves from further liability by paying the $5, 250 to the trustee, and 
that the subcontractors could thereafter assert the same rights against the trus- 
tee as they could have asserted against the owner. This arrangement was 
approved by both the Superior Court for Durham County, North Carolina, and 
the federal bankruptcy court. 

Another clainmnt of the money deposited with the trustee divas the Federal 
Government, which ou August 18, 1954, and November 22, 1954, had assessed 
the taxpayers for uncollected withholding and unemploymeut insurance taxes. 
By virtue of Sections 6821' and 6822' of the Internal Revenue Code of 1951, a 
federal tax lien attached to all "the property aud rights to property" belonging 
to the taxpayers at the time the assessments were made. The Governurent con- 
tended that the money o&ving under the construction contract was property of 
the taxpayers to which the tax lien atta& hed. 

The Referee in bankruptcy, attemi&ting to resolve the competing claims against 
the fund as if the parties were before a state court, decided that the rights of 
the Federal Government ur&der its tax lien were superior to those of the re- 
spondents. The District Court for the Aliddle District of North Carolina dis- 
agreed, and held that t: he respondents mere entitled to payment of their claims 
before the Govcrmnent could satisfy its tax lieu. On appeal, the Court of 
Appeals for the Fourth Circuit aQirmed, -" &I F. 2d 570. 3&& e granted certiorari. 
859 E. S. 905. 

In affirming the judgment of the District Court, the Court of Appeals stated 
that the nature and extent of the general contractors' property rights, to which 
the tax lien attached urust be ascertained under state law. The court then 
umlertoolr an extensive analysis of the relevant North Carolina statutes' and 
eases. It fouud that the North Carolina larv provides as follorvs: Subcoutractors 
who have not been paid by the general contractor have a direct, independe»t 
cause of action against the owner to the extent of any amornrt due under the 
general constructiou contract, and anv money orved by the olvner under the 

1 Section 6621. Lien for taxes: "If any perso» liable to pay a»y tax neglects or refuses to pay the same after demand, 
the amount (including any interest, additional amount, addition to tax, or assessable 
penalty, to ether with any costs that may accrue in addition thereto) shall be a lien in 
favor of the United States upon all property and rights to property, whether real or 
personal, belonging to such person. " 

& Section 6622. Period of lien: 
"Unless another date is specifically fixe& by law, the lien imposed by section 6821 shall 

arise at the time the assessment is made and shall continue until the liability for the 
amount so assessed is satisfied or becomes unenforceable by reason of lapse of time. " 

s N. C. Gen. Stat. . 1950, secs 44 — 6 to 4412. 
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construction contract must first be used to satisfy subcontra& lors' claims ot 
which the owner has notice. liloreover, to insure that the owner will receive 
i&otice of outstanding subcontractors' clain&s, the Xorth Carolina statute, N. C. 
Gen. Stat. , 1060, section 44-8, requires the general contractor, before receiving 
any pay&nent, to furnish the owuer with 0 statement of all su&us due subcon- 
tractors, and if the general contractor fails to supply the required stateu&ent, 
he is guilty of a misde&neauor. X. C. Gcu. Stat. 1060, sectiou 44 — 12. F~inally, 
the court found further evidence of the direct and indepeudent uature of the 
subcontractors' claiuis against the owner in N. C. Gen. Stat. , 10, &0, section 44 — 0, 
which provides that should the owner pay the general contractor after receiv- 
iug notice of a subcontractor's claim, he will nevertheless be liable to the sub- 
contractor to the extent of the aniount which was due under the construction 
contract at the tiu&e notice Ivas received. 

Based upon these considerations, the Court of Appeals held that, under Xorth 
Carolina law, the general contractor did not have a proi&erty interest iu the 
face amount, as such, of the geueral construction contract. Specifically, the 
court said that "except to the extent the claim of the general contractor 
exceeds the aggregate of the clai&us of the subcontractors, the general contractor 
has no right which is subject to seizure under the tax lien. " Id. , at 074. There- 
fore, concluded the court, siuce under Xorth Carolina law the taxpayers 
possessed u&erely a right to the residue of the funds, and since the Govern- 
n&ent's tax lien attached to the property iuterests of the taxpavers as definecl 
by state law, the Government can recover only "so much of the construction 
price as Ivill reinain unpaid after the owners have deducted a sum sufficient to 
pay the subcontractors. " Id. , at 67o. 

The Court of Appeals was correct in asserting that the Government's tax lien 
attached to the taxpayers' propertv interests in the fund as defined by North 
Carolina la&v. Atfuilino v. United, s'tutee, pp. 600, 613' [Ct. D. 18i6, 
l&age 477, this Bulletin]; ' Bess v. U»it& ri. States, 367 U. S. 61, fifi [Ct. D. 1820, C. B. 
1008 — 2, 034]; cf. iUorgan v. Uom&»issfoner, 300 U, S. 78, 82 [Ct. D. 1441, C. B. 
1040 — 1, 220]. It is suggested that the courts of North Carolina have never 
specifically described the nature of the property rights created by the North 
Carolina statutes involved in this case, and that the Court of Appeals inter- 
pretation of those statutes is probably incorrect. However, where "the preci. c 
issue of state law involved " s s is one which has not been decided by 
the ' ' " [state] courts, " this Court has said that, "in dealing with 
issues of state law that enter into judgnients of federal courts, we are hesitant 
to overrule decisions by federal courts skilled in the law of particular states 
unless their conclusions are shown to be unreasonable. " Propper v. Cia&q. , 337 
l. '. S. 472, 486 — 487. Since the Court of Appeals is much closer to Xorth Carolina 
law than Ive are, and since we caunot say that the court's characterization of 
the taxpayers' property interests under that law is clearly erroneous or 
unreasonable, ' the judgment is 

Affirn&ed. 

hlR. JUsTIUE IIARLAN, whom NIR, JUsTIGE BLAGK joins, dissenting, iu a separate 
opinion. 

s This case points up the distinction we drew in Aguiii»o. The facts here show how it 
simply begs the question to suggest that the principle of the lien-priority cases is somehow 
subverted or evaded by recoguiziug that what coustitutes the taxpayer's property in the 
first place is a question of state law. The facts show, too, that it does uot promote clarity 
to substitute, for the property interests created by state law, a rule of federal property 
law, the main feature of which seems to be an inquiry into what the consequences would 
be if state law were different from what it in fact is. It is said that we should regard 
the subcontractor's interest as equivalent to a lien on the general contractor's claim 
against the owner. overlooking the fact that the law of North Carolina. as interpreted by 
the Court of Appeals, indicates that there is uo such claim. If we are to equate the sub- 
contractor's interest with something it is not, it would be much more appropriate. in 
terms of siraiiarity, to equate it with the usual mechanic's lien of a subcontractor on the 
owner's property being improved — which of course is uot the general contractor's prop- 
erty, aud which could uot be taken by the United States under a lien against the general 
contractor. This only points up the lack of precision and content in the proposed federal 
defiuitiou of property See also Fidclitg &t. Deposit Co. of Afd. v. New York City Housing 
cluth. , 241 I&. 2d 142 (C. &&. 2d Cir. ), cited with approval in Bess v. United States, 3»7 
U. S. 51, 55 iCt. D. 1829, C. B. 1953 — '&, 9341. 

s See Sims v. United States, 359 U. . &. 108, 114 [Ct. D. 1837, C, B. 19;&9 — 1, 6361; Itoga» 
v, Aferckunts Transfer &f Warehouse Co. , 337 U, S, o430, 534; Estate of St&eige/, v. Cou&- 

missioner, 335 U. S. 701, 707 — 708. 
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SECTION 6MB. — VALIDITY AGAINST MORTGA GEES, 
PI EDGEES, PURCHASERS, AND JUDGMENT CREDI- 
TORS 

Rev. Rul. 60 — 350 ' 26 CFR 601. 6328 — 1: Validity of lien 
against mortgagees, pledgees, purchasers, 
and judgment c~reditors 

The Internal Revenue Service will not follow the decision of the 
United States Court of Appeals for the Fifth Circuit in Campbell v. 
Lenta P. Bagley, 276 Fed. (2d) 28. 

The taxpayer in this case owned a drilling rig which was located in 
0'inn Parish, Louisiana. Taxpayer lived in Harrison County, Texas, 
and a notice of Federal tax lien was filed in that county. The Govern- 
ment contended that since the rig was personalty, it had its situs at 
the owner's domicile in Texas. 

The court held, among other things, that the filing of the notice of 
Federal tax lien at the domicile of the taxpayer was not efFective as to 
tangible personal property physically located in another state. 

In so doing, the Court of Appeals distinguished its holding in Grand 
Ptairie State Banlc v. United 8tates, 206 Fed. (2d) 217, where it held 
that a notice of Federal t;lx lien filed at the donlicile of the taxpayer 
was efFective with respect to two diamond rings o~ned by the tax- 
payer; but which were physically located at a place other than his 
domicile. The court in Bagley stated that the Grand Prairie 8tate 
BanL rationale applied only to personalty which was readily movable 
or capable of being secreted. 

Accordingly, in appropriate cases, the Service will continue to re- 
gard the filing of a notice of Federal tax lien at the taxpayer's domi- 
cile as efFective with respect to all of his personal property, wherever 
located. 

CHAPTER 65. — ABATEMENTS, CREDITS, AND REFUNDS 

SUBCHAPTER A. — PROCEDURE IN GENERAL 

SECTION 6402. — AUTHORITY TO MAKE CREDITS OR RE- 
FUNDS 

26 CFR 31. 6402(a): Statutory provisions; 
authority to make credits or refunds. 

Regulations under the Internal Revenue Code of 1954 relating to 
credits or refunds with respect to overpayrnents of certain employ- 
ment taxes. See T. D. 6472, page 351. 

r Based on Technical Information Release 260, dated October 17, 1960. 
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SECTION 6416. — CERTAIN TAXES ON SAI ES AND SERV- 
ICES 

Rev. Rul. 60 — 860 
If the manufacturers excise tax has been paid on tires which 

were sold bv the tire manufacturer directly to a motor vehicle manu- 
facturer and if the motor vehicle manufacturer sold these 
tires on or in connection with motor vehicles sold for export, 
any claim for credit or refund of the tax paid on the tires 
must be filed by the motor vehicle manuafcturer rather than 
by the tire manufacturer. The claim must contain a state- 
ment that documentary proof of exportation has been obtained. 
either by the claimant or by the ultimate vendor in the United 
States (if other than the claimant), and the claim must indicate 
where this proof of exportation is readily available for inspection 
by Government oificers. 

Advice has been requested concerning the {iling of claims for credit 
or refund of the manufacturers excise tax on tires under the circum- 
stances decribed below, particularly with respect to any requirements 
for documentary proof of exportation. 

A tire manufacturer sells tires directly to various manufacturers 
of motor vehicles. The tire manufacturer pays the manufacturers 
excise tax imposed upon these sales by section 4071 of the Internal 
Revenue Code of 1954. The tires are installed on and sold with motor 
vehicles by the vehicle manufacturers. Some of these vehicles are 
sold for export by the vehicle manufacturers. Questions have arisen 
concerning claims for credit or refund of the tax paid with respect 
to the tires which are sold on or in connection with the exported 
motor vehicles, as follows: 

Question (1): Should the claims for credit or refund be filed by 
the tire manufacturer or by the motor vehicle manufacturers I 

Question (2): Is it necessary that documentary proof of actual ex- 
portation be submitted with the return on which the credit is claimed 
or with Form 848, Claim, on which the refund is claimed, or is it 
sufhcient to submit a statement that the articles have been exported & 

In accordance with section 0410(b) (8) (C) of the Code, insofar as 
material here, if the manufacturers excise tax imposed by section 
4071 of the Code has been paid with respect to the sale of a tire by 
the manufacturer, producer, or importer thereof to a second manu- 
facturer or producer, such tax shall be deemed to be an overpayment 
by such second manufacturer or producer if the tire is sold by the 
second manufacturer or producer on or in connection with, or with 
the sale of, any other article manufactured or produced by him and 
such other article is by any person exported. 

In the case of a tiie rezoM for use in the manner described in the 
paragraph above, if the other article is by any person exported in 
the manner described, the tax paid by the tire manufacturer is deemecl 
to be an overpayment under the provisions of section 6416 (b) (2) (F) 
of the Code. 

Under the provisions of section 310. 26 of Regulations 46, made 
applicable to the 1054 Code by Treasury Decision 6001, C. B. 1M4 — 2, 
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47, exportation may be evidenced by (1) a copy of the export bill of 
lading issued by the delivering carrier, or (0) a certificate by the 
agent or representative of the export carrier showing actual exporta- 
tion of the article, or (3) a certificate of lading signed by a customs 
oSccr of the foreign country to which the article is exported, or (4) 
where such foreign country has no customs administration, a state- 
ment, of the foreign consignee showing receipt of the article. 

The answer to question (1), that is, whether the claims should be 
filed by the tire manufacturer or by the motor vehicle manufacturer, 
depends upon whether the tires were sold by the tire manufacturer 
directly to the motor vehicle manufacturers without intervening deal- 
ers. If the tires were sold directly to the inotor vehicle manufacturers, 
the motor vehicle manufacturers are entitled to file the claims for 
credit or refund under the provisions of section 6416(b) (0) (C) of 
the Code. On the other hand, if there ivas an intervening dealer 
between the tire manufacturer and a motor vehicle manufacturer, 
the tire manufacturer is entitled to file the claim under the provisions 
of section 0416(b) (9) (F) of the Code. In either case, prior notice 
of intent to export the tires is no longer required as a condition pre- 
cedent to the allowance of a credit or refund of the tax paid with 
respect to the tires, since the provisions of section 0416 (g) of the Code 
do not apply to tires. Moreover, the amount of the tax may be re- 
funded to the exporter or shipper provided a waiver is obtained under 
the provisions of section 0410 (e) of the Code. 

Accordingly, under the circumstances in this case in which the tires 
were sold directly without intervening dealers, it is held that the motor 
vehicle manufacturers, rather than the tire manufacturer, are en- 
titled to file the claims for credit or refund. 

In filing a claim for credit or refund on the grounds of exportation, 
the claimant must be able to support his claim with proof of exporta- 
tion. Therefore, it is further held, with respect to question (9) in the 
instant case, that proof of exportation of the tires is required. This 
proof of exportation niust be in the form described in the regulations 
or in comparable documentary form. Although it is not required that 
the proof of exportation be submitted with the return on which the 
credit is claimed or with the Form 848 on v. hich the refund is claimed, 
the claim must contain a statement that such proof of. exportation has 
in fact been obtained, and the claim must, also indicate where this proof 
is readily available for inspection by Government ofiicers. 

If the claiinant is the exporter of the articles, he niust liave the proof 
of exportation in his possession. Or, if the claimant is not the exporter 
of the articles, he must have in his possession either the proof of ex- 
portation or a statement from the ultiniate vendor in the United States 
(if other than the claimant) shoiving that, such ultimate vendor has the 
proof of exportation in his possession. The statement also must spec- 
ify the nature of the proof of exportation and the location at which it 
is available for examination. 
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SECTION 6421. — GA SOT. INE USED FOR CERTAIN NON- 
HIGHXVAY PURPOSES OR BY LOCAL TRANSIT 
SYSTEMS 

26 CFR 48. 6421(a) — 1: Payments to ultimate 
purchasers of gasoline used for certain 
nonhighway purposes. 

Rev. Rul. 60 — 657 

Xewly produced highway vehicles on which the manufacturer 
d;splays "manufacturer's plates" for the purpose of operating the 
vehicles over the highways are considered to be registered for 
highway use within the meaning of section 6421(a) of the Internal 
Revenue Code oi 1664. Therefore, the gasoline used in operating 
these vehicles over the highways does not qualify for the payment 
authorized by that section of the Code with respect to certain non- 
highway uses of gasoline. However, where the vehicle code of a 
State does not require the manufacturer to comply with any form of 
registration, such as obtaining and displaying "manufacturer's 
plates, " for the purpose of testing the vehicles on private test sites, 
the vehicles are not considered to be registered, or required to be 
registered, for highway use while operated on the test sites. There- 
fore, gasoline used in testing the vehicles at the test sites, under 
such circumstances, qualifies for the payment authorized by sec- 
tion 6421(a) of the Code. 

Advice has been requested whether the payment authorized by sec- 
tion 6421(a) of the Internal Revenue Code of 1954 with respect to 
certain nonhighway uses of gasoline may be made under the circum- 
stances described below. 

Various automobile manufacturers operate private vehicle test sites 
at some distance from the factories where the vehicles are produced. 
For the purpose of operating these vehicles over the highways, the 
manufacturers generally obtain and display "manufacturer's pla~tes" 
on the vehicles. Generally, these "manufacturer's plates" are not 
required to be displayed os the vehicles when they are operated 
on the private test sites. 

The vehicle codes of the several states in which these vehicles are 
operated provide (1) that such motor vehicles may be operated by 
the manufacturer 1vithout registration, if manufacturer's plates are 
displayed on them; (2) that the manufacturer or the manufacturer's 
place of business is required to be registered, although the individual 
vehicles are not required to be registered; or (8) th~at such motor ve- 
hicles are regarded as registered under the general number or mark 
assigned to the manufacturer. 

Section 6421(a) of the Code provides, in part, that if gasoline is 
used otherwise than as a fuel in a highwa~y vehicle which (at the time 
of such use) is registered, or is required to be registered, for higlyway 
use under the laws of any State or foreign country, the Secretary of 
the Treasury or his delegate shall pay (without interest) to the ulti- 
mate purchaser of such gasoline an amount equal to one cent for each 
gallon of gasoline so used on which tax was paid at the rate of three 
cents a gallon and two cents for each gallon of gasoline so used on which 
tax was paid at the rate of four cents a gallon. 

&Pith respect to registration for highway use, section 48. 6421(a)— 
] (b) o f the Manufacturers and Retailers Excise T~ax Regulations pro- 
vides jn part, that any highway vehicle which is operated under a 
dea]er's tag, license, or permit is considered to be registered. 
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The above provision of the regulations furnishes an example, which 
is not intended to be all-inclusive, of a situation wherein a highway 
vehicle is considered to be registered, irrespective of variations in tile 
provisions of State lavvs. Furthermore, in view of the number of ve- 
hicles operated on the highways by automobile manufacturers, the 
various State laws relating to the registration of motor vehicles pro- 
vide for what may be regarded as a general registration of such ve 
hic1 es. 

Accordingly, newly produced highway vehicles which are operated 
over highways by the manufacturer in the manner described above 
are considered to be registered for highway use within the meaning 
of section 6421(a) of the Code. Therefore, it is held that the gasoline 
used in operating these vehicles over the highways does not qualify 
for the payment, authorized by that section of the Code vvith respect, 
to certain nonhighway uses of gasoline. However, where the vehicle 
code of a state does not require the manufacturer to comply with any 
form of registration, sucli as obtaining and displaying "manufac- 
turer's plates, " for the purpose of testing the vehicles on the private 
test sites, the veliicles are not considered to be registered, or required 
to be registered for highway use wliile operated on the test sites. 
Therefore, gasoline used in testing the vehicles at the test sites, under 
such circumstances, is used otherwise than as a fuel in a highway ve- 
hicle which is registered or required to be registered for highway use; 
accordingly, such gasoline qualifies for the payment authorized by 
section 6421(a) of the Code. 

CHAPTER 66. — LIMITATIONS 

SUBCHAPTER A. — LIMITATIONS ON ASSESSMENT AND COLLECTION 

SECTION 6501. — LIMITATIONS ON ASSESSMENT AND 
COLLECTION 

26 CFR 801. 6501(c) — 1: Exceptions to general 
period of limitations on assessment and 
collection. 

Rev. Rul. 60-812 

Where a person who files Form 720, Quarterly Federal Excise 
Tax Return, writes the word "none" across the length of the form 
or in the upper summary portion of the form in such a manner 
that it clearly indicates a positive denial of liability for all cate- 
gories of the excise taxes listed on the form, a return is considered 
to have been filed, for purposes of the period of limitations pre- 
scribed by section 6101 of the Internal Revenue Code of IM4, for 
all the categories of excise taxes listed on the form. 

Revenue Ruling 59 — 866, C. B. 1950 — 2, 418, amplified. 
The Internal Revenue Service has been asked whether, for purposes 

of- the period of limitations prescribed by section 6501 of tile Internal 
Revenue Code of 1054, a return is considered to have been filed, under 
the circumstances described below, for all of the categories of excise 
taxes listed on Forin 720, Quarterly Federal Excise Tax Return. 

A person filed a Forin 720 on which the word "none" had been 
written across the length of the form, thereby indicating no liability 
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for the return periocl but not stating for which category of tax the 
return was intended. Another person filed a Form 720 on which 
the word "no»e" wiis written in the upper summary portion of the 
form (Items 1 through 5) in such a way as to indicate no liability, 
but no entry was macle in the portion of the form which lists various 
categories of excise taxes. 

Section 6501(a) of the Code provides the general rule that the 
;imount of any tax imposed by the Code shall be assessed within tliiee 
years after the return was filed (whether or not such return was filed 
on or after the date prescribed), and no proceeding in court without 
assessment for the collection of such tax shall be begun after the 
expiration of such period. However, section 6501(c) of the Code 
provicles that the tax may be assessed, or a proceeding in court for the 
collection of such tax may be begun without assessment, at any time, 
(1) in the case of a false or fra~udulent return with intent to evacle 
tax, (2) in the case of a willful attempt in any manner to defeat, or 
evade certain taxes, or (6) in the case of failure to file a retuim. 

As an amplification of Revenue Ruling 58 — 274, C. B. 1958 — 1, 405, 
it has been held in Revenue Ruling 50 — 666, C. B. 1950 — 2, 418, that 
where a person files a Form 720 on which he reports one or more cate- 
gories of tax, but makes no entry on the return concerning any other 
category, he has filed no return for the category of tax for which no 
entry was macle. In efi'ect, a blank space opposite a category of excise 
tax on Form 720, even though due to oversight or to incompletion of 
the form, will not be considered as a return for that category. 

However, Revenue. Ruling 50 — 666 furtherholds that, where a person 
enters on any line of Forni 720 the word "none, " a "zero, " or sonic 
other comparable entry clearly indicating a deiiial of liability for 
a category of' tax, such. entry constitutes the filing of a return for 
the category of excise tax to which that line relates. Therefore, 
with respect to that. category of tax, the period of limitations pre- 
scribed by section 6501 of the Code starts to run from the date the 
return is filed. 

8'here, as in the instant case, a person who files Form 720 writes 
the word "none" across the length of the form or in the upper sum- 
mary portion of the form in sucli a manner that. it clearly indicates a 
positive denial of liability for all categories of the excise taxes listed 
on the form, that action is considered to be tantamount to writing the 
word "none" on each line. Accordingly, for purposes of the exception 
provicled by section 6501(c) (3) of the Code to the period of limita- 
tions prescribecl by section 6501(a) of the Code, a return is considei ed 
to liave been fiiled by that person for all of the categories of excise 
taxes listed on the form. 

Tlierefore, with respect to the person submitting the Form 720 
under those circumstances, the amount of any tax which shoiild have 
been reported on the return for tliat reporting period must be assessed 
ivithin three years after the return was filed, unless one of the 
exceptions provided by section 6501(c) (1) and (2) of the Code is 
applicable in a particulai situation. However, compare Revenue 
Ruling 50 — 127, C. B. 1950 — 1, 656, which relates to the applicability 
of the period of limitations to persons upon whom the so-called 
"collected" excise taxes are imposed. 

Revenue Ruling 50 — 666 is hereby amplified. 
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SUBCHAPTER B. — LIMITATIONS ON CREDIT OR REFUND 

SECTION 6511. — LIMITATIONS ON CREDIT OR REFUND 

96 CFR 601. 6511(d): Statutory provisions; 
limitations on credit or refund; special 
rules applicable to income taxes. 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER F, PART 
301. — PROCEDURE AND ADMINISTRATION 

Extension of period for filing claims for credit or refund of 
overpayments of income taxes arising as a result of renegotiation 
of Government contracts. 

DEPARTMFNT OI' THE TREASURY& 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 
Washington 95& D. C. 

2'o Opcers and Em ptoyees of the Interna tReuenue 8er1&ice and Others 
Concerned: 

In order to conform the Regulations on Procedure and Administra- 
tion (06 CFR Part 801) to section 1(a) of the Act, of September 16, 
1959 (Public Law 86 — o80& 73 St, at. 568) [C. B. 1959 — 0, 689], the reg- 
ulations are amended as follows: 

PARAORAPII 1. Section 801. 6511(d)& as amended by Treasury De- 
cision 6425& approved November 5, 1959 [C. B. 1959 — 9& 884]& is fur- 
ther anlended to read as follows: 

$ 801. 0511 (d) STATUToRY PRovISIONS; LIMITATIDNs CN CREDIT oE REFUND; 
SPEcIAL RULEs APPLIGABLE To INOOME TAxEs. 

SEC. 0, &11. LIMITATIONS OX CREDIT OR REF&UND. * 
(d) SPEGIAL RULEs APPLIcABIE To INcoME TAxss. 

(2) SPEcIAL PERIOD oF LIMITATIDN wITH REBPEcT To NET oPERATING 
LOSS CARRYRACKS. — 

(A) PERIDD DF LIMITATION. — If the claim for credit or refund 
relates to an overpayu&ent attributable to a net operating loss 
carryback, in lieu of the 8-year period of liuIitation prescribed 
in subsection (a), the period shall be that period which ends 
with the expiration of the 15th day of the 40th month (or 89th 
month, in the case of a corporation) following the eud of the 
taxable vear of the net operating loss &vhich results in such 
carryback, or the period prescribed iu subsection (c) in respect 
of such taxable year, Ivhichever expires later; except that, with 
respect to an overpayment attributable to the creation of or an 
increase in a net operatiug loss carryback as a result of the 
elimination of excessive profits by a renegotiatiou (as defined 
in section 1481(a) (1) (A) ), the period shall not expire before 
September 1, 1959, or the expiration of the twelfth nu&nth fol- 
lowing the month in which the agreement or order for the 
eliufination of such excessive profits beco&ues final, whichever 
is the later. In the case of such a claim, the amount of the 
credit or refund uIay exceed the portion of the tax paid Ivithin 
the period provided in subsection (b) (2) or (c), whichever is 
applicable, to the extent of the amount of the overpayment 
attributable to such carryback. 

a a 

[Sec. . 0511(d) as amended by sec. 82(d), Technical Amendments Act 
1958 (72 Stat. 1668) [P. L. 85-860, C. B. 1958 — 8, 254]; sec. 1(a), Act of 
Sept. 10, 1959 (Pub. Law 80 — 280, &8 Stat. 508) [C. B. 1959 — 2, 089]] 

' 25 F. R. 7733. 
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P-«2. Section 801. 6511(d) — 2, as amended by Treasury Decision 
64'-"i, approved November 5, ]959, is furtlier amended to read as 
fo1101A s: 

$ 301. 6611(d) — 2 OVERPEYE&Ei&T OF INcoi«E Tax or& Accocvr OF XET OPERETIEG 
Loss C&RRYR&cxs. — (a) Special period of li»&itation. (1) If the claiui for 
credit or refund relates to an overpaynieut of income tax attributal&le to a iiet 
operating loss carryback, provided in section 172(b), then in lieu of the 3-ye ir 
period from the time the return ivas filed in ivhich the claim may be filed or 
credit or refund allowed, as prescribed in section 6611 (a) or (b), the period 
shiill be ivhichever of the folloiving 2 periods expires later: 

(i) The period ivhich end» with the expiration of the fifteenth day of 
the fortieth nionth (or thirty-ninth month, in the case of a corporation) 
f&filoiving the end of the taxable year of the net operating loss ivhi&h 
resulted in the carryback; or 

(ii) The period ivhi&h euds ivith the expiration of the period prescribed 
in section 6611(c) ivithiii ivhich a claiui for credit or refund iuar be filed 
ivith respect to the taxable year of the net operating loss which resulted 
in the carryback; 

except that, ivith respect to an overparment attributable to the creation of or au 
increase in a net operating loss carryback as a result of the elimination of ex- 
cessive profits by a renegotiation (as defined in section 1481(a) (1) (A) ), the 
period shiill not expire before Septeuiber 1, 1969, or the expiration of the tivelfth 
nionth follo&ving the month in which the agreement or order for the eliruiuation 
of su& h excessive profits be«onies final, whichever is the later. 

Because this Treasury Decisioii makes only technical changes, it is 
hereby' found tha'. it is unnecessa, ry to issue this Treasury Decision 
with notice and public procedure thereon under section 4(a) of the 
Administrative Procedure Act, approved June 11, 1946, or subject to 
the e6'ective date limitation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805). ) 

DAN x LATrraxr, 
Co&nniissioner of Internal Eeuenue 

Approved August 9, 1960. 
FRED C SCRIBN'Kai JR 

4cting S'ecietoi y of the Trec&s&&ry. 

(Filed by the Division of the Federal Register on August 12, 1960, 8:fil a. m. , and 
published in the issue of the Federal Register for August 13, 1960, 26 F. R. 7738) 

CHAPTER 67. — INTEREST 

SUBCHAPTER A. — INTEREST ON UNDERPAYMENTS 

SECTION 6601. INTEREST OX UNDERPAYMENT, NON- 
PAYMENT, OR EXTENSION OF TIME FOR PAYMEXT) 
OF TAX 

26 CFR 601. 6601 — 1: Interest on underpayment. 

guides and instruction for the computation of restricted interest. 
See Rev. Proc. 60 — 17, pagre 942. 
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SUBCHAPTER B. — INTEREST ON OVERPAYMENTS 

SECTION 6611. — INTEREST ON OVERPAYMENTS 

26 CFR 801. 6611 — 1: Interest on overpayments. 

Guides and instructions for computation of restricted. interest. See 
See Rev. Proc. 60 — 17, page 042. 

CHAPTER 68. — ADDITIONS TO THE TAX, ADDITIONAL 
AMOUNTS, AND ASSESSABLE PENALTIES 

SUBCHAPTER B. — ASSESSABLE PENALTIES 

SECTION 6674. — FRAUDULENT STATEMENT OR FAILURE 
TO FURNISH STATEMEXT TO EMPLOYEE 

26 CFR 81. 6674: Statutory provisions; 
fraudulent statement or failure to 
furnish statement to employee. 

Regulations under the Internal Revenue Code of 1054 relating to 
penalties for furnishing fraudulent, or failure to furnish, employee 
statements with respect to certain employment taxes. See T. D. 
6472, page 851. 

CHAPTER 70. — JEOPARDY, BANKRUPTCY AND 
RECEIVERSHIPS 

SUBCHAPTER A. — JEOPARDY 
PART I. — TERMINATION OF TAXABLE YEAR 

SECTION 6851. — TERMINATION OF TAXABLE YEAR 

26 CFR 1. 6851 — 2: Certificates of comp]iance 
with income t;rx laws by departing aliens. 

Simplified procedures for obtaining Certificates of Compliance by 
certain aliens departing from the United States. See Rev. Proc. 60 — 85, 
page 1014, 

CHAPTER 74. — CLOSING AGREEMENTS AND 
COMPROMISES 

SECTION 7121. — CLOSIXG AGREEMENTS 
26 CFR 301. 7121 — 1: Closing agreements. 

Finality wit]r respect to an agreement entered into between a tax- 
payer and the Commissioner of Irrter no] Revenue as a determination 
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of the taxpayer's liability for personal holding company tax under 
section 547 of the Code. See Rev. Rul. 60 — 287, page 188. 

SECTION 7122. — COMPROMISES 

26 CFR 801. 7122 — 1: Compromises. 

Jurisdiction of District Directors of Internal Revenue and Regional 
Counsel with respect to the processing and disposition of certain offers 
to compromise liabilities under @5, 000 and certain specific penalties. 
See Rev. Proc. 60 — 22, page 042. 

CHAPTER 75. — CRIMES, OTHER OFFENSES, AND 
FORFEITURES 

SUBCHAPTER C. — FORFEITURES 

PART IL — PROVISIONS COMMON To FORFEITURES 

SECTION 7M5. — PERSONAL PROPERTY VALUED AT 
$2, 500 OR LESS 

26 CFR 172. 9: Commercial crimes. T. D. 6482 ' 
TITLE 26 — INTERNAL REVENUE 1954. — CHAPTER I SUBCHAPTER E PART 172. — 

DISPOSITION OF SEIZED PERSONAL PROPERTY 

Miscellaneous amendments 

DEPARTMENT OF TIIE TREASURY& 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

TV(I8hini7ton 88, D. C. 
To Offtcerg end Efnp/oyees of the Interna/ Eet)enue 8ervice and 

Others Concerned: 
On May 11, 1960, a notice of proposed rulemaking to amend 26 

CFR Part 172, with respect. to the disposition of seized personal 
property, was published in the Federal Register (25 F. R. 4182). 

In accordance with the notice, interested persons were aGorded an 
opportunity to submit written data, views, or arguments pertaining 
thereto. No comments or objections having been received, the fol- 
lowing amendments are hereby adopted. 

In order to implement and set forth the policy of the Treasury 
Department in regard to the action taken on petitions for remission 
or mitigation of forfeitures, 26 CFR Part 172 is amended as follows: 

r The publications of this Treasury Decision in 25 F. R. 6756, dated July 16, 1960, con- 
tains (1) instructions for modifying the notice of proposed rulernaking published in 25 
F. R 4ls2, dated May 11, 1960, and (2) the full context of the regulations vvith such modi- 
fications. As here published, the Treasurv Decision rejects the full context of such regu- 

The individual instructions have been omitted. 
oS5726' — 61 27 
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~ b172. 9 [Amendment] 
PARAcRAPII 1. Section 172. 0 is amended by adding the following 

nevv sentence to the end thereof: 
Addiction to narcotic drugs and use of marihuana will be treated as if such 

were commercial crime. 

g &172. 16 [Amendment] 

PAI&. 2. Section 172. 16 is amended by changing the section to read 
as follows: 

$172, 16 EqviTY. — The term "equity", as used in administrative action on 
petitions for remission or niitigation of forfeitures, shall mean that interest 
which a petitioner has in the personal propertv or carrier petitioned for at the 
time of final administrative action on the petition, but such interest shall not 
be considered to include any unearned finance charges from the date of seizure 
or the date of default, if later; any amount rebatable on account of paid in- 
surance premiums; attorney's fees for collection; any amount identified as deal- 
ers's reserve; or any amount in the nature of liquidated damages that may have 
been agreed upon by the buyer and the petitioner. 

I) 172. 26 [Amendment] 
PAR. 3. Section 172. 26 is amended by changing the section to read 

as follows: 
g 172. 26 FDRFEITDRE oF SEIzED PERSONAL PRoPERTY. — (a) A&(D&ir&ixtrati ce for- 

feit«re. — (1) Personal property seized as subject to forfeiture under the inter- 
nal revenue laws which has an appraised value of $2, 500. 00 or less, any car- 
rier appraised by the seizing offieer at $2, 500. 00 or less under the custom laws 
shall be forfeited to the United States in administrative or summary forfeiture 
proceedings. 

(2) In respect of personal property seized as subject to forfeiture under the 
iuternal revenue laivs which, in the opinion of the seizing officer, has an ap- 
praised value of $2, 500. 00 or less, such officer shall cause a list containing a 
particular description of the seized property to be prepared in duplicate, and 
an appraisement thereof to be made by three sworn appraisers, selected by the 
seizing oflicer, who shall be respectable and disinterested citizens of the United 
States residing within the internal revenue district wherein the seizure was 
inade. Such list and appraisement shall be properly attested to by the seizing 
ofiicer and such appraisers. 

(8) In respect of personal property seized as subject to forfeiture under the 
internal revenue laws and found by the appraisers to have a value of $2, 500. 00 
or less, the Supervisor in Charge shall publish a notice once a week for three 
consecutive weeks, in some neivspaper of the judicial district where the seizure 
was made, describing the articles and stating the time, place, and cause ef their 
seizure, and requiring any persou claiming them to appear and make such claim 
within 80 days from the date of the first publication of such notice, 

(4) In respect of carriers seized as subject to forfeiture under the provi- 
sions of the custom laws and appraised by the seizing officer as having a value 
of $2, 500. 00 or less, the Supervisor in Charge shall publish notice of seizure in 
the same manner as required by (3) above; provided that the time for making 
claim shall be within 20 days from the date of first publication. 

(5) Any person claiming the personal property or carrier so seized, within 
the time specified in the notice, niay file with the Supervisor in Charge a claini, 
stating his interest in the articles seized, and may execute a bond to the United 
States in the penal sum of $250. 00, conditioned that, in case of condemnation of 
the articles so seized, the obligors shall pay all the costs and expenses of the 
proceedings to obtain such eondenmation. Both the claini and the cost bond 
should be executed in quadruplicate. 

(b), JR&iicial co»dc»i»atio». — (1) The Assistant Regional Coniuiissioner or 
the Supervisor in Charge shall authorize the United States Attorney to insti- 
tute libel proceedings iu those instances where the appraised value of the 
seized personal property or carrier exceeds $2, 500. 00, or where a claim and 
cost bond are filled as provided above. 
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Ia 172. 88 [Amendment] 

PAR. 4. Section 172. 88 is amended by changing the section to read 
as follows: 

( 172. 38 CGNTENTs oF TIIE PETITIQN. — (a) Desc(iption of property. — The 
petition should contain such a description of the property and such facts of the 
seizure as will enable the officers of the Internal Revenue Service &. oncerned 
to identify the property. 

(b) Statement regarding knowledge of seizure. — In the event the petition is 
filed for the restoration of the proceeds derived from sale of the property 
pursuant to summary forfeiture, it should also contain, or be supported by, satis- 
factory proof that the petitioner did not know of the seizure prior to the decla- 
ration or condemnation of forfeiture, and that he was in such circun&stances 
as prevented him from knowing of the same. (See also $ 172. 3(). ) 

(c) Interest of petitioner. — The petition should state in clear and concise 
terms the nature and a&uount of the present interest of the petitioner in the 
property, and the facts relied upon to sho&v that the forfeiture was incurred 
without willful negligence or without any intention upon the part of the peti- 
tioner to defraud the revenue or to violate the law, or such other n(itigating 
circumstances as, in the opinion of the petitioner, would justify the remission 
or mitigation of the forfeiture. 

(d) Petitioner innocent portp. — If the petitioner is not the one who in person 
committed the act which caused the seizure, the petition should state how the 
property came into the possession of such other person, and that the petitioner 
had no I-nowledgc or reason to believe, if such be the fact, that the property 
would be used in violation of law. 

(e) Results of investigation. — The petition should also state &vhat investiga- 
tion, if any, was made of such other person, through principal Federal, State, 
or local law enforcement officers, to determine whether such other person had 
either a record or a reputation, or both, as a liquor law violator in a case in- 
volving a seizure for violation of the internal revenue la&vs relating to liquor; 
or as a violator in the field of commercial crime in all other types of seizures. 
The petition should further state the information obtained from said investiga- 
tion, and whether such iuformation was received before the petitioner acquired 
his interest in the property, or such other person acquired his right in the 
property, whichever ocurred later. 

(f) Documents supporting cl«irn. — The petition should also be accompanied 
by copies, certified by the petitioner under oath as correct, of contracts, bills 
of sale, chattel mortgages, reports of investigators or credit reporting agencies, 
afildavits, and any other papers or docun&ents that would tend to support the 
claims made in the petition. 

(g) Costs. — The petition should also contain an undertaking to pay the costs, 
if costs are assessed as a condition of allowance of the petitiou. Costs shall 
include all the expenses incurred in seizing and storing the property; the costs 
borne or to be borne by the United States; the taxes, if any, payable l. y the 
petitioner or imposed in respect of the property to which the petition relates; 
the penalty, if any, asserted by the Director, Alcohol and Tobacco Tax Division; 
and, if the property has been sold, or is in the course of being sold, the expenses 
so incurred. 

b8 172. 89 [Amendment] 

4(a). Section 172. 89 is amended by changing "II 172. 88(c)" in the 
first sentence to read "$ 172. 88(b) . " 

PAR. 5. Section 172. 41 is amended by changing the section to read 
as follows: 

$ 1(". 41 DIscoNTIN& ANGE oF ADxrINIsTRATIVE PRocEEDINGs. — If the petition 
is filed prior to administrative sale or retention for official use, proceedings to 
effect such sale or retention will be discontinued. 
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( 172. 48 [Amendment] 
PAR, 6. Section 172. 48 is amended by changing the section to read 

as f. ollows: 
&j 172. 43 FINAL AcTIQN. — (a) Petitions for remission or mitigation of forfei. 

tare. — (1) The Director, Alcohol and Tobacco Tax Divisiou, shall take final 
action on any petition filed pursuant to these regulations, Such final action 
shall consist either of the allowance or denial of the petition. In the case of 
allowance, the Director shall state the conditions of the anoivanee. 

(2) In the case of an alloived petition, the Director, Alcohol and Tobacco 
Tax Division, may order the property returned to the petitioner, sold for the 
account of the petitioner, or, pursuant to agreement, acquired for ofiicial use. 

(3) The Assistant Regional Commissioner shall notify the petitioner of the 
allowance or denial of the petition and, in the case of allowance, the conditions 
under which the Director, Alcohol and Tobacco Tax Division, allowed the 
petition. 

(b) Offers in compromise of liability to forfeiture. — (1) The Director, Alcohol 
and Tobacco Tax Division, shall take final action on any offer in compromise 
of the liability to forfeiture of personal property seized as provided in section 
172. 25. Such action shall consist either of the aeceptanee or rejection of tlie 
offer. 

(2) The Assistant Regional Commissioner shall notify the proponent of the 
acceptance or rejection of the offer. 

f 172. 44 [Amendment] 
PAR. 7. Section 172. 44 is amended to read as follows: 

&1 172. 44 AcqUISITION FOR OFFICIAI. USE AND SALE FOR ACCOUNT OF PETITIONER 
IN ALLowED PETITIDNs. — (a) Acquisition for official use. — (1) The property may 
be purchased by the United States pursuant to agreement and retained for official 
use. Where the petitioner is the owner, the purchase price is the appraised 
value of the property less all costs. Where the petitioner is a creditor, the pur- 
chase price is whichever one of these aniounts is the smaller: (1) the petitioner's 
equity, or (2) the appraised value of the property less the amount of all costs. 

(b) Sale for account of petitioner. — (1) The petitioner may elect not to comply 
with the condition on which the property may be returned. In this event, the 
Supervisor in Charge is authorized to sell it. Where the petitioner is the owner 
of the property, there is deducted from the proceeds of the sale all cost~, and the 
Regional Commissioner pays to the petitioner, out of the proper appropriation, 
an ainount equal to the balance, if any. Where the petitioner is a creditor, there 
is deducted from the proceeds of the sale all costs, and the Regional Commissioner 
pays to the petitioner, out of the proper appropriation, an amount equal to the 
balance, if any; pro&&tded that if that amount exceeds the amount of the equity, 
only the latter amount is paid t&& tbe petitioner. 

$ 172. 55 [Amendment] 
PAR. 8. Section 172. 55 is amended by substituting, in the first sen- 

tence, the phrase "in the judicial district» for the phrase "in the in- 
ternal revenue collection district. " 

This Treasury Decision shall become effective 80 days after the date 
of its publication in the Federal Register. 

(This Treasury Decision is issued under the authority contained in 
68A Stat. 917, 62 2Stat. 761, as amended; 52 Stat. 12M, 58 Stat. 1292; 

U. S. C. 7805, 18 U. S. C. 1261, 15 U. S. C. 907, 49 U. S. C. 788. 
CHARLEs I. Fox& 

Acting Cotnrrtissioner o f Internal I&le~enue. 
Approved July 12, 1960. 

FRED C. SCRIBNER& JR. 
& 

Acting 8ecretary of the Treasnny. 
(Filed by the Division of the Federal Register on July 15, 1900, S:51 a. m. , and 

published in the issue of the Federal Register for July 10, 1960, 25 F R 0750) 
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CHAPTER 76. — JUDICIAL PROCEEDINCrS 

[( 7651. 

SUBCHAPTER A. — CIVIL ACTIONS BY THE UNITED STATES 

SECTION 7405. — ACTION FOR RECOVEP Y OF ERRONEOUS 
REFUNDS 

(Also Section 613. ) Rev. Rul. 60 — 675 ' 

The Internal Revenue Service will proceed to institute suits under 
the provisions of section 7405 of the Internal Revenue Code of 1954 
to recover refunds from taxpayers mining calcium carbonates or other 
minerals used by them in making cement where the following three 
conditions exist: 

(1) Refunds based upon percentage depletion deductions have been 
made to such taxpayers by the Service; 

(0) The bases of such refunds are inconsistent with the principles 
enunciated in the recent decision of the Supreme Court of the United 
States in United 8toted v. Canneltom 8ee~ef Pipe Co. , 664 U. S. 76 
(1960), Ct. D. 1849, page 452, this Bulletin j and 

(6) Such taxpayers clid not make a. n election under section 4 of 
Public I. aw 86 — 781, page 796, this Bulletin. 

Revenue Ruling 60 — ~620, pa~ge 198, this Bulletin, supplemented. 

CHAPTER 77. — MISCELLANEOUS PROVISIONS 

SECTION 7503. — TIME FOR PERFORMANCE OF ACTS 
O'HERE LAST DAY FALLS ON SATURDAY) SUNDAY, 
OR LEGAL HOLIDA. Y 

26 CFR 1. 7503 — 1: Time for performance 
of acts where last day falls on 
Saturday, Sunday, or legal holiday. 

Time for filing of return where filing date falls on Good Friday. 
See Rev. Proc 60 — 29, page 1008. 

CHAPTER 78. — DISCOVERY OF LIABILITY AND 
ENFORCEMENT OF TITLE 

SUBCHAPTER D. — POSSESSIONS 

SECTION 7651. — ADMINISTRATION AND COI. I. ECTION 
OF TAXES IN POSSESSIONS 

(Also Section 911; 26 CFR 1. 911 — 1, ) Rev. Rul. 60 — 991 

For taxable years for which income tax returns are due on or 
after July 22, 1654, citizens of the United States who are inhabi- 

' Based on Technical Information Release 997, dated November 9, 1990. 



II 765L] 408 

gangs of the Virgin Islands, as defined in section 28(a) of the Re- 
vised organic A&t of tlie Virgin Islands, are required to satjsfy 
their income tax obligations to the United States under the appli- 
cable taxing statutes of the United States by filing their returns 
with the taxing authority of the Virgin Islands a»d paying into 
the treasury of the Virgin Islands their tax on income derived 
from all sources, both within and without the Virgin Islands. 

Aclvice has been requested whether a United States citizen, domi- 

ciled in the Virgin Islands, is relieved of all income tax oblig~ations 

to the United States with respect to his income froni l. nited States 
sources. 

Section 28(a) of the Revised Organic Act of the Vir&rin islands, 
48 U. S. C. Supp. V. 1642, C. B. 1954 — 2, 505, provides, in part: 

The proceeds of customs duties, the proceeds of the l. 'nited States income 
tax, the proceeds of any taxes levied by the Congress on the inhabitants of the 
Virgin Islands, and the proceeds of all quarantine, passport, immigration, snd 
naturalization fees collected in the Virgin Islands, less the co t of collecting 
all of said duties, taxes, and fees, shall be covered into the treasury of the 
Virgin Islands, and shall be available for expenditure as the Legislature of the 
Virgin Islands may provide: Prouidc&l, That the term "inhabitants of the Virgin 
Islands" as used in this section shall iuclude all persons whose permanent 
residence is in the Virgin Islands. aud such persons shall satisfy their in& ome 
tax obligations &mder applicable taxiug statutes of the United States by paying 
their tax on income derived fron& all sources both within and outside the 
Virgin Islands into the treasury of the Virgin Islands: 

The Revised Organic Act, of the Virgin Islancls w;is approved on 
July 22, 1954, and its provisions became generally operative as of 
such date. See section 84 of that Act, 48 U. S. C. Supp. V 1541. How- 
ever, insofar as it is pertinent here, section 7651(5) (B) of the Internal 
Revenue Code of 1954 provides, "For the purposes of this title [Title 
26], section 28(a) of the Revised Organic Act of the Virgin Islands 
shall be efFective as if such section had been enacted subsequent, to the 
enactment of this title. " Ii is clear, therefore, that, section 28(a) of 
the Act, was not revoked by the enactment of tlie 1054 Code. 

Accordingly, although section 6151 of the Code requires, in general, 
that paymeiits of Federal tax be niade to the principal internal revenue 
ofhcer for the internal revenue district, in which the return is re- 
quired to be filled and section 6091 of the Code requires, in general, 
that returns be filed in the district in which is located the residence or 
principal place of business of the taxpayer, by reason of section 28(a) 
ot the Act inhabitants of. the Virgin Islands are required to file their 
income tax returns due on or after July 22, 1054, with and pay their 
tax on income from all sources to the taxing authorities of the Virgin 
Islands. 

Under the above provisions of the Act, the term "inhabitants of 
the Virgin Islands" includes all persons whose "permanent residence" 
is in the Virgin Islands. In determining whether an individual's 
"permanent residence" is in the Virgin Islands, the same tests are to 
be applied as are applied in determining whether a citizen of the 
United States is a "bona fide resident of a foreign country or coun- 
tries" under section 011(a) (1) of the Code and section 1. 011 — 1(a) (2) 
of the Income Tax Regulations. See section 871 of the Code which 
by reference is, to the extent, applicable, made part of section 1. 011 — 1 
(a) (2) of the re&rulations. Also, see Rev. Rul. 55 — 171, C. B. 1955 — 1, 80. 

According)y, For taxable years for which income tax returns are due 
on or after, July 22, 1054, United States citizens domiciled in the 
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Virgin Islands who qualify a, s inhabitants of the Virgin Islands, as 
defined in section 28(a) of the Revised Organic Act of the Virgin 
Islands, are required to satisfy their income tax obligations under the 
applicable taxing statutes of the I nited States by filing their returns 
with the taxing authorities of the Virgin Islands and paying into the 
treasury of the Virgin Islands their tax on income derived from all 
sources, both within and without the Virgin Islands. Status as an 
inhabit&ant of the Virgin Islands is determined as of the last day of 
the taxable year of the taxpayer. 

CHAPTER 79. — DEFINITIONS 

SECTION 7701. — DEFINITIONS 

26 CFR 801. 7701: Statutory provisions; 
definitions. 

T. D. 6506 ' 

TITLE 26 — INTERNAL REVENUE, 19S4. — CHAPTER I, SUBCHAPTER F, PART 801. — 
I'ROCEDURE AND ADMINISTRATION 

Regulations under chapter 79 of the Internal Revenue Code of 
1964, relating to definitions. 

DEPARTMENT OF THE TREASURY'i 
OrrICE or CoMMISSIONER OF INTERNAL REVENUE) 

Washington 86, D. O. 
To Offtcers and Employees of the Internal Revenue Servzce and 

Others Concerned: 
On December 28, 1959, notice of proposed rulemaking with respect 

to the regulations under chapter 79 of the Internal Revenue Code of 
1954, rel~ating to definitions, was published in the Federal Register 
(24 F. R. 10450). After consideration of all such relevant matter as 
was presented by interested persons regardin~ the rules proposed, the 
following regulations are hereby adopted. Such regulations super- 
sede paragraph 22 of Treasury Decision 6118 (19 F. R. 9896) [CJi. 
1955 — 1, 698] approved December 80, 1954, as added by Treasury De- 
cision 6208 (21 F. R. 8082) [C. B. 1956 — 2, 1869] approved October 16, 
1956. 

TABLE OF CONTENTS 

DEFINITIONS 
Section 

801. 7701 Statutory provisions; definitions. 
801. 7701 — 1 Classification of organizations for tax purposes. 
801. 7701 — 2 Associations. 
801. 7701 — 8 Partnerships. 
801. 7701-4 Trusts. 
801. 7701 — o Domestic, forei~, resident, and nonresident persons. 
801. 7701 — 6 Fiduciary. 
801. 7701 — 7 Fiduciary distinguished from agent. 
801. 7701 — 8 AIilitary or naval forces and Armed Forces of the United States. 
801. 7701 — 9 Secretary or his delegate. 
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801. 7701 — 11 Other terms. 

AvritoaiYv: $$ 801. 7701 to 801. 7701 — 11, incl. , issued under sec. 780@, I. R. C. 
1%4; 68A Stat. 917; 26 U. S. C. 7806. 

~ zs rnk. 1092B. 
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801 7701 STATUTCRY PRCVIsIO v s j DEFINITIoN s 

SEC. 77&!1. DEFIv ITIOv;S. 
(a. ) When used in this title, where not otherwise distinctly expressed 

or manifestly in&&o&nlratible with the intent thereof— 
(1) PERsoN. — The teru1 "person" shall be construed to mean and 

in«lu&le an individual, a trust, estate, partnership, association, com- 
pany Ol. ' col'po1'at. lon. 

(2) PARTNERsHIP AND PARTNFR. — The terra "partnership" in- 
cludes a symlicate, group, pool, joint. venture, or other unincorpo- 
rated organization, tbr&HIgh or by &Deans of which any business, 
financial operation. or venture is carried on, and which is not, within 
the meaning of this title, a trust or estate or a corporation; and the 
term "partner" includes a u&en&ber in such a syndicate, group, pool, 
joint venture, or organizatiou. 

(8) CoRPoRATIoN. — Tbe term "corporation" includes associatious, 
joint-stock con&p;1uies, aud insurance con&panies. 

(4) DoMEsTIc. — The tenn "&1&naca(i& ' when applied to a «orpora- 
tion or partnership means created or organized in the United States 
or under the law of the United Stat«s or any State or Territory, 

(5) ForEIGN. — The term "foreigu" wheu applied to a corpora- 
tion or partnership meaus a corporation or partnership which is 
not domesti&. . 

(6) FIDUcIARY. — Thc tern1 'fiduciary': means a guardian, trustee, 
executor, administrator, receiver, conservator, or any person act- 
ing iu any fiduciary capacity for any person . 

(7) STOOK. — The teru1 "sto«k" includes shares in an association, 
joiut-sf. ock compauy, or iusurance company. 

(8) SEIAREIICLDER. — The term "shareholder" includes a member 
in an association, joint-stock company, or insurance company. 

(0) UNITED STATEs. — The teru1 "United States" when used in a 
geographical sense includes only the States and the District of 
Columbia. 

(10) STATE. — The term "St;&te" shall be construed to include the 
District of Columbia, where such construction is ne& essary to carry 
out provisions of this title. 

(11) SEGRETARY. — The teru1 "Secretary" means the Secretary 
of the Treasury. 

(12) DEI. FGATE. — 
(A) Iv GENERAL. — The term 'Secretary or his delegate" 

means the Secretary of the Treasury. or any officer, employee, 
or a eucy of the Treasury Department duly authorized by 
the Secretary (directly, or indirectly by one or n&ore redelega- 
tions of authority) to perform the function mentioned or de- 
scribed in the context, and fhe term "or his delegate' when used 
in connection with any other oflicial of the United States shall 
be similarly construed. 

(B) PERFORA&ANCE OF CER'1'AIV FUNCTIONS IN GUAM OR AMKR- 
IOAN SAX&ox. — The term "delegate". in relation to the per- 
formance of functions in Guam or American Samoa with respect 
to the taxes i&uposed by chapters 2 and 21, also in&ludes any 
offi«er or employee of any other departn1ent or agency of the 
United States, or of any possession thereof, duly authorized 
by the Secretary (dire«tly, or indirectly by one or more redele- 
gations of authority) to perforn& such functions. 

(18) CCMMIssIDNER. — The term "Conm1issiouer" means the Con1- 
missioner of Internal Revenue. 

(14) TAXPAYER. — The term "taxpayer" means any person subject 
to any internal revenue tax. 

(15) )IILITARY oR NAVAL FCRcEs AND ARMED FCRcEs CF THE 
UNITED SrATEs. — The tcru1 "Iuilitarv or naval forces of the United 
States" and the teru1 "Arn1ed Forces of the United Stat«z" each 
includes all regular and reserve &ompnnents of the uniformed serv- 
ices which are subject to the jurisdi&tiou of the Secretary of De- 
fense, the Secretarv of the Aru1y, the Secrefarv of the 'Navy, or tbe 
Secretary of the Air Force, and each term also inchfdes the Coast 
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Guard. The members of such forces include conimissioned otficers 
aud personnel below the grade of commissioned ofiicers in such 
forces. 

(16) WITIIIICLDING AGENT. — The term "withholding agent" 
means any person required to deduct and withhold any tax under 
the provisions of sections 1441, 1442, 1446, 1451, or 1461. 

(17) HUsBAND AND wIFE. — As used in sections 71, 152(b)(4), 
21 &, aud fii82, if the husband aud ivife therein referred to are di- 
vorced, wherever appropriate to the meaning of such sections, the 
terni "ivife" shall be read "former wife" and the term "husband" 
shall be read "former husband"; and, if the payments described in 
such sections are made by or on behalf of the wife or former wife to 
the husliand instead of vice versa, ivherever appropriate to the 
meaning of such sections, the term "husband" shall be read "wife" 
and the term "wife" shall be read "husband". 

(18) INTERNATIGNAL CRGANIzATICN. — The terin "international 
organization" means a public international or anization entitled to 
enjoy privileges, exemptions, and immunities as an international 
organization under the International Organizations Immunities Act 
(22 U. S. C. 288-288f). 

(19) DoMEsTIc BUILDING AND LoAN AssocIATICN. — The tern: "do- 
mestic building and loan association" means a domestic building 
and loan association, a domestic savings and loan association, and 
a Federal savings and loan association, substantially all the busi- 
ness of which is confined to making loans to meinbers. 

(20) EMPLCYEK. — For the purpose of applying the provisions of 
sections 104, 105, and 106 with respect to accident and health in- 
surance or accident and health plans, for the purpose of applying 
the provisions of section 101(b) with respect to empolyees' death 
benefits, and for the purpose of applying the provisions of subtitle 
A with respect to contributions to or under a stock bonus, pe~sion, 
profit-sharing, or annuity plan, and with respect to distributions un- 
der such a plan, or by a trust forming part of such a plan, the term 
"employee" shall include a full-time life insurance salesman who is 
considered au employee for the purpose of chapter 21, or in the case 
of services performed before January 1, 1951, who would be consid- 
ered an employee if his services were performed during 195L 

(21) LK& v. — The term "levy" includes the power of distraint 
and seizure by any means. 

(22) ATToRNEY GENERAL. — The term "Attorney General" means 
the Attorney General of the United States. 

(28) TAXABLE YEAR. — The term "taxable year" means the cal- 
endar year, or the fiscal year ending during such calendar year, 
upon the basis of which the taxable income is computed under 
subtitle A. "Taxable year" means, in the case of a return made 
for a fractional part of a year under the provisions of subtitle A 
or under regulations prescribed by the Secretary or his delegate, 
the period for which such return is made. 

(24) FIscAL YEAR. — The term "fiscal year" means an accounting 
period of 12 iuonths ending on the last day of any month other 
than December. 

(2o) PAID CR INOURRED, PAID oR AccRUED. — Tile terms "paid or 
incurred" and "paid or accrued" shall be construed according to 
the method of ac«ounting upon the basis of which the taxable in- 
come is computed under subtitle A. 

(26) TRADE oR BUsINEss. — The term "trade or business" in- 
cludes the performance of the functions of a public office. 

(27) TAx CCURT. — The term "Tax Court" means the Tax Court 
of the United States. 

(28) OTIIEB TERMS. — Any term used in this subtitle with respect 
to the application of, or in connection with, the provisions of any 
other subtitle of this title shall have the same meaning as in su& h 
provisions. 

(29) INTERNAL REYENUE CODE. — The tertu "Internal Revenlle 
Colic of 19o4" means this title, and the terra "internal Revenue 
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Code of 1939" means the Internal Revenue Code enacted February 
10, 1939, as amended. 

(b) INcLUDEs AND INcLUDING. — The terms "includes" and "including" 
when used in a definitiou contained in this title shall not be dcemmed 

to exclude other things otherwise within the meaning of the term 
defined. 

(e) CCMMCNwEALrn oF PUmTC Rico. — Where not otherwise distinct- 
ly expressed or mauifestly incompatible with the intent thereof, refer- 
ences in this title to possessions of the United States shall be treated 
as also referring to the Commonwealth of Puerto Rico. 

(d) CRoss RErrDENCEs. — 
(1) OrHER DEvrNITICNs. — For other definitions, see the following 

sections of Title 1 of the United States Code: 
(1) Singular as including plural, section 1. 
(2) Plural as including singular, section 1. 
(3) i~lasculine as including feminine, section 1. 
(4) Oflicer, section 1. 
(6) Oath as including affirmation section 1. 
(6) County as including parish, section 2. 
(7) Vessel as including all means of water transportation, 

section 3. 
(8) Vehicle as including all means of land transportation, 

se&. tion 4. 
(9) Companv or association as including successors and 

assigns, section 5. 
(2) FAEEGT CF cnoss REFEEENGEs, — For ef'feet of cross references 

in this title, see section 7806(a). 
[Sec. 7701, as amended by see. 22 (g), (h), Alaska Omnibus Act (73 
Stat. 146, 147) [P. L. 86 — 70, C. B. 1939 — 2, 678]; see. 18 (i), (j), Hawaii 
Onmibus Act (74 Stat. 416) [P. L. 86-624, page 686, this Bulletin]; sec. 
103(t), Social Security Amendments 1960 (74 Stat. 941) [P. L. 85 — 778, 
page 693, this Bulletin]] 

$301. 7701 — 1 CLAssIFIcATIoN oF ORG~NIzATIoNs FoR TAX PUR- 
rosEs. — (a) Person. — The term "person" includes an individual, a 
corporation, a partnership, a trust or estate, a joint-stock company, 
an association, or a syndicate, group, pool, joint venture, or other 
unincorporated organization or group. Such term also includes a 
guardian, committee& trustee, executor, administrator, trustee in bank- 
ruptcy, receiver, assignee for the benefit of creditors, conservator, or 
any person acting in a fiduciary capacity. 

(b) Stcnderd8. — The Internal Revenue Code prescribes certain 
categories, or classes, into which various organizations fall for pur- 
poses of t~axation. T~hese categories, or classes, include associations 
(which are taxable as corporations), partnerships, and trusts. The 
tests, or standards, which are to be applied in deteimining the classi- 
fication in which an organization belongs (whether it is an association, 
a partnership, a trust, or other taxable entity) are determined under 
the Internal Revenue Code. Sections 301. 7701 — 9 through 801. 7701~ 
set forth these tests, or standards, which are to be applied in determin- 
ing whether an orgianization is (1) an association (see ( 301. 7701-o), 
(7) a partnership (see g:]01. 7701 — 8), or (8) a trust (see Na 

301 77014) 
(c) Egect of ooaL La:«. — As indic~ated in paragraph (b) of this sec- 

tion, the classes into which organizations are to be placed for purposes 
of t&axation are determined under the Internal Revenue Code, Thus, 
a particular organization might be classifiied as a trust under the law 
of one State and a corporation under the law of another State. How- 
ever, for purposes of the Internal Revenue Code& tliis organization 
~ould be uniformly classed as a trust, an association (and, therefore, 
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taxable as a corporation), or some other entity, depending upon its 
nature under the classifiication standards of the Internal Revenue Code. 
Similarly, the term "partnership" is not limited to the common law 
meaning of partnership, but is broader in its scope and includes groups 
not commonly called partnerships. See $ 1. 761 — 1 of this chapter (In- 
come Tax Regulations) and $ 801. 7701 — 8. The term "corporation" is 
not limited to the artificial entity usually known as a corporation, but 
includes also an association, a trust classed as an association because 
of its nature or its activities, a joint-stock company, and an insurance 
company. Although it is the Internal Revenue Code rather than 
local law which establishes the tests or standards which will be applied 
in determining the classification in which an organization belongs, 
local law governs in determining whether the legal relationships which 
have been established in the formation of an organization are such that 
the standards are met. Thus, it is local law which must be applied in 
determining such matters as the legal relationships of the members 
of the organization among themselves and with the public at large, 
and the interests of the members of the organization in its assets. 

$ 801. 7701 — 2 AssociATroNs. — (a) Ckaracten8tics of co~po~ufions. — 
(1) The term "association" refers to an organization whose character- 
istics require it to be classified for purposes of taxation as a corpora- 
tion rather than as another type of organization such as a partner- 
ship or a trust. There are a number of major characteristics ordi- 
narily found in a pure corporation which, taken together, distinguish 
it from other organizations. These are: (i) Associates, (ii) an ob- 
jective to carry on business and divide the gains therefrom, (iii) 
continuity of life, (iv) centralization of management, (v) liability 
for corporate debts limited to corporate property, and (vi) free trans- 
ferability of interests. Whether a particular organization is to be 
classified as an association must be determined by taking into account 
the presence or absence of each of these corporate characteristics. The 
presence or absence of these characteristics will depend upon the facts 
in each individual case. In addition to the major characteristics set 
forth in this subparagraph, other factors may be found in some cases 
which may be significant in classifying an organization as an associa- 
tion, a partnership, or a trust. An organization will be treated as an 
association if the corporate characteristics are such that the organiza- 
tion more nearly resembles a corporation than a partnership or trust. 
See cVorr& 8ey et e/ v. Commi8aioner (1935) 296 U. S, 844 [Ct. D. 1064, 
C. B. XV — I, 264 (1986) ]. 

(2) Since associates and an objective to carry on business for joint 
profit are essential characteristics of all organizations engaged in 
business for profit (other than the so-called one-man corporation 
and the sole proprietorship), the absence of either of these essential 
characteristics will cause an arrangement among co-owners of prop- 
erty for the development of such property for the separate profit of 
each not to be classified as an association. Some of the ma]or char- 
acteristics of a corporation are common to trusts and corporations, 
and others a, re common to partnerships and corporations. Charac- 
teristics common to trusts and corporations and not, material in 
attempting. to distinguish between a trust and an association, and 
characteristics common to partnerships and corporations are not mate- 
rial in attempting to distinguish between an association and a partner- 
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ship. For example, since ceiitralization of management, continuity 
of life, free transferability of interests, and limited liability are gen- 
erally common to trusts and corporations, the determination of 
whether a trust which has such characteristics is to be treated for 
tax purposes as a trust or as an association depends on whether there 
are associates and an objective to carry on business and divide the 
gains therefrom. On the other hand, since associates and an objective 
to carry on business and divide the gains therefrom are generally 
common to both corporations and partnerships, the determination of 
whether an organization ivhich has such characteristics is to be 
treated for tax purposes as a partnership or as an association depends 
on whether there exists centralization of management, continuity of 
life, free transferability of interests, and limited liability. 

(8) An unincorporated organization shall not be classified as an 
association unless suc'h organization has more corporate characteris- 
tics than noncorporate characteristics. In determining whether an 
organization has more corporate characteristics than noncorporate. 
characteristics, all characteristics common to both types of organiza- 
tions shall not be considered. For example, if a limited partnership 
has centralized management and free transferability of interests but 
lacks continuity of life and limited liability, and if the limited part- 
nership has no other characteristics which are signifiicant in deter- 
mining its classification, such limited partnership is not classified as 
an association. Although the limited partnership also has associates 
and an objective to carry on business and divide the gains therefrom, 
these characteristics are not considered because they are common 
to both corporations and partnerships. 

(4) The rules of this section and $$ 801. 7701 — 8 and 801. 7701 — 4 are 
applicable only to taxable years beginning after December 81, 1960. 
However, for any taxable year beginning after December 81, 1960, 
but before October 1, 1961, any amendment of the agreement estab- 
lishing the organization will, in the case of an organization in exist- 
ence on November 17, 1960, be treated for purposes of determining 
the classification of the organization as being in effect as of the begin- 
ning of such taxable year (i) if the amendment of the agreement is 
made before October 1, 1961, and (ii) if the amendment results in tlie 
classification of the organization under the rules of this section and 
g 801. 7701 — 1, 801. 7701 — 8, and 801. 7701 — 4 in the same manner as the 
organization was classified for tax purposes on November 17& 1960. 

(b) Continuity of life. — (1) An organization has continuity of life 
if the death, insanity, bankruptcy, retirement, resignation, or expul- 
sion of any member will not cause a dissolution of the organiz;ition. 
On the other hand, if the death, insanity, bankruptcy, retirement, 
resignation, or expulsion of any niember will cause a dissolution of the 
organization, continuity of life does not exist. If the retirement, 
death, or insanity of a general partner of a limited partnership causes 
a dissolution of the partnership, unless the remaining general part- 
ners agree to continue the partnership or unless all remaining members 
agree to continue the partnership& coil't'inuity of life does not exist. 
See Glensder Teethe Company (1942) 46 B. T. A. 176 (A. , C. B 
1942 — 1, 8). 

(2) For purposes of' this para&graph, dissolution of an organization 
means an alteration of the identity of an organization by r~eason of a 
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change in the relationship between its members as determined under 
local law. For example, since the resignation of a partner from a 
general partnership destroys the mutual agency which exists between 
such partner and his copartners and thereby alters the personal rela- 
tion between the partners which constitutes the identity of the partner- 
ship itself, the resignation of a partner dissolves the partnership. A 
corporation, however, has a continuing identity which is detached 
from the relationship between its stockholders. The death, insanity, 
or bankruptcy of a shareholder or the sale of a shareholder's interest 
has no eBect upon the identity of the corporation and, therefore, does 
not work a dissolution of the organization. An agreement by which 
an organization is established may provide that the business will be 
continued by the remaining members in the event of the death or with- 
drawal of any member, but such agreement does not establish conti- 
nuity of life if under local law the death or withdrawal of any member 
causes a dissolution of the organization. Thus, there may be a dis- 
solution of the organization and. no continuity of life although the 
business is continued by the remaining members. 

(3) An agreement establishing an organization may provide that 
the organization is to continue for a stated period or until the com- 
pletion of a stated. undertaking or such agreement may provide for 
the termination of the organization at will or otherwise. In deter- 
mining whether any member has the power of dissolution, it will be 
necessary to examine the agreement and to ascertain the efFect of such. 
agreement under local law. For example, if the agreement expressly 
provides that the organization can be terminated by the will of any 
member, it is clear that the organization lacks continuity of. life. How- 
ever, if the agreement provides that the organization is to continue for 
a, stated period or until the completion of a stated transaction, the 
organization has continuity of life if the effect of the agreement is 
that no member has the power to dissolve the organization in contra- 
vention of the agreement. Nevertheless, if, notwithstanding such 
agreement, any member has the power under local law to dissolve the 
organization, the organization lacks continuity of life. Accordingly, 
a general partnership subject to a statute corresponding to the Uni- 
form Partnership Act and a limited partnership subject to a statute 
corresponding to the luniform Limited Partnership Act both lack 
continuity of life. 

(c) Centralization of reanagement. — (1) An organization has cen- 
tralized management if any person (or any group of. persons which 
does not include all the members) has continuing exclusive authority 
to make the management decisions necessary to the conduct of the 
business for which the organization was formed. Thus, the persons 
who are vested with such management authority resemble in powers 
and functions the directors of a statutory corporation. The eR'ective 
operation of a business organization composed of many members gen- 
erally depends upon the centralization in the hands of a few of exclu- 
sive authority to make management decisions for the organization, 
and therefore, centralized management is more likely to be found in 
such an organization than in a smaller organization. 

(9) The persons v-ho have such authority may, or may not, be 
members of the organization and may hold once as a result of a selec- 
tion by the members from time to time, or may be self-perpetuating 
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in once. See lVorns8esj et a/. v. Commissioner' (1085) 296 U. S. 644 
[Ct. D. 1064, C. B. XV — I, 264 (1966)]. Centralized management. can 
be accomplis~hed by election to oKce, by proxy appointment, or by any 
other means which has the eRect of concentrating. in a management 
group continuing exclusive authority to make management decisions. 

(8) Centralized management, means a concentration of continuing 
exclusive authority to make inclependent business decisions on behalf 
of the organization which do not require ratiRcation by members of 
such orga~nization. Thus, there is not centralized management when 
the centralized authority is merely to perform ministerial- acts as an 
agent at the direction of a principal. 

(4) There is no centralization of continuing exclusive authority to 
make management decisions, unless the managers have sole authority 
to make such decisions. For examp]e, in the case of a corporation or 
a trust, the concentration of management powers in a board of direc- 
tors or trustees eRectively prevents a stockholder or a trust beneficiary, 
simply because he is a stockholder or bene6ciary, from binding the 
corporation or the trust by his acts. However, because of the mutual 
agency relationship between members of a general partnership subject 
to a, statute corresponding to the Uniform Partnership Act, such a 
general partnership cannot achieve eRective concentration of manage- 
ment, powers and, therefore, centralized management. Usually, the 
act of any partner within the scope of the partnership business binds 
all the partners; and even if the partners agree among themselves that 
the powers of management, shall be exclusively in a selected few, this 
agreement, will be ineRective as against an outsider who had no notice 
of it. In addition, limited partnerships subject to a statute corre- 
sponding to the Uniform Limited Partnership Act, generally do not 
have centralized management, but centralized mana~«ement ordinarily 
does exist in such a limited partnership if substanti~ally all the inter- 
ests in the partnership are owned by the limited partners. 

(d) minuted liabi7ity. — (1) An organization has the corporate 
characteristics of limited liability if under local law there is no mem- 
ber who is personally liable for the debts of or claims against the 
organization. Personal liability means that a creditor of. an organiza- 
tion may seek personal satisfaction from a member of the organization 
to the extent that, the assets of such organization are insuRicient to 
satisfy the creditor's claim. A member of the organization who is 
personally liable for the obligations of the organization may make an 
agreement under which another person, whether or not a member of the 
organization, assumes such liability or agrees to indemnify such mem- 
ber for any such liability. However, if under loca] law the member 
remains liable to such creclitors notwithstanding such agreement, 
there exists personal liability with respect to such member In the 
case of a general partnership subject, to a statute corresponding to the 
Uniform Partnership Act, personal liability exists with respect to 
each general partner. Similarly, in the case of a limited partnership 
subject to a statute corresponding to the Uniform Limited partner- 

t~ p~~s~~al liability exists ~ ith respect to each eneral p 
except as provided in subparagraph (2) of this paragraph. 

(2) In the case of an organization formed as a limited partnership, 
personal liability does not exist, for purposes of this paragraph, with 
respect to a general partner when he has no substantial assets (other 
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than his interest in the partnership) which could be reached by a 
creditor of the organization and when he is merely a "dummy" acting 
as the agent of the limited partners. Notwithstanding the formation 
of the organization as a limited partnership, when the limited partners 
act as the principals of such general partner, personal liability will 
exist with respect to such limited partners. Also, if a corporation is a 
general partner, personal liability exists with respect to such general 
partner when the corporation has substantial assets (other than its 
interest in the partnership) which could be reached by a creditor of 
the limited partnersliip. A general partner may contribute his serv- 
ices, but no capital, to the organization, but if such general partner 
has substantial assets (other than his interest in the partnership), 
there exists personal liability. Furthermore, if the organization is 
engaged in financial transactions which involve large sums of money, 
and if the general pa, rtners have substantial assets (other than their 
interests in the partnership), there exists personal liability although 
the assets of such general partners would be insufiicient to satisfy any 
substantial portion of the obligations of the organization. In addition, 
although the general partner has no substantial assets (other than 
his interest in the partnership), personal liability exists with respect 
to such general partner when he is not merely a "dummy" acting as 
the agent of the limited partners. 

(e) Free tran8fe~'cib~7ity of intere8t8. — (1) An organization has the 
corporate characteristic of free transferability of interests if each of its members or those members owning substantially all of the interests in the organization have the power, without the consent of other 
members, to substitute for themselves in the same organization a per- son who is not a member of the organization. In order for this 
power of substitution to exist in the corporate sense, the member must be able, without the consent of other members, to confer upon his substitute all the attributes of his interest in the organization. Thus, the characteristic of free transferability of interests does not exist in a case in which each member can, without the consent of other 
members, assign only his right to share in profits but cannot so assign his rights to participate in the management of the organization. Furthermore, although the agreement provides for the transfer of a member's interest, there is no power of substitution and no free trans- ferability of interest if under local law a transfer of a member's interest results in the dissolution of the old organization and the formation of a new organization. 

(9) If each member of an organization can transfer his interest to a person who is not a member of the organization only after having o9'ered such interest to the other members at its fair market value, it will be recognized that a modified form of free transferability of in- terests exists. In determining the classification of an organization, the presence of this modified corporate characteristic will be accorded less significance than if such characteristic were present in an unmodified form. 
(f) Cro88 reference. — See paragraph (b) of $ 801. 7701 — 8 for the application to limited partnerships of the rules relating to corporate characteristics. 
(g) Encamp/e8. — The application of the rules described in this sec- 

tionmay be illustrated by the following examples: 
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Ez'czu&p/e (1). A group of seven doctors forms a clinic for the pur- 
pose of furnishing, for profit, medical and surgical services to the pub- 
lic. They each transfer assets to the clinic, and their agreement pro- 
vides that except upon complete liquidation of the organization on the 
vote of three-fourths of its rnenibers, no meniber has any individual 
interest in its assets. Their agreement, also provides that neither the 
death, insanity, bankruptcy, retirement, resignation, nor expulsion 
of a member shall cause the dissolution of the organization. Iinder 
the applicable local law, on the occurrence ot such an event, no inember 
has the power to dissolve the organization. The nianagn icnt of the 
clinic is vested exclusively in an executive committee of four members 
elected by all the members, and under the applicable local lawy no one 
acting without the authority of this committee has the power to bind 
the organization by his acts. 1Iembers of the clinic are personally 
liable for all debts oi, or claims against, the clinic. Every member has 
the right to transfer his interest to a doctor who is not a member of 
the organization, but he must first advise the organization of the pro- 
posed transfer and give it the opportunity on a vote of. the majority 
to purchase the interest at its fair market value. The organization 
has associates and an objective to carry on business and divide the gains 
therefrom. While it, does not have the corporate characteristics of 
limited liability, it cloes have the characteristics of centralized»ianage- 
ment, continuity of life, and a modified form of free traiisferability 
of interests. The organization will be classified as an association for 
all the purposes of the Internal Revenue Code. 

Examp/e (8). A group of seven doctors forms a clinic for the pur- 
pose of furnishing, for profit, medical and surgical services to the 
public. They each transfer assets to the clinic, ~and their agreement 
provides that except upon complete liquidation of the organization on 
the vote of three-fourths of its members, no member has any individual 
interest in its assets. Their agreement also provides that neitlier the 
death, insanity, bankruptcy, retirement, resignation, nor expulsion 
of a member shall cause the dissolution of the organization. Hoiv- 
ever, under the applicable local law, a member who withdraws does 
have the power to dissolve the orga'nization. While the agreement 
provides that the man;igement of the clinic is to be vested exclusively 
in an executive committee of four members elected by all the members, 
this provision is inefi'ective as against outsiders who had no notice of 
it; and, therefore, the act of any member within the scope of the or- 
ganization's business binds the organization insofar as such outsiders 
~are concernecl. While the agreement declares that each individual doc- 
tor alone is liable for acts of malpractice, members of the clinic are, 
nevertheless, personally liable for all debts of the clinic including 
claims based on malpractice. No member has tlie right, without the 
consent of a11 the otlier members, to transfer his interest to a doctor 
who is not a member of the clinic. The organization has associates and 
an objective to carry on business and divide the gains therefrom. 
however. it does not have the corporate characteristics of continuity 
of life, centralized management, limited li;ibility, and free transfer- 
ability of interests. Tlie organization will be classified as a partnei'- 
ship for all purposes of the Internal Revenue Code. 

Aaninple (3). A group of twenty-five lawyers forms an organiza- 
tion for the purpose of furnishing, for profit, legal services to the pub- 
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lic. Their agreement provides that the organization ivill dissolve upon 
the death, ins inity, bankruptcy, retirenient, or expulsion of a member. 
While their agreeinent provides that the mainagement of the organiza- 
tion is to be vested exclusively in an executive committee of five me»i- 
bers elected by all the members, this provision is ineRective as against 
outsiders who had no notice of it; and, therefore, the act of any 
niember within the scope of the organization's business binds the 
organization insofar as such outsiders~are concerned. Ilembers of the 
org;i»ization are personally liable for all debts, or claims against, the 
or~&nwiization. Xo member has the right, without the consent of all the 
otPier members, to transfer his interest to a lawyer who is not a member 
of the organization. The organization has associates and an objective 
to carry on business and divide the gains therefrom. However, the 
four corporate characteristics of limited liability, centralized manage- 
me»t, free transferability of interests, and continuity of life are ab- 
sent in this case. The organization will be classified as a. partnership 
for all purposes of the Internal Revenue Code. 

Examp/e ($). A group of tv enty-five persous forms an organiza- 
tion for the purpose of engaging in real estate investment activities. 
Each member has the power to dissolve the organization at any time. 
The management of the organization is vested exclusively in an ex- 
ecutive committee of five members elected by all the members, and 
under the applicable local law, no one acting without the authority 
of this committee has the power to bind the organization by his acts. 
Under the applicable local law, each member is personally liable for 
the obligations of the organization. Every member has tlie ri«ht to 
tra»sfer his interest to a, person who is not a member of the orga»i- 
zation, but he must first advise the organization of the proposed trans- 
fer and give it the opportunity on a vote of the majority to purchase 
the interest at its fair market value. The organization has associates 
and an objective to carry on business and divide the gains therefrom. 
While the organization does have the characteristics of centralized 
management and a modified form of free transferability of intei- 
ests, it does not have the corporate characteristics of continuity of 
life and limited liability. Under the circumstances presented, the or- 
ganization will be classified as a partnership for all purposes of the 
Internal Revenue Code. 

Example (8). A group of twenty-five persons forms an organiza- 
tion for the purpose of engaging in real estate investment activities. 
Under their agreement, the organization is to have a life of tive»ty 
years, and under the applicable local law, no member has the power 
to dissolve the organization prior to the expiration of that period. 
The management of the organization is vested exclusively in Mi ex- 
ecutive committee of five niembers elected by all the members, and 
under tlie applicable local law, no one acti»g without the authority 
of this committee has the power to bind the o~rganization by his acts. 
Under the applicable local law, each member is personally liable tor 
the obligations of the organization. Every member has tlie right, to 
transfer his interest to a~person ivho is not a member of the organi- 
zation, but he must first, advise the organization of the proposed tiii»s- 
fer and give it the opportunity on a vote. of t1ie majority to purcliase 
the interest, at its fair rnaiket value. The organization has associ- 
ates and an objective to carry on business a»d divide tlic g;iins there- 

as;&726' 61 28 
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from. While the organization does not have the corporate character- 
istic of limited hability, it does have cont 
management, and a modified form otfree transferability of interests. 
The organization will be classified as an association for all purposes of 
the Internal Revenue Code. 

Eaump/e (6). A group of twenty-five persons form an organiza- 
tion for purposes of' engaging in real estate investment activities. 
Each member has the power to dissolve the organization at any time. 
The management of the organization is vested exclusively in an execu- 
tive committee of five members elected by all the members, and under 
the applicable local laiv, no one acting without the authority of this 
committee has the power to bind. the organization by his acts. Under 
the applicable local law, the liability of eacli member for the obli- 
gations of the organization is limited to paid and subscribed capital. 
%very member has the right to transfer his interest to a person who 
is not, a member of the organization, but he inust first advise the or- 
ganization of the proposed transfer and give it the opportunity on 
a vote of the majority to purchase the interest at its fair market value. 
The organization has associates and an objective to carry on business 
and divide the gains therefrom. While the organization does not 
have the characteristic of continuity of life, it does have limited lia- 
bility, centralized management, and a modified form of free transfer- 
ability of interests. The organization will be classified as an asso- 
ciation for all purposes of the Internal Revenue Code. 

Example (7'). A group of twenty-five persons forms an organiza- 
tion for the purpose of investing in securities so as to educate the 
members in principles and techniques of investment practices and 
to share the income from such investments. 'Phile the agreement 
states that the organization will operate until terminated by a three- 
fourths vote of the total membership and will not, terminate upon the 
withdrawal or death of any member, under the applicable local law, a 
member has the power to dissolve the organization at any time. The 
business of the organization is carried on by the members at regular 
monthly meetings and buy or sell action may be taken only when 
voted by a majority of the organization's membership present. Elected 
ofiicers perform only ministerial functions such as presiding at, meet- 
ings anil carrying out the directions of the members. Members of the 
organization are personally liable for all debts of, or claims against 
the organization. No member may transfer his membership. Tlie 
organization has associates and an objective to carry on business and 
divide the gains therefrom. Ifowever, the organization does not 
have the corporate characteristics of limited liability, free transfer- 
ability of interests, continuity of life, and centralized management. 
The organization will be treated as a partnership for all purposes of 
the Internal Revenue Code. 

$ 801. 7701 — 3 PARTNERsJIIPS. — (a) In generaL — The term "partner- 
ship" is broader in scope than the common law meaning of pa. rtnership 
and may include groups not commonly called partnerships. Thus, the 
term "partnership" includes a syndicate, group, pool, joint venture, 
or other unincorporated organization through or by means of which 
any business, financial operation, or venture is carried on, and which 
is not a corporation or a trust or estate within the meaning of the 
Internal Revenue Code of 1%4. A joint undertaking merely to share 
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expenses is not a partnership. For example, if two or more persons 
jointly construct a rlitch merely to rlrain si&rface water from their 
properties, they are not. pait»ers. AIere co-o&vnership of property 
which is maintained, kept in repair, a»d renterl or leased does not 
constitute a partnership. For example, if an inrlivirl»al owner, or 
tenants in common, of f;» &n property lease it to a fi&rmer for a cash 
rental or a. shai e of the crops, they do not necessarily create a part»cr- 
shlp the&'pby. Tel&a&&ts »1 coll'1&lion, however& »lay be pal'tners &f tlley 
actively c;irry on a trade, business, fin;&ncial operation, or venture 
a»rl rlivide the profits thereof. For example, a partnership exists if 
co-owne&s of an apartment. building lease space and in additio» pro- 
& ide services to the occupants either di&iectly or through an agent. . 

(b) I&'»&ited partnership&. — (1) In eIenere&1. An organization 
ivhich qualifies as a limited partnership under State law may be 
classified for purposes of the Internal Revenue Code as an ordii&»iy 
partnership or as an association. Such a, limited partnership will 1&e 

treated. as an associ;&tio» if, applying the principles set fo&tl& i» 
$ 801. 7701 — '&, the organization more nearly resembles a corporation 
th:i» «» ordi»ary pi&, rtnership or other business entity. 

('&) Example, ~. — The principles of this paragraph may be illus- 
trated by the following examples: 

E~a»& pie (1) . Three individuals for&n an organization which qual i- 
fiies as;i li&nited partnership under the laws of~the State in which tlii 
organiz&tioii was formecl. The purpose of the organization is to 
acquire and operate various pieces of corn&nercial and other invest- 
ment property for profit. Each of the three individuals who;&rc 
oeneral partners invests $100, 000 in the enterprise. Five million dol- 
K&rs of additional capital is raised through contributions of $100, 000 
or more by e;« li of thirty limited partners. The three general part»ers 
are personally capable of assuming a substantial pait of the obliga- 
tions to be incurred by the organization. AVhile a limited part»er 
may;&ssign his right to receive a share of the profits and a return of 
his contribution, his assignee does not become a substituted limited 
partner except with the unanimous consent, of the general partners. 
The life of the organization as stated in the certificate is 20 years, 
but tl&e death, insanity, or retirement of a general partner prior to 
the expiration of the 20-yei&r period will dissolve the organizatio». 
The gn~eri&l partners have exclusive authority to manage the affairs 
of tlie orgi&»ization but can act only upon the una»imous consent of 
all of them. The organization has associates and an objective to 
carry on business and divide the gains therefrom, which characterize 
both partnerships and corporations. AVhile the organization has the 
corporate characteristic of centralized management since substmi- 
tially all of the interests in the organization are owned by the limited 
partners, it does not have the characteristics of continuity of life, 
free transferability of i»terests, or limited liability. The organiza- 
tion will be classified as a partne~rship for all purposes of the Inter»;&l 
Revenue Code. 

Encamp&'e ('&). Three individuals form an orga»ization whicl& qu;&1i- 
fie as a limited partnership under the laws of the State in which tl&e 
organization w;&s for»&ed. The purpose of the. org, &niz, &t&on is 1o 
acquire and operate vario»s pieces of commerci;il a»d other i»vest»&e»t 
property for profit. The certificate provides th;it tlie life of the or- 
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ganization is to be 40 years, unless a general partner dies, becomes 
insane, or retires during such period. On the occurrence of such 
death, insanity, or retirement, , the remaining general partners may 
continue the business of the partnership for the balance of the 40-year 
period under a right so to do stated in the certificate. Each of the 
three individuals who is a general partner invests $50, 000 in the enter- 
prise and has means to satisfy the business obligations of the organiza- 
tion to a substantial extent. Five million dollars of additional capital 
is raised through the sale of freely transferable interests in amounts 
of $10, 000 or less to limited partners. Nine hundred such interests 
are sold, The interests of the 900 limited partners are fully trans- 
ferable, that is, a transferee acquires all the attributes of the trans- 
feror's interest in the organization. The general partners have 
exclusive control over management of the business, their interests are 
not transferable, and their liability for debts of the organization is 
not limited to their capital contributions. The organization has as- 
sociates and an objective to carry on business and divide the gains 
therefrom. It does not have the corporate characteristics of limited 
liability and continuity of life. It has centralized management, how- 
ever, since the three general partners exercise exclusive control over 
the management of the business, and since substantially all of the 
interests in the organization are owned by the limited partners. 
While the interests of the general partners are not transferable, the 
transferability test of an association is met since substantially all of 
the interests rn the organization are represented by transferable in- 
terests. The organization will be classified as a partnership for all 
purposes of the Internal Revenue Code. 

(c) Par tnershi p es8oeiationa. — The laws of a number of States pro- 
vide for the formation of organizations commonly known as partner- 
ship associations. Such a partnership association will be treated. as 
an association if, applying the principles set forth in f 301. 7701 — 2 
the organization more nearly resembles a corporation than the other 
types of business entities. 

(d) Partner. — The term "partner" means a member of a 
partnership. 

$ 801. 7701 — 4 TRvsvs. — (a) Ordinary Busts. — In general, the term 
"trust" as used in the Internal Revenue Code refers to an arrange- 
ment created either by a will or by an inter vivos declaration whereby 
trustees take title to property for the purpose of protecting or con- 
serving it for the beneficiaries under the ordinary rules applied in 
chancery or probate courts. Usually the beneficiaries of such a trust 
do no more than accept the benefits thereof and are not the volun- 
tary planners or creators of the trust arrangement. However, the 
beneficiaries of such a trust may be the persons who create it and it 
will be recognized as a trust under the Internal Revenue Code if it 
was created for the purpose of protecting or conserving the trust 
propertv for beneficiaries who stand in the same relation to the trust 
as they would if the trust, had been created by others for them. 6en- 
erally speaking, an arrangement will be treated as a trust under the 
Internal Revenue Code if it can be shown that the purpose of the 
arrangement is to vest in trustees responsibility for the protection and 
conservation of property for beneficiaries who cannot share in the dis- 
charge of this responsibility and, therefore, are not associates in a 
joint enterprise for the conduct, of business for profit. 
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(b) Business trusts. — Tliere «re other «rrangenients which aie 
known as trusts because the leg«l title to propeity is conveyed to 
trustees for the benefit of benehciaries. but which «ie not, cl;issified 
as trusts for purposes of the Intern;il Revenue Code bec«»se tliey;ire 
not simply arr«ngements to protect or conserve the propeity for the 
beneficiaries. Tliese tiusts, which are often known as business or 
corn»iercial trusts, generally are ere«teel by the beneficiaries simply 
as a device to carry on a profit-making business ivhich normiilly would 
have been carried on through business organizations that are cl«ssi- 
fied as corporations or partnerships under the Internal Revenue Code. 
However, the fact that the corpus of the trust is not supplied by tlie 
beneficiaries is not sufiicient reasoii in itself for chissifying tlie;ir- 
rangement as an ordinary trust r«ther than as an association or part- 
nership. The fact that any organization is terhnically cast in the 
trust form, by conveying title to property to trustees for the beneht 
of persons designated as beneficiaries, will not change the real char- 
acter of the organization if, applying the principles set. fortli in 
$$ 801. 7701 — 2 and 301. 7701 — 3, the organization more nearly rase»ibles 
an association or a, partnership than i~trust. 

(c) Certain ~vestment trusts. — An "investment" trust of the type 
commonly known as a management trust is an association, ancl a. tr»; t 
of the type coinmonly known as a fixed investment trust is an associ;i- 
tion if there is power under the trust agreement to vary the invest- 
ment of the certificate holders. See Commz'zsioner v. cnorth Anieiiean 
Borid Trust (C. C. A. 2d 1041) 122 F. 2d 545, cert. denied, 314 U. S. 701. 
However, if there is no power under the trust agreemeiit to vary tlie 
investment of the certificate holders, such fixed investment trust shall 
be classified as a trust. 

(d) Liquidating trusts. — Cei'tain organizations which are com- 
monly known as liquidating trusts are treated as trusts for purposes of 
the Internal Revenue Code. An organization will be consiclerecl « 

liquidating trust if it is organized for the primary purpose of liquidat- 
ing and distributing the assets transferred to it, and if its activities 
are all reasonably necessary to, and consistent with, the accomplish- 
ment of that purpose. A liquidating trust is treated as a tr»st for 
purposes of the Internal Revenue Code because it is formed ivith the 
objective of liquidating particular assets and not as an organization 
having as its purpose the carrying on of a profit. -making business 
which normally would be conducted through business organizations 
classified as corporations or partnerships. However, if the liquicl«- 
tion is unreaso»«bly prolonged or if the liquidation purpose becomes 
so obscured by b»siness activities that the declared purpose of liquida- 
tion can be said to be lost, or abandoned, the status of the organization 
will no longer be that of a liquidating trust, . Bondholders' protective 
committees, voting trusts, and other agencies formed to protect the 
interests of security lioldei s during insolvency, bankruptcy, or corpo- 
rate reorganization proceedings are analogous to liquidating trusts but 
if subsequentlv utilized to further the control or profitable oper;itio» 
of a going business on ii permanent continuing basis, thev will lose 
their classification as trusts for purposes of the Internal Reve»ue Code. 

$ 301. 7701 — 5 DoMEsTIG) FOREIGNi REsIDENT, AND 5 ox» Es1 i) v N T 
PERsoNs. — A domestic corporation. is one orginizecl or ci e«ted in tlie 
United States, including only the St;ites (ancl duri»g tlie, pei iods 
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when not States, the Territories of Alaska and Hawaii), and the Dis- 
trict of Columbia, or under the law of the United States or of any 
State or Territory. A. foreign corporation is one which is not domes- 
tic. A domestic coiyoratioii is a resident corporation even though 
it, does no business and owns no property in the United States. A 
foreign corporation engaged in trade or business within the United 
States is referred to in tlie regulations in this chapter as a resident 
foreign corporation, and a foreign corporation not engaged in trade 
or business within tlie United States, as a nonresident foreign corpo- 
ration. A partnership engaged in trade or business within the United 
States is referred to in the regulations in this chapter as a resident 
partnership, and a partnership not engaged in trade or business 
within the United States, as a nonresident partnership. Whether a 
partnership is to be regarded as resident or nonresident is not deter- 
mined by the nationality or residence of its members or by tlie place 
in which it was created or organized. The term "nonresident alien", 
as used in the regulations in this chapter, includes a nonresident alien 
individual and a nonresident alien fiduciary. 

$ 301. 7701 — 6 FIDUOIARY. — "Fiduciary" is a term which applies to 
pei~ons who occupy positions of peculiar confidence toward others, 
such as trustees, executors, and administrators. A Muciary is a 
person who holds in trust an estate to which another has the beneficial 
title or in which another has a beneficial interest, or receives and con- 
trols income of another, as in the case of receivers. A committee or 
guardian of the property of an incompetent person is a Muciary. 

$ 801. 7701 — 7 FIDUcIARY DIsTINGUIsHED FRCM AGENT. — Tliere may 
be a fiduciary relat, ionship between an agent and a principal, but the 
word "agent" does not denote a Muciary. An agent having entire 
charge of property, with authority to effect and execute leases with 
tenants entirely on his own responsibility and without consulting his 
principal, merely turning over the net profits from the property peri- 
odically' to his principal by virtue of authority conferred upon him by 
a power of attorney, is not a fiduciary within the meaning of the In- 
ternal Revenue Code. In cases where no legal timist has been created 
in the estate controlled by the agent and a, ttorney, tlie liability to make 
a return rests with. the principal, 

$ 801. 7701 — 8 MII ITARY OR NAVAL FORCES AND ARMED FORCES OF THE 
UNITED STATEs. — The term "military or naval forces of the United 
States" and the term "Armed Forces of the United States" each in- 
cludes all regular and reserve components of the uniformed services 
which are subject, to the jui isdiction of the Secretary of Defense, the 
Secretary of the Arniy, the Secretary of the Navy, or the Secretary of 
the Air I&'Cree. The terms also include the Coast Guard. The mem- 
bers of such forces inchide commissioned olficers and the personnel 
below the grade of commissioned Ofhcer in such forces. 

$ 801. 7701 — 0 SEURETARY oR HIs DELEGATE. — (a) The term "Secre- 
tary or his delegate" means the Secretary of the Treasury, or anv 
ofiicer, employee, or agency of the Trea, sury Department duly. author- 
ized by the Secretaire (directly, or indirectly by one or more redelega- 
tions of authority) to perform the, function mentioned or described 
in the context, and the term "or his delegate" when used in connectio~ 
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w ith aiiy other oKcial of the United States shall be similarly con- 
strued. 

(b) In any case in which a function is vestecl by the Internal 
Revenue Code of 1954 or any other statute in the Secreta, ry or his 
dele~ate, and Treasury regulations or Treasury clecisions approved by 
the ecretary or his delegate provide that such function may be per- 
formecl by the Commissioner, assistant commissioner& regional com- 
missioner, assistant regional commissioner, district director, or by a 
clesignated oScer or employee in the once of any such ofFicer, sucli 
provision in the regulations or Treasury decision shall constitute a 
delegation by the Secretary of the authority to perform such function 
to the designated oflicer or employee. If such authority is delegated 
to any ofhcer or employee performing services under the supervision 
and control of the Commissioner, sucli provision in the regulations 
or Treasury decision shall constitute a delegation by the Secretary to 
the Commissioner of the authority to perform such function and a 
redelegation thereof by the Commissioner to the designated officer 
or employee. 

(c) A. n oflicer or employee, including the Commissioner, authorized 
by regulations or Treasury decision to perform a function shall have 
authority to redelegate the performance of such function to any 
oScer or employee perfoiming services uncler his supervision and con- 
trol, unless such power to so redelegate is prohibitecl or restricted by 
proper order or directive. The Coimnissioner may also redelegate 
authority to perform such function to oi. her ofiicers or eniployees 
under his supervision ancl control and, to the extent he deems proper, 
ma authorize further redelegation of such authority. 

d) The Commissioner may prescribe such limit itions as he cleems 
proper on the extent, to which any officer or employee under his super- 
vision;ind control shall pei form any such function, but, in the case 
of an oifice or employee designated in regula[ ions or Treasury de- 
cision as authorized to perform such function, such limitations shall 
not render invalid any perfonnance by such ofiicer or einployee of 
the function which, except for such limitations, such ofhcer or em- 
ployee is authorized to perform by such regaslations or Treasury 
decision in effect at the time the function is performed. 

$301. 7701 — 10 DIsTRIcT DIREcTOR. — The term "clistrict director" 
mea, ns the district director of internal revenue for an intenial revenue 
district. The term also includes the Director of International Opera- 
tions. 

$ 301. 7701 — 11 OTHER TERMs. — Any terms which are defined in 
section 7701 ancl which are not defined in $$ 301. 7701 — 1 through 
301. 7701 — 10 shall, when usecl in this chapter, have the meanings 
assigned to them in section 7701. 

DANA IiATIIAM& 
Commissioner of Interna/ revenue. 

Approved November 14, 1060. 
FRED C. SCRIBNER) JR. . 

Acting 8ecnetar y of the Treasury. 

(Filed by the Division of the Federal Register on Novnuber I:i, 1000, 1:00 p. ni. , 
and published in the issne of the Federal Register for Noven~ber 17, 1000, 
2. & F. R. 10MB) 
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CHAPTER 80. — GENERAL RULES 

SUBCHAPTER A. — APPLICATION OF INTERNAL REVENUE LAWS 

SECTION 7805. — RULES AND REGULATIONS 

Restricted stock option agreements which contain a provision for 
a price redetermination by the Commissioner for qualification. See 
Rev. Rul. 60 — 949, page 158. 



PART II 
RULINGS ANB BECISIONS UNBER THE INTER- 

NAL REVENUE COBE OF 1939, ANB OTHER 
PUBLIC LAWS 

SUBPART A. — RULINGS AND DECISIONS UNDER THE 
INTERNAL REVENUE CODE OF 1939 

Rulings and decisions published in Pal% II. Subpart A, of the in- 
ternal Revenue Bulletin. are based on. the apphcations of ptovisions of 
the Internal Revenue Code of 1030 and unless otherivise noted thet ein 
are published ~vithout, consideration to any application of the pro- 
visions of the Internal Revenue Code of 1054, or other publi& la&vs. 

SUBTITLE A. — TAXES SUBJECT TO THE JURISDICTION 
OF THE BOARD OF TAX APPEALS 

CHAPTER I. — INCOME TAX 

SUBCHAPTER B. — GENERAL PROVISIO'. && S 

PART II. — COMPUTATION OF NET INCOME 

SECTION 22(a). — GROSS INCOME: GENERAL DEFINITION 

REGULATIONs 1 1 8& SEGTION 39 22 ( a ) 1 8+at 
included in gross income. 

Interest accruing after acquisition of interest-bearing bonds pur. — 

clrased 'flat. " See Rev. Rul. 60 — 284, page 464. 

W~ether a, Motor Carrier Clainls Commission aivard constitutes 
ordinary rental income or a capital gain from the involuntary conver- 
sion of a capital asset. See Ct. D. 1853, page 466. 

REGULATIoNs 118, SEcTION 80. 22(a) — 15: 
Acquisition or disposition by a corpora- 
tion of its oavn capital stock. 

Rev, Rul. 60 — 328 

AVhere the acquisition an(1 disposition of treasury stock by a 
corporation is limited to a mholly intracorporate purpose with no 
element of speculation or gain envisioned, it doe n&&t «&nstitute 

(427) 



Regs. 118, $ 39. 22(a) — ] 5. ] 428 

dealing by the corporation in its own shares as it might deal in the 
shares of another corporation within the meaning of section 
39. 22(a) — 16 of Regulations 118. No taxable gain will be realized 
from the sales thereof. 

G. C. AI, 16661, C. B. XV — 2, 130 (1936), revoked. 

In view of the decision in Unitect States v. Anderson Clayton ck Co. , 
350 U. S. 55, Ct. D. 1788, C. B. 1955 — 2, 524, reconsideration has been 
given to G. C. M. 16651, C. B. XV — 2, 180 (1936), with respect to the 
treatment afForded the acquisition and disposition by a corporation of 
its own capital stock (treasury stock) under section 89. 22(a) — 15 of 
Regulations 118. 

G. C. M. 16651, supra, held that the gain derived by a corporation 
through the sale of its stock to its employees under a stock purchase 
plan, the stock having been acquired by the corporation in the open 
market to provide shares of stock for the plan, constitutes taxable 
income under section 22(a) of the Internal Revenue Code of 1939. 

Under the provisions of section 1032(a) of the Internal Revenue 
Code of 1954, the issue involved in G. C. M. 16651, supra, and the 
Anderson ( 'tay~ton ck Co. , decision is made moot for taxable years be- 
ginning after December 31, 1953, and ending after August 16, 1954. 

In the light of the decision in the Ancterson Clayton ck Co. , case, 
nonacquiescences in the following cases are withdrawn and acqui- 
escences are substituted: P1, oui'ns Burdict A'unter Company v. Com- 
missioner, 9 T. C. 169, nonacquiescence C. B. 1948 ly 4 j Batten, Barton, 
Durstine cf Osborn. Inc. v. Commissioner, 9 T. C. 448, nonacquiescence 
C. B. 1948 — 1, 4; H. W. Porter c(; Company v. Commis sioner, 14 T. C. 
307, nonacquiescence C. B. 1950 — 1, 7; The Timken-Detroit Axle Com- 
pany v. Commissioner. 21 T. C. 769, nonacquiescence C. B. 1954 — 2, 6. 
See page 3, this Bulletin. 

G. C. M. 16651, C. B. XV — 2, lo0 (1M6), is revoked. 

SECTION 22 (b) . — GROSS INCOME: EXCLUSION FROM 
GROSS INCOME 

REGULATIoNs 111, SEGTIoN 29. 22 (b) (8) — 1: Gifts 
and bequests. 

Ct. D. 1850 

INCOME TAX — INTERNAL REVENUE CODE OF 1999 — DECISION OF COURT 

1. GRoss INcoME — CCMPENsATIGN vs. GIFT — AUTCMCRILE REOEIvED 
FROM BUSINESS FRIEND — GRATUITY To CORPORATE OFFICER— 
TEST FOR DETERMINING WHEN TRANSFERS IS GIFT. 

Whether a transfer is an excludable gift or taxable compensa- 
tion is a question of fact to be determined by the trier of fact. 
The proper criterion for making such determination is one that 
inquires what the basic reason for the transferor's conduct was in 
fact — the dominant reason that explains his action in making the 
transfer. This is not to be measured by a specifi test for deter- 
mining when a transfer is a gift, as urged by the Government, 
but is to be "based ultimately on the application of the fact-finding 
tribunal's experience with the mainsprings of human conduct to the 
totalitv of the facts of each case. " Thus: 

(1) In the Duberstein case the Court holds that the Tax Court 
Ivas warranted in concluding that the transfer of a Cadillac auto- 
mobile to taxpayer by a corporation to which he had gratuitously 
furnished names of potential customers was a recompense for past 
services or an inducement to be of further service in the future 
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rather than a gift. The Supreuie C&&urt of the I:nited States c&»ild 
not si&y with the Court of Appeal, for the Six(h ("ircuit tlrat such 
a co»elusion on the Tax Court's part ivas 'mere s»spiciou. " 

(2) In the Stanto&i ease, the District Court's simple and unelabo- 
rated finding that a 'gratuity" a&var&led a corp&&r&&te ofhcer on his 
voluntary retirement vv(is a nontaxable gift is ina(lequate au&i 
further proceedings are required looking toirard nev& and adequate 
fi&ndi»g of fact. 

2. Judgement of 1. 'nited Sta(es Court of Appeals for Sixth Circuit, 
2(l & I'ed. (2d) 2(i, reversed: judge»&ent of the 1:uited St;iten Court 
of Appeals for the Sec&&nd Circuit, 26S Fed. (Sd) 72&, vacated and 
case remanded. 

SUPREI(L CoURT OF TIIE 1. SITED ST aTEs 

Con&n&iss(o»e& of Intern&al Re&T»ne, petitioner v. Jfose Dnl&e&stein, et al. 
On writ of certiorari to the United States Court of Appeals for the Sixth Circuit 

Aide» D. Stanton, et al. , petitio»e&s v. Unite&( States of In&e&(ca 

On writ of certiorari to the United States Court of Appeals for the Second Circuit 

[June 18, 1060] 

AIR. JUsTIUE BRExx ~N delirered the opiuion of the Court. 
These two cases concern the provision of the Internal Revenue Code which 

excludes from the gross income of au income taxpayer "the value of property 
acquired bv gift. "' Thev pose the frequently recurreut question whether a 
specific trausfer to a taxpayer in fact amouuted to a "gift" to him within the 
meaning of the statute. The importance to decision of the facts of the cases 
req»ires that we state them in some det&iil. 

No. 876, Corn»&issione& v. Dnberstein. The taxpayer, Dubersteiu, was presi- 
dent of the Duberstein Iron 8: . (Ietal Company, a corporation with headquarters 
in Dayton, Ohio. For some years the taxpayer's company had done business 
with Mohawk %fetal Corporation, whose headquarters were in Xe&v York Citr. 
The president of (Iohawk was oue Bermau. The taxpayer and Berman had 
generally used the telephone to transact their companies' business with each 
other, which consisted of buying and selling metals. The taxpayer testified 
vvithout elaboration, that he knew Berman "personally" and had known him 
for about seven rears, From time to time in their telephone conversation. -, 
Berman ~ould ask Dubersteiu whether the latter knew of potential customer. - 

for some of 5Iohawk's products in which Duberstein's compauy itself wa, not 
interested. Duberstein provided the uauies of potential customers for these 
items. 

One day in 19ol Berman telephoned Duberstein and said that the information 
Duberstein had given hi»i had proved so helpful that he wanted to give the 
latter a present. Duberstein stated that Berman orred him nothing. Ber»&an 
said that he had a Cadillac as a gift for Duberstein, and that the latter should 
send to New York for it; Berman iusisted that Dubersteiu accept the car, and 
the latter finally did so, protesting however that he had not intended to be cou&- 
pensated for the information. At the time Dubersteiu already had a Cadillac 
aud an Oldsmobile, and felt that he did not need another car. Duberstein testi- 
fied that he did not think Berman would have sent him the Cadillac if he had 
not furnished him with information about the customers. It appeared that 
1&lohawk later deducted the value of the Cadillac as a busiue. s expense on its 
corporate income tax returu. 

Duberstein did not include the value of the Cadillac in gross income for 1001, 
deeming it a gift. The Comniissioner asserted a deficiency for the car's value 
against him, and in proceedin, s to review the deficiencv the Tax Court affirmetl 
the Couimissioner's determination. It said that "The record is significautly 
barren of evidence revealing any intention on the part of the pavor to make a 
gift. s * * The only justifiable inference is that the autoniobile was intended 

' The operative provision iu the cases at bar is sec. 22(b) (3) of the 1&)3&) Internal Reve- 
nue Code. The corresponding provision of the present Code is sec. 102(a&. ' In both cases the husband &vill be referred to as the taxpayer althou„h his &rife joined 
with him in joint tax returns. 
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by the payor to be remuneration for services rendered to it by Duberstein. " 
Court of Appeals for the Sixth Circuit reversed. 265 F. 2d 28. 

No. 546, Stantott v. Vttttecl St«tes. The taxpayer Stanton had been for apprpxi 
inately 10 years in the emplov of Trinity Church in New York City. He ivas 
comptroller of the Church corporation, and president of a corporation the church 
set up as a fully owned subsidiary, Trinity Operating Company, to manage its 
real estate holdings, which were more extensive than simply the church property. 
His salary by the end of his eniployment there in 1942 amounted to $22, 500 a 
year. Eftective November 80, 1942, he resigned from both positions to go intp 
business for himself. The Operating Company's directors, who seem to have 
included the rector and vestryinen of the church passed the follov. ing resolutipn 
upon his resignation: "Be it resolved that in appreciation of the services ren- 
dered by Mr. Stanton. . . a gratuity is herebv awarded to him of Twenty 
Thousand Dollars, payable to him in equal installments of Two Thousand Dpllars 
at the end of each and every month commencing with the inonth of December, 
1942; provided that, with the discontinuance of his services, the Corporation of 
Trinity Church is released from all rights and claims to pension and retirement 
benefits not already accrued up to November 80, 1942. " 

The Operating Company's action was later explained by one of its directors as 
based on the fact that, "Mr. Stanton ivas liked by all of the Vestry personally, 
He had a pleasing personality. IIe had come in when Trinity's affairs were in 
a difficult situation. He did a splendid piece of work, we felt. Besides that 
* * * he was liked by all of the members of the Vestry personally. " And by 
another: "[W]e were all unanimous in wishing to make Mr. Stanton a gift, 
Mr. Stanton had loyally and faithfully served Trinity in a very &litficult time. 
We thought of him in the highest regard. We understood that he was going in 
business for himself. We felt that he was entitled to that evidence of good will. " 

On the other hand, there was a suggestion of some ill-feeling between Stanton 
and the directors, arising out of the recent termination of the services of one 
IVatkins, the Operating Company's treasurer, whose departure was evidently 
attended by some acrimony. At a special board meeting on October 28, 1942, 
Stanton had intervened on Watkins' side and asked reconsideration of the matter. 
The minutes reiiect that "resentment was expressed as to the 'presumptuous' 
suggestion that the action of the Board, taken after long deliberation, should be 
changed. " The Board adhered to its determination that Watkins be separated 
from employment, giving him an opportunity to resign rather than be discharged. 
At another special meeting two days later it was revealed that tVatkins had 
not resigned; the previous resolution termina. ting his services was then viewed 
as effective; and the Board voted the payment of six months' salary to % atkins 
in a resolution similar to that quoted in regard to Stanton, but which did not 
use the term "gratuity. " At the meeting, Stanton announced that in order to 
avoid any such embarrassment or question at any time as to his willingness to 
resign if the Board desired, he was tendering his resignation. It vas tabled, 
though not without dissent. The next week, on November 5, at another special 
meeting, Stanton again tendered his resignation v. hich this time was accepted. 

The "gratuity" was duly paid. So ivas a smaller one to Stanton's (and the 
Operating Company's) secretary, under a similar resolution, upon her resigna- 
tion at the same time. The two corporations shared the expense of the pav- 
ments. There was undisputed testimony that there were in fact np enforceable 
rights or claims to pension and retirement benefits which had not accrued at the 
time of the taxpayer's resignation, and that the last proviso of the resolution 
was inserted simply out of an abundance of caution. The taxpayer received in 
cash a refund of his contributions to the retirement plans, and there is no 
suggestion that he was entitled to more. He was required to perform no further 
services for Trinity after his resignation. 

The Commissioner asserted a deficiency against the taxpayer after the latter 
had failed to include the payments in question in gross income. After payment 
of the deficiency aml administrative rejection of a refund claim, the taxpayer 
sued the United States for a refund in the District Court for the Eastern District 
of New York. The trial judge, sifting without a jury, made the simple finding 
that the payments were a "gift, " ' and judgment was entered for the taxpayer 
The Court of Appeals for the Second Circuit reversed. 268 F. 2d 727. 

The Government, urging that clariiication of the problem typified by these two 
cases was necessary, anil that the approaches taken by the Courts of Appeals 
for the Second and the Sixth Circuits were in confiict, petitioned for certiorari 

' See note 14, infr« 
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in Xo. 376, and acquiesced in the taxpayer's petition iu Xo. 5&16. On this basis, 
and because of the importance of the question in the arlmiuistratiou of the income 
tax laws, we granted certiorari in both cases. 361 U. S. 923. 

The exclusion of property acquired by gift from gross iucome umler the federal 
incorue tax 1&»vs was made in the first income tax statute' passed under the 
authority of the Sixteenth Amendment, and has been a feature of the income 
tax statutes ever since. The meaning of the term "gift" as applied to particular 
transfers has ahvays been a matter of contention, ' Specific and illuminati» ~ 

legislative history on the point does not appear to exist. Analogies and in- 
ferences drawn from other revenue provisions, such as the estaie aud gift taxes, 
are dubious. See Loci ard v. Co»&»&issiol&er, 166 I&'. 2d 409. The meaning of the 
statutory tenn has been shaped largely by the decisional law. With this, vve 
turn to the contentions made by the Government in these cases, 

I'i& st. The Government suggests that we promulgate a nerv "test" in this area 
to serve as a standard to be applied bv the loiver courts anil by the Tax Court 
in dealiug ivith the numerous cases that arise. ' We reject this invitatiou. XVe 
are of the opinion that the governing principles are uecessarilr general and have 
already been spelled out in the opinions of this Court, and that the problem is 
one which, under the present statutory framework, does not lend itself to any 
more definitive statement that would produce a talisman for the solutiou ot' 

concrete cases. The cases at bar are fair examples of the settiu 's iu which the 
problem usually arises. They preseut situations in which payments have beeu 
made in a context with business overtones — an employer niaking a payment to a 
retiring employee; a businessman giving something ot' value to another business- 
man who has been of advantage to birn in his business. Iu this context, ive 
review the law as established bv the prior cases here. 

The course of decision here makes it plain that the statute does not use the 
term "gift" in the common-law sense, but in a more colloquial sense, This Court 
has indicated that a voluntary executed transfer of his property by one to 
another, without any cousideration or compensation therefor, though a common- 
law gift, is not necessarily a "gift" within the meauing of the statute. For the 
Court has shown that the mere absence of a legal or moral obligation to make 
such a payment does not establish that it is a gift. Otd Colong Trrtst Co. v. Com- 
tnissioner, 279 U. S. 716, 730 [Ct. D. 80, C. B. VIII — 2, 222 (1929) ]. And, im- 
portantly, if the payment proceeds primarily from "the constraining force of 
any moral or legal duty, " or from "the incentive of anticipated benefit" of an 
economic nature, Bogardus v. Commissioner, 302 U. S. 34, 41 [Ct. D. 1281, C. B. 
1937 — 2, 258], it is not a gift. And, converselv, "[w]here the paymeut is iu 
return for services rendered, it is irrelevaut that the donor derives no eco- 
nomic benefit from it. " Robertson v. United States, 343 U. S. 711, 714. ' A gift 
in the statutory sense, on the other hanrl, proceeds from a "detached and disin- 
terested generosity, " Commissioner v. LoB»c, 351 U. S. 243, 246& [Ct. D. 1798, 
C. B. 1956 — 2, 967]; "out of affection, respect, admiration, charity or like im- 
pulses. " Robertson. v. United States, supra, at 714. Anil in this regard, the 
most critical consideration, as the Corrrt v as agreed in the leading case here, is 
the transferor's "intention. " Bogurdns v. Co»l»&issioner, 302 U. S. 34, 43 [Ct. D. 
1281, C. B. 1937 — 2, 258]. "What controls is the intention &vith which payment, 
however voluntary, has been made. " Id. , at 45 (dissenting opinion). ' 

The Government says that this "intention" of the transferor cannot mean 
what the cases on the common-law concept of gift call "donative inteut. " With 
that we are in agreement, for our decisions fully support this. Moreover, the 
Bogardns case itself makes it plain that the donor's characterization of his action 

' 
&& II. B. , c. 16, 3S Stat. 167. 

s The first ease of the Board of Tax Appeals orilcially reported in fact deals with the 
problem. Porrott v. Co»&o&issioue&, I B. T. A. 1. 

"The Government's proposed test is stated: "Gifts should be defined as transfers of 
property made for personal as distinguished from business reasons. " 

'The cases including "tips" in gross income are classic exaruples of this. See, e. g. , 
Roberts v. Co&nn&issioner, 176 F. 2d 221. 

s The parts of the Bogonl»s opinion which we touch ou here are the ones we take to be 
basic to its holding, and the ones that we read as stating those governing principles which 
it establishes. As to them we see little distinction between the views of the Court and 
those taken in dissent in Bogordus. The fear expressed by the dissent at 362 U. S. , at 44, 
that the prevailing opinion "seems" to hold "that every payment whi&h in any aspect is a 
gift is * * * relieved of any tax" strikes us now as going beyond &vhat the opinion of 
the Court held in fact. In any event, the Court's opinion in Bogor&las does not seem to 
have been so interpreted afterwards. The principal diderence, as &ve see it. between the 
Court's opinion and the dissent lies in the weight to be iven the findings of the trier of 
tact. 
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is riot determinative — that there must be an objective inquiry as to whether 
what is called a gift amounts to it in reality. 302 U. S. , at 40. It scarcely needs 
adding that the parties' expectations or hopes as to the tax treatment of their 
conduct in themselves have nothing to do with the matter. 

It is suggested that the Bogardus criterion would be more apt if rephrased in 
terins of "motive" rather than "intention. " We must confess to some skepticism 
as to whether such a verbal mutation would be of any practical consequence. 
We i. ake it that the proper criteriou, established by decision here, is one that 
inquires what the basic reason for his conduct was in fact — the dominant reason 
that explains his action in making the transfer. Further than that we do not 
think it profitable to go. 

Second. , The Government's proposed "test, " while apparently simple and 
precise in its formulation, depends frankly on a set of "principles" or "presump 
tions" derived from the decided cases, and concededly subject to various excep- 
tions; and it involves various corollaries, which add to its detail. Were we to 
promulgate this test as a matter of law, and accept with it its various presupposi- 
tions and stated consequences, we would be passing far beyond the requirements 
of the cases before us, and would be painting on a large canvas with indeed a 
broad brush. The Governnient derives its test from such propositions as the 
following: That payments by an employer to an employee, even though voluntary, 
ought, by and large, to be taxable; That the concept of a gift is inconsistent 
with a payment's being a decluctible business expense; That a gift involves "per- 
sonal" elements; That a business corporation cannot properly make a gift of its 
assets. The Government admits that there are exceptions and qualifications 
to these propositions. We think, to the extent they are correct, that these 
propositions are not principles of law but rather maxims of experience that the 
tribunals which have tried the facts of cases in this area have enunciated in 
explaining their factual determinations. Some of them simply represent truisms: 
it doubtless is, statistically speaking, the exceptional payment by an employer 
to an employee that amounts to a gift. Others are overstatements of possible 
evidentiary inferences relevant to a factual determination onthe totality of cir- 
cumstances in the case: it is doubtless relevant to the over-all inference that the 
transferor treats a payment as a business deduction, or that the transferor is a 
corporate entity. But these inferences cannot be stated in absolute terms. 
Xeither factor is a. shibboleth. The taxing statute does not make nondeductibility 
by the transferor a condition on the "gift" exclusion; nor does it draw any 
distinction, in terms, between trausfers by corporations and individuals, as to the 
availabilitv of the "gift" exclusion to the transferee. The conclusion ivhether a 
transfer amounts to a "gift" is oue that must be reached on consideration of all 
the factors. 

Specifically, the trier of fact must be careful not to allow trial of the issue 
whether the receipt of a specific payment is a gift to turn into a trial of the tax 
liability, or of the propriety, as a matter of fiduciary or corporate lair, attaching 
to the conduct of someone else. The major corollary to the Government's 
suggested "test" is that, as an ordinary matter, a payment by a corporation can- 
not be a gift, and, more specifically, there can be no such thing as a "gift" made 
by a corporation which would allow it to take a deduction for an ordinary and 
necessary business expense. As we have said, we find no basis for such a 
conclusion in the statute; and if it were applied as a determinative rule of "law, " 
it would force the tribunals trying tax cases involving the donee's liability into 
elaborate inquiries into the local law of corporations or into the peripheral 
deductibility of payments as business expenses. The former issue might make 
the tax tribunals the most frequent investigators of an important and diificult 
issue of the laws of the several States, and the latter inquiry would summon 
one difficult and delicate problem of federal tax law as an aid to the solution 
of another. ' Or perhaps there would be required a trial of the vexed issue 
whether there was a "constructive" distribution of corporate property, for income 
tax purposes, to the corporate agents who had sponsored the transfer. " These 
considerations, also, reinforce us in our conclusion that while the principles 
urged by the Governinent may, in nonabsolute form as crystallizations of experi- 

s Justice Cardozo once described in memorable language the inquiry into whether an 
expense was un "ordinary and necessary" one of a business: "One struggles in vain for 
any verbal formula that will supply a ready touchstone. The standard set up by the 
statute is not a rule of law; it is rather a way of life. Life in all its fullness must supply 
the answer to the riddle. " Welch v. Heiveiv'ng, 290 U. S. 111, 115 [Ct. D. 755, C. B. 
X II 2, 112 (1933) l. The same comment well fits the issue in the cases at bar. 

w Cf. , e. p. , Nelson v. Commissioner, 203 F. 2d 1. 
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ence, prove persuasive to the trier of facts in a particular case, neither they, nor 
any more detailed statemeut thnn has beni niadc, cnn be laid dov;n as a »&atter 
of laiv. 

Tf&ird. Decision of issue presented in these cases must be based ultimately 
on the application of the fact-tin&ling tribunal's experience with the mainsprings 
of hiuunn conduct to the totality of the facts of each case, The nontc&hnical 
nature of the statutory standard, the close relationship of it to the data of 
practical liuman experience, an&1 the multiplicity of relevant factual elements, 
ivith their various combinations, creating the necessity of ascribing the proper 
force to each, confirm us in our conclusion that primary iveight in this area must 
be given to the conclusions of the trier of fact. Baker v. Texas d Pacif&c B. Co. , 
359 U. S. "'7; Co&»&»issio&ie& v. Ifei»i»ger. 320 U. S. 467, 47o [Ct. D. 1506, C. B. 
1044, 484]; IJ&iited States v. Setto&a Cab Co. , 338 U. S. 338, 341; Bogardas v. 
Cn»&»iissionrr, supra, at 45 (dissenting opinion). " 

This couclusion may not satisfy an academic desire for tidiness, symmetry 
and precision iu this area, any more than a system based on the determinations 
of various fact-finders ordinarily does. But we see it as implicit in the present 
statutory treatment of the exclusion for gifts, and iu the variety of forums in 
ivhich federal income tax cases can be tried. If there is fear of undue un- 
certniuty or overniuch litigation, Con mess may maire more precise its treatment 
of the matter by singling out certain factors and making them deterininative 
of the matter, as it has doue in one field of the "gift" exclusion's former applica- 
tion, thnt of prizes and awards. Doubtless diversity of result will tend to be 
lessened somewhat since federal income tax decisions, even those in tribunals 
of first instance turning on issues of fact, tend to be reported, and since there 
mav be a natural tendency of professional triers of fact to folloiv one another' s 
determinations, even as to factual matters. But the question here remains 
basically one of fact, for determination on a case-by-case basis. 

Oue consequence of this is that appellate revieiv of determinations in this 
held must be quite restricted. Where a jury has tried the matter upon correct 
instructions, the only inquiry is ivhetlier it cannot be said that reasonable men 
could reach differing conclusions on the issue. B&iker v. Te~&rs &f. Pacific R. Co. , 
supra, at 228. Where the trial has been by a judge ivithout a jury, the judge' s 
findings must stand unless "clearly erroneous. " Fed. Rules Civ. Proc„52(a). 
"A iinding is 'clearly erroneous' ivhen although there is evidence to support 
it, the reveiwing court on the entire evidence is left ivith the definite and firru 
conviction that a mistake has been committed. " United, States v. United States 
Gyps»m Co. , 333 U. S. 364, 395. The rule itself applies also to factual inferences 
from uudispute&1 basic facts, id. , nt 304, as will on iuanv occnsions be presented 
in this area. Cf. Graver Tank &8 &Iffg. Co. v. Li»de Ai&. P&oducts Co. , 339 U. 8. 
605, 609 — 610. And Con iess has in the most explicit terms attached the identical 
weight to the findings of the Tax Court. I. R. C. , section 7482(a). " 

"In Bogardus, the Court was divided 5 to 4 as to the scope of review to be extended 
the fact-finde's determination as to a specific receipt, in a context like that of the in- 
stant cases. The majority held that such a determination was "a conclusion of law or at 
least a determination of a mixed question of law aud fact. " 802 U, S. , at 39. This for- 
mulatiou it took as justifying it in assuming a fairly broad standard of review. The 
dissent took a contrary view. The approach of this part of the Court's ruling in Bogardus, 
vihicb we think was the only part on which there was real division among the Court, see 
note 8, supra, has uot been afiorded subsequent respect here. Iu He(singer, a question 
presenting at the most elements no more factual aud untechnical tliau those here — that 
of the "ordinary aud necessary" nature of a business expense — was treated as one of fact. 
Cf. note 9, supra. And in Dobsoii v. Comm(ssioner, 820 U. S. 489, 498, u. 22, Bogardus 
was adversely criticized, insofar as it treated the matter as reviewable as one of law. 
While Dobson is, of course, uo longer the law insofar as it ordains a greater weight to be 
attached to the findings of the Tax Court than to those of any other fact-finder in a tax 
litigation, see note 18, i»fra, we think its critieisui of this point in the Bogardus opinion 
is sound in view of the dominant importance of factual inquiry to decision of these cases, » I. R. C. , see. 74, which is a provision new with the 1954 Code. Previously, there had 
been holdings that such receipts as the "Pot O'Gold" radio giveaway, Was&&burn v. Co»&- 
missioner, 5 T. C. 1338, aud the Ross Essay Prize, . VcDe& u&ott v, Coiiiniissioner, 80 U. S. 
App. D. C. 176, 1&50 F. 2d 585, were "gifts. " Congress intended to obviate such rulin . -. 
S. Rep. No. 1622, 83d Cong. 2d Sess. , p. 178. We imply uo approval of those ho)diugs 
under the general standard of the "gift" exclusion. Cf. Robertson v. United States, supra. » The United States Courts of Appeals shall have exclusive jurisdiction to review the 
decisions of the Tax Court * * * in the same manner aud to the same extent as decisions 
of the district courts in civil actions tried without a jury s s *" The last words first 
came into the statute through an ameudmeut to see. 1141(a) of the 1989 Code in 1948 
(I 86 of the Judicial Code Act, 62 Stat. 991). The purpose of the 1948 legislatiou was 
to remove from the law the favored position (iu comparison with District Court aud Court 
of Claims rulings in tax matters) enjoyed by the Tax Court under this Court's ruling in 
Dobson v. Cou&anise(oner, 320 U. S, 489. Cf. note 11, supra. Sec Grace Bros. , Inc. , v. 
Coinniisuioiier, 173 F. 2d 170, 173. 



Regs. 111, $ 29. 22(b)(3)-l. l 434 

Fourth. A majority of the Court is in accord with the principles just outlined. 
And, applying them to the Dtsberstei n case, we are in agreement, on the evidence 
we have set forth, that it cannot be said that the conclusion of the Tax Court 
was "clearly erronenus. " It seems to us plain that as trier of the facts it was 
warranted in concluding that despite the characterization of the transfer of the 
Cadillac by the parties and the absence of any obligation, even of a moray 
nature, to make it, it was at bol. tonl a recompense for Duberstein's past services, 
or an inducement for him to be of further service in the future. We cannot 
say with the Court of Appeals that such a conclusion was "mere suspicion" on 
the Tax Court's part. To us it appears based in the sort of informed experience 
lvith human affairs that fact-finding tribunals should bring to this task, 

As to Stanton, we are in disagreement. To four of us, it is critical here that 
the District Court as trier of fact made only the simple and unelaborated 
finding that the transfer in question was a "gift. "" To be sure, conciseness 
is to be strived for, and prolixity avoided, in findings; but, to the four of us, 
there comes a point where findings become so sparse and conclusory as to give 
no revelation of what the District Court's concept of the determining facts and 
legal standard may be. See dfatton Oil Transfer Corp. v. Tile Dynamic, 123 F. 
2d 999, 1000 — 1001. Such conclusory general findings do not constitute com- 
pliance with Rule 52's direction to "find the facts specially and state separately 
s a . "" conclusions of law thereon. " While the standard of law in this area is not 
a complex one, we four think the unelaborated finding of ultimate fact here can- 
not stand as a fulfillment of these requirements. It affords the reviewing court 
not the semblance of an indicatiou of the legal standard ivith which the trier 
of fact has approached his task. For all that appears, the District Court may 
have viewed the form of the resolution or the sinlple absence of legal considera- 
tion as conclusive. While the judgment of the Court of Appeals cannot stand, 
the four of us think there must be further proceedings in the District Court 
looking toward new and adequate findings of fact. In this, we are joined by 
MR. JvsTIcE WHITTAKER, who agrees that the findings xx ere inadequate, al- 
though he does not concur generally in this opinion. 

Accordingly, in Xo. 376, the judgment of this Court is that the judgment of 
the Court of Appeals is reversed, and in Xo. 546, that the judgment of the 
Court of Appeals is vacated, and the case is remanded to the District Court 
for further proceedings not inconsistent xt ith this opinion. 

It is so ordered. 
MR. JvsTIcE HARLAN concurs in the result in Xo. 376. In No. 546, he would 

affirm the judgment of the Court of Appeals for the reasons stated by MR. 
JUSTICE FRANKFURTER. 

MR. JUsTIGE WHITTAKER, agreein xiith Bogardus that whether a particular 
transfer is or is not a "gift" may involve a "mixed question of law and fact, " 
302 U. S. at 39, concurs only in the result of this opinion. 

MR. JvsTICE Dovor, AS dissents, since he is of the &dew that in each of these 
two cases there was a gift under the test which the Court fashioned nearly a 
quarter of a century ago in Bogdrdus v. Commissioner, 302 U. S. 34 [Ct. D. 
1281, C. B. 1937-2, 258]. 

REGIILATIDNs 118, SEOTIGN 30. '~2(b) (1) — 2: Death 
payment by employer; alnounts paid by 
reason of the death of an employee. 

Taxability of payments received from the United States Civil 
Service Retirement Fund under the authority of Public Law 85 — 465. 
See Rev. Rul. 00 — 235, page 25. 

"The "Iclndings of Fact and Conclusions of Law" were made orally, and were simply: "The Resolution of the Board of Directors of the Trinltv Operating 'Compan'v", I'ncorpo- rated, held November IS. 1042, after the resignations had been accePted of thse piajngjff from his positions as controller of the corporation of the Trinity Church, and the pre~i)dent of the Trinity OPerating ComPany, IncorPorated, wherebv a gratuity fvas ~ot~d plaintif, Allen [sio] D. Stanton, in the amount of $2, 000 payable to him in m „thl stallments of $2, 000 each, commencing with the month of December, 1042 
gift to the taxPayer, and therefore need not have been rePorted by him as ';„c 
taxable years 1042, or 194K" 
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SECTION 22(k). — GROSS INCOME: AT. IMON'I, I. TC. , IN- 
COME 

REOULATIONs 118, SEcrl&». 39. 22(k) — 1: Alimony Rev. Rul. 60 — 250 
and separate niaintenince payttt& nts; it&come 
to fori»er wife. 

(Also Section 28(u); Regulations 118& Section 
89 26 (u) — 1. ) 
Installment payments of alimony subject to the contingencies of 

death of either spouse, remarriage of the ivile, or a chaiige in the 
economic status of either spouse, qualify as periodic payments Ivith- 
out limitation under section 22(k) of the Internal Revenue Code 
of 19, '39, vvhether or not such payments are payable for a period of 
more tlran ten years. 

Revenue Ruling 59 — 45, C. B. 1959 — 1, 666, is amplified by extending 
its application to installment payinents of alimony»ayable for 
periods in excess of ten years. 

SECTION 26 (a). — DEDUCTIONS FROM GROSS INCOME: 
EXPENSES 

REOULATIONs 111, SEOTIoN 29. 26(a) — 1: Business 
expe. nses. 

(Also Sections 28(1), 24; Regulations 111, Sec- 
tions 29. 28 (l) — 1, 29. 24 — 1. ) 

Ct. D. 1854 

INCOIIE TAX — INTERNAL REVENUE CODE OF 1999 — DECISION OF COURT 

1. DEDHcTIoxs I& RCM GRoss lscoaIE — ExPENsEs — DEPREGIATIoN- 
RESORT pROPERTY l&IAINTAINED BY CORPORATION FOR BENEFIT 
OF STOCKHOLDERS. 

A family corporation, engaged in the brewery supply business, 
owned summer resort property, which at times was used for enter- 
taining, but was maintained primarily for the personal benefit of its 
stockholders. The Commissioner of Internal Revenue alloIved de- 
ductions covering both maintenance expenses and depreciation to 
the extent of income received from stockholders for use of the prop- 
erty. The property was purchased and improved Ivith the knowl- 
edge that: it Ivoufd not earn a profit, and was not expected to earn 
a profit, but was maintained prima. rily for the personal benefit of 
the families of stockholders, Ivithout a corresponding benefit to the 
corporation. 

The court holds that the altoivances made by the Commissioner 
Ivere generous and more than the corporation w;ts entitled to on 
the showing made, since the expenses for maintenance were not in- 
curred in the corporation's trade or business, within the meaning 
of section 28(a) (1) (A) of the 1989 Code, although it owned other 
commercial rental property. Likewise, depreciat. ion claimed was 
not on property used in the corporation's trade or business nor on 
property held for the production of income within the meaning of 
subsections (1) (1) and (a) (2) of such section. 

2. DECISION AFFIRMED. 

Decision of The Tax Court of the TJnited States, T. C. iilemo. 
195S — 104, aifirmed. 

686726' — 61 29 
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IN Tiig [' SITED STATES Covi&T oF AFFE 4Es Foa Txi- SEEENTxi Cxncvrr 

fute»'&u(io»ul T&&&di»y Co. , p&:fitione&'-&»&)&ella»t v. Uo&»»&issio»c& of Infernal 
Pi. & F&&»»e, & capo&ide»t 

petition for review of a d~ vision of the Tax Court of the United States 

[[(I&&rch 7, 1060] 

Before DvFFT and ScxiNAOKENRERR, (. 'ir&uii, Judges, and STEcKiER, District 
Judge. 

STEcKEER, District Judge. This is a petition for revieiv of the decision of 
the Tax Court of the United States determining dcficieucies in the petitioner's 
iucome tax for its taxable vears ending August 81, 1951 and August 81, 1052&, 

The issue before this court is ivhether the Tax Court erred in disallowing a 
portion of the maintenance expenses and depreciation claimed by the corporate 
taxpayer under sections 28(a) (1) (A) and (I) (1) and (2) of the Interual 
Revenue Code of 1030. ' 

The Tax Court found and concluded that although certain residential property 
oivned by the corporation at Beaver Lake, Wisconsiu, some thirty miles from 
Alilwaukee, may have been used at times for entertaining, in the taxable years 
emling in 1051, 1952 and 1058, it vvas maintained primarily for the personal 
benefit of the stockholders and had little or no business use. 

The taxpayer, International Trading Co. , is a Wisconsin corporation. In the 
fiscal years ended in 1048 through 1952, the corporation was engaged in the 
breivery supply business, aml sold containers on a commission basis. The 
corporation also held real estate and collected rents therefrom. In the years 
1950 and 1951, it ivas also engaged in licensed warehousing. In each of the 
years involved, the officers of the corporation vvere Michael Shapiro, Julius 
Rubin, Bernard Libowsky and Jack LaKam, the latter three being sons-in-law 
of Michael Shapiro. In the taxable years ending August 81, 1951 and August 
81, 1052, all of the stock in the corporation was held in the names of Doris 
Libowsky, Lillian LaKam and Beatrice Rubin, daughters of. 'Alichael 'Shapiro; 
Cynthia Libowsky, Nancy Libowsky, Patricia LaKam, Bruce LaKam, David 
Rubin aud Harley Rubin, grandchildren of Michae[ Shapiro; and by Michael 
Shapiro, Beatrice Rubin, Lillian LRKaux aud Doris Libowsky, as trustees of 
a voting trust for the benefit of the grandchildren of Michael Shapiro. 

The parties stipulated iu the proceediugs before the Tax Court that the 
Beaver Lake property was purchased by the taxpayer in 1[)44 for the sum of 
$28, 875. 80, but the record shows that the corporation vvas not organized until 
May 10, 104(i. The buildings on the property were remodeled and new buildings 
erected, making the property usable for suminer residences and eutertainmeut. 
The cost of additions and improvements prior to August 81, 1952, amounted to 
$344, 058. 62, including boating equipment in the amount of $8, 082. 50, landscaping 
in the amount of $42, 504. 60, and furniture aud fixtures iu the amount of 
$68, 560. 46. The property included a large residence consisting of living room 
and dining room combination, three bedrooms, kitchen, bathroom, two wash- 
rooms, and porch; a small house, consisting of two bedrooms, living room, 
kitchen, and bathroom; oue apartment located over a boat house, consisting of 
two bedrooms, living room, kitcheu, breakfast room and bath; one small 
dwelling house, consisting of four bedrooms, two baths, and a kitchen which 
had attached to it a commuuity entertainme~t room with complete facilities 
for entertaining large groups; and at a lovver level of that house, several 

' The pertinent parts of the section read as follows: 
Sec. 26. Deductions from gross income, In computing net iucome there shall be al- 

lo~ed as deductions: 
(a) [As amended by sec. 121(a), Revenue Act of 1942, c. 619, 56 Stat. 798) Expenses. (1) Trade or business expenses. 
(A) In general. All the ordinary and necessary expeuses paid or incurred during the 

taxable year in carrying on any trade or business, including a reasonable allowance for 
salaries or other compensation for personal services actually rendered; 

8 
(1) [As amended by sec. 121(c) of the 1942 Act] Depreciation. A reasonable allow- 

ance for the exhaustion, wear and tear (including a reasonable allowance for obsoles- ceuce)— 
(1) of property used in the trade or business, or 
(2) of property held for the production of income, 

(26 U. S. C. A. 1952 ed. , scc. 23. ) 
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dressing rooms with showers for guests and a rest room; a guest house capable 
of accommodating six people; a horse stable with caretaker's loft above; a boat 
house; a rock garden; a playground; a floodlighted tennis court; and a small 
screen house. 

The large house was occupied by Michael Shapiro and his wife for about 
three months during each summer in 1950, 1951 and 1952. The su&all house 
was occupied by Jaclr LaKam and his family consisting of his wife and two 
small children during the years 1950, 1951 and 1952 for periods of about nine 
or ten weeks. The apartment above the boat bouse was occupied by Ben 
Libowsky and his family consisting of his wife and three small children during 
the years 1950, 1951 and 1952 for similar periods. Tbe small dwelling bouse 
was occupied for similar periods by Julius Rubin and his family consisting of 
his vvife and two small children during the years 1950 and 1951, and three su&all 
children during the year 1952. 

During the years 1950, 1951 and 1952, when tbe premises vvere occupied by 
the above-named individuals and their families, they paid the following as 
rental to the corporation: Michael Shapiro, $8, 600; Julius Rubin, $2, 400; Jack 
LaKam, $1, 200; and Ben Libowsky, $1, 200. The Tax Court found that the 
fair rental value of such premises for a three-month summer period was not in 
excess of the amounts paid. 

During its fiscal years ended August 81, 1951, 1952 and 1958, the taxpayer 
incurred expenses for the upkeep and maintenance of the Beaver Lake property, 
in addition to interest expenses and taxes, for caretaker salaries, repairs and 
maintenance, insurance, light and heat, and stable supplies. These expenses 
amounted to $14, 294. 15 for 1951, $15, 219. 96 for 1952, and $18, 227. 28 for 1958. 
In addition to the expenses for upkeep and maintenance, the taxpayer deducted 
depreciation on the Beaver Lake property in its 1951, 1952 and 1958 federal 
income tax returns in the amounts of $20, 002. 87, $19, 761. 90 and $20, 021. 00, 
respectively. The combined expenses for maintenance and depreciation thus 
amounted to $84, 297. 02 for 1951, $84, 981. 86 for 1952, and $88, 248. 28 for 1958. 

The taxpayer attempted to sell the Beaver Lake property in 1950, and listed 
it for sale in the summer of 1951 for $200, 000. An offer of $105, 000 was re- 
ceived and rejected. 

The taxpayer's merchandise sales for the years ended August 81, 1951, 19o2 
and 1958 amounted to $862, 919. 78, $17, 884. 51 and $1, 615. 18 respectively. 

In the fiscal year ended August 81, 1951, the corporation collected rents in 
the amount of $75, 867. 04, and in the year ended A. ugust 81, 1952, in the amount 
of $18, 588. 80. 

With respect to the Beaver Lake property, the Commissioner allowed the 
taxpayer to deduct $9, 000 in each of the taxable years, that is, to the extent 
of the aggregate rent received from its stockholders and included in the corpo- 
ration's income, disallowing all other deductions for maintenance and upkeep 
and depreciation. Subsequentlv, the Tax Court, affirming in part the Com- 
missioner's action. found that the taxpayer could not deduct the maintenance 
expenses and depreciation on the Beaver Lake propertv for its 1951 to 1958 
fiscal years in excess of the deductions allowed by the Commissioner, because 
the property had little or no business use and was held primarily for the 
personal use of the taxpayer's stockholders. 

The decisions of the Tax Court are to be reviewed in the same manner and 
to the san&e extent as decisions of the district courts in civil actions tried 
without a jury, The findings and decision of the Tax Court must be accepted 
as correct unless, of course, they are not based upon substanlial evidence or 
if the proper rules of law are not applied. 

Although the Tax Court simplv found that the Beaver. Lake property in the 
taxable years was maintained primarily for the personal benefit of the stock- 
holders and had little or no business use, it did not specifically find that the 
claimed expenses were not incurred in the taxpayer's trade or b«sincss or vvith 
respect to prope&ty held for the production of income. From a reading of the 
Tax Court's Memorandum Findings of Fact and Opinion, it is implicit that that 
court found that the property divas not used in the trade or business of the 
taxpayer, nor held for the production of income, within the meaning of section 
28(a) (1) (A), and (1) (1) and (2). The question presente&l here is whether 
the Tax Court upon the factual record before it, correctlv so found. 

This court is mindful of the rule that substance controls over form in the 
application of Internal Revenue laws which are regarded as having a practical, 
not theoretical application. Iyeate&&a 31arytand Ry. Co. v. C&»»»&issioner, 88 
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ii'. 2d 605, 608 (4th Cir. 1020). As the Supreme Court has repeatedly heM, it 
is the underlying essence of a transaction that deternliues its taxability. 
oeri »i& v. I'cz-Pen&& Oil Co. , 300 U. S. 481, 403 (1037); Botaers v. Lawyers' IItge. 
Co. , 285 U. S. 182 (1032); Vnitcd Stairs v. Pkeiiis, 2&7 U. S. 1 &6, 168 (1921); 
[Ct. D. 19, C. B. 5, 37 (1021) ]; Vnitcd States v. AIerckants 1Vat. Trust d Sae&nys 
Ba»l&, 101 F. 2d 300 (0th Cir. 1930). It is the ori-in and nature and not the 
legal form of the expense sou . ht to be deducted that &leternlines the applicability 
of the statute. Interstate Tra»sit Li»es v. Commissioner, 310 U. S. 500, rellear- 
tny d&»icd, 320 U. S. 800 (1943) [Ct. D. 1586, C. B. 1943, 1016]. 

In the Tax Court, the petitioner's contentions were that it purchased and 
lnaintained the property as an investment and for the purpose of entertaining 
its customers and suppliers in connection with its brewery supply business. 
Thus, it argued, the maintenance expenses and depreciation were incurred in its 
trade or business and in maintaining the investment in good condition as a 
high rade piece of resort proper tv. 

Here on appeal the petitioner does not press the theory that the Beaver Lake 
property was purchased principally for the entertainment of customers an&1 sup- 
pliers. Rather, it now posits its case on the proposition that it was engaged 
in the business of holding real estate and collecting rents therefrom, and that 
it received a rental income from the Beaver Lake property of an amount 
equal to its fair rental value; that this, as a matter of law, entitles petitioner 
to the deductions claimed. Further, in oral argument, petitioner's counsel 
argued that there is no such thing as a non-business activity of a corporation. 
IVith respect to corporations, as distinguished from individuals, petitioner urges 
there is a "statutory assumption" that transactions entered into by corporations 
are in connection with their business, and, as a corollary, a protit motive is 
a ssunled. 

It is apparent from petitioner's argument that it contends it is entitled to all 
maintenance expenses and depreciation clainled on the Beaver Lake property, 
without regard to its actual use, merely because the respondent allowed the 
claimed deductions, both as to business expenses aml depreciation; to the extent 
of the rentals of $0, 000 per vear received from the shareholders. Petitioner 
states that this allowance is tantamount to an acknowledgment that the deduc- 
tions were allowable itenls to the full extent claimed. It says: "Presumably, 
if more rent had been collected, more of these deductions claimed would have 
been allowed, and if rent equal to or exceeding the deductions would have been 
received, all the deductions would have been allovved. " Petitioner states there 
is no provision in the Code which authorizes this treatnlent or limits the deduc- 
tions to the amount of rent received. At erst blush this argument appears to 
be plausible. However, it overlooks the exclusion of deductions of expenses 
incurred in purely personal pursuits, or in respect to property held primarilv 
for personal use. 

Sectiou 23(a) (1) (A) and corresponding sections in the earlier revenue acts, 
authorize the deduction of all the ordinary and necessary expenses paid or 
incurred during the taxable year in carrying on any trade or business. 

The statute should be broadly construed to facilitate business, but the statute 
does not make deductible all expenses of every business transaction, whether 
of an individual, Hi&lyins v. Co»&»&is»i»&«r, 312 U. S, 212 (1941) [Ct. D. 1486, C. B. 
1041 — I, 330]; llnit&d States v. Py»c, 313 U. S. 127 (1041) [Ct. D. 1509, C. B. 
1941 — 1, 342], or whether of a corporation, Grc&»spo» v. Co&nn&issioner, 229 F. 2d 
047 (8th Cir. 1056); Intcrstatc Transit Lines v. Con&mtssione&, supra; A. Giur- 
la»i d Bro. , I»c. , v. Corn&»issioncr, 110 F. 2d 85&2 (0th Cir. 1041). 

A corporation is nor»nally deenlcd to be engag'ed in n "trade or business"; 
however, to the extent that it is operated solely for the pleasure or recreation 
of its stockholders, it is not engaged in n "trade or business. " 4 Mertens, La&o 
of Federal I»co»le Taaation $ P»~08 (Zimet k Diamond Rev. 1954); American 
Properties, I»&. v. Co»»»&ssionc&', 28 Tax Court 1100 (1957), afftr»lcd 262 F. 2d 
150 (0th Cir, 1058). 

All deductions, whether with respect to individuals, or corporations, are a 
matter of legislative grace, and unless the clainled deductions come clearly within 
the scope of thc statute, they are not to be allowed. The burden to make that 
showing rests upon the taxpayer. Deputy v. duPont, 308 U. S. 488, 493 (1939); 
Bra&llry v. Co&»miss&'o»er, 184 F. 2d 860 (7th Cir. 1050); Greenspon, v. Co»»nis- 
ei»»& &, s«p&a. 

IVhether activities of a taxpayer amount to "carrying on a trade or business" 
within the statute is largely a. n&atter of degree, and for a determination requires 
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and examination of the facts in &u&«h case. There are & ertain factors of 
evidentiary importance which n&ust be regarded in detertnining tvhether a tax- 
payer is engaged in "trade" or "business" or "in carrying on a trade or business" 
tvithin the n&eaning of the statute. I'rominent among these factors are the profit 
motive and the presence of businesslike policies, especially such as those custom- 
arily evidenced by the taxpayer in other business activities. "In order that the 
taxpayer's activities n&ay constitute the carrying on of a 'trade or business, ' he 
need not have a reasonable expectation of a profit. He n&ust, however, initiate 
or conduct the enterprise in good faith with an intention of making a profit or 
of producing income. Thus, the profit factor is really only significant in so far 
as it affords a means of distinguishing between an enterprise carried on in good 
faith as a 'trade or business' &nd an enterprise merely carried on as a hobby. " 
4 Mertens, s&&t»&r, p, 18. This principle can be applied equally to the case at 
hand in determining whether the taxpayer's Bearer Lake property had little or 
no business use and was held primarily for the personal use of the taxpayer's 
stockholders. Amer ica&& Prot&c& ties, Inc. v. C o»&»&issio»e&, supra. 

The ta. xpayer's general business was that of a. brewery supplier. Its largest 
customer was the Schlitz Brewing Company. There is no evidence in the record 
to indicate that the Beaver Lake property was ever maintained to be rented at 
a profit. Indeed the entire record indicates the contrary. The taxpayer's board 
of directors and its employees never attempted to rent the property to others 
than Michael Shapiro's family. The property never was advertised for rent 
nor was it placed on the market for that purpose. The record is completely 
barren of any evidence indicating comruercial activity with respect to the resort. 
In fact, outsiders regarded the property as a family estate. 

The evi&ience shows that the taxpayer expended in purchasing and improving 
the property the sum of $868, 828. 98. Each year it expended substantially more 
on the property than the rent it received from the members of the family. In 
some years it expeuded more than twice as much as it received by way of such 
rents. There is no evidence of the terms of any lease bettveen the taxpayer and 
its shareholders. Still, the shareholders were entitled to occupy the property 
at will and at any time to their liking; and there is no evidence of any dividends 
having been paid the shareholders. ' 

Another factor that looms largely as to whether this was a business activity, 
is that the Beaver Lake property was not economically integrated with any other 
commercial property of the taxpayer. All of the taxpayer's rental income other 
than that received from its stockholders in counection with the Beaver Lake 
property was derived from commercial properties in the City of Milwaukee. Its 
commercial rent receipts came from the property that it originally acquired or 
bought for its general business of dealing in brewery supplies but by reason 
of business conditions, could not use for that purpose. Even the testimony of 
Michael Shapiro indicates no expectation of profits from rents on the Beaver 
Lake property. It tvas his testimony that the property was purchased primarily 
for the purpose of entertaining customers and suppliers in connection with the 
brewery supply business. As heretofore stated, tvith respect to the years here 
in question, that theory is no longer urged. In passing it should be said there 
is no substantial evidence that the property was used for business entertain- 
ment in these years nor in earlier years. The living facilities on the premises 
v ere kept heated during the winter months. The shareholders were entitled to, 
and did at times, occupy the prentises during the winter. It was held, as the Tax 
Court properly found, for the personal benefit of the stockholders and at the 
expense of the corporation. The evidence before the Tax Court clearly indicated 
a history of continuous losses vvith no hope of profit from the alleged renting 
business in so far as the Beaver Lake property was concerned. 

Since tve agree that the Tax Court was correct in its findings and conclusion 
that the Beaver Lake property was maintained in the taxable years here in ques- 
tion primarily for the personal benefit of the stockholders, aud that it had little 
or no business use, it follows that the claimed expenses under section 23(a) 
(1) (A) were not ordinary and necessary expenses incurred in carrying on the 
taxpayer's trade or business. 

"Ordinary and necessary" expenses within the meaning of the statute are all 
ordinary and necessary expenses directly connected with or proximately resulting 
from, carrying on any trade or business. iYortf&e&v& T&a&st Co. v. Ca&»pt&clt, 211 

s "Whether the Tax Court erred in overruling the Commissioner's determination that the 
benefits otherwise received from the use of the property wi ce tasatde to the individual 
shareholders is an issue not here presented. " Resp. 's Brief, p. 2S, n. 9. 
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F. 2d 251 (7tli Cir. 1954); . ltills Estate, Inc. v. Commissioner, 200 F. 2d 244 (2d 
Cir. 1953); Eriedn&a&c v. Delanep, 171 F. 2d 209 (1st Cir. 1948), cert. dented 
386 U. S. 936 (1949); Detiuty v. dzcPont, suPra; Welch v. Helvertng, 290 U. S. 111 
(1988) [Ct, D. 755, C. B. XII — 2, 112 (1988)]. "Ordinary, " as the term is used 
in the statute, has the connotation of normal, usual, or customary in the type 
ot business, involved. Deputy v. duPont, supra. , at 494 — 490; Hales-ifultaty, Ine. 
v. Co»&missioner, 181 F. 2d 509, 511 (10th Cir. 1942); A. Giurlani d Bro„ Inc. 
v. Con&missioner, supra. The word "necessary" has been construed to mean 
"appropriate and helpful. " See Welch v. Hetvertng, supra, at 118; Com&nis- 
sioner v. Heininger, 320 U. S. 467, 471 (1943). 

D(ven though the evidence shows that the taxpayer had rental income from 
its commercial properties in i&Iilevaukee, and to that extent was engaged in 
carrying on a rental business for profit, nevertheless, as respects the Beaver 
Lake property, the expense of maintaining it, in view of the evidence, cannot be 
said to be an "ordinary" and "necessary" expense within the meaning of sec- 
tion 23(a) (1) (A). Where, as here, the property was purchased and improved 
with the knowledge that it would not earn a profit, and was not expected to 
earn a profit, but was iuaintained primarily for the personal benefit of the 
families of the corporation's stockholders, without a corresponding benefit to the 
corporation, as to the deficit beteveen rents received and expenses incurred 
(see Interstate Transit Lines v. Comnctssioner, 130 F. 2d 180, 139 (8th Cir. 
1942), affirmed 319 U. S. 590, supra), the expenses of maintaining it were not 
"ordinary" and "necessary" expenses incurred in the taxpayer's rent&il business. 

True, the Tax Court foun&1 that under the circumstances the fair rental values 
of the premises for the time the faniilies made use of the property were not in 
excess of the rentals they paid. Still this does not overconie the court's finding 
that the i&ropertv had little or no business use and was niaiutained primarily 
for the personal use of the stockholders, and thus, iniplicitly, any expenses in- 
curred in its maintenance ivere not in connectio~ with its trade or business. 

We conclude, then, with respect to the claimed deductions under section 
23(a) (1) (A), on the evidence before the Tax Court, that the taxpayer failed 
to satisfy the burden of clearly showing its right to the deductions for main- 
tenance expenses in the fiscal years 1951 and 1952. 

The petitioner likewise failed to satisfy its burden of showing that it was 
entitled to the depreciation deductions under section 28(l). 

Section 28(l) allows depreciation deductions only with respect to (1) prop- 
erty use&i in the taxpayer's trade or business, or (2) property held for the 
production of income. What ive have already said &vith regard to the tax- 
payer's failure to satisfy the burden of proviiig its entitleinent to maintenance 
expense deductions under section 23(a) (1) (A) applies equally to its claim for 
depreciation deductions under section 23(l) (1). 

Moreover, it is well settled that a taxpayer cannot take depreciation deduc- 
tions on property to the extent that it is devoted to personal purposes, whether 
those purposes are personal benefits to the stockholders of a corporate taxpaver 
or ivhether thev are personal benefits to an individual who is the taxpayer. 
Bradley v. Com&n(seioner, supra; Greenspon v. Commissioner, supra; A»&e&'ira&c 

Properties, Inc. v. Con»nissioner, supra; Leadbetter v. Coo»»(ssione&, 89 B. T. A. 
029 (1939). Here again, as in the case of all deductions, allowance for depre- 
ciation is a matter of legislative grace. Detroit Edison, Co. v. Co(na&ice(oner, 
131 F. 2d 619, 622 (0th Cir. 1942), affirmed 319 U. S, 98 (1943) [Ct, D. 1582, C. B. 
1943, 1019]. 

ieor will it be assumed that property was held for the production of income; 
it is the taxpaver's burden to shoev that the property was actually held primar- 
ily to produce income. Estate of F»Her v. Commissioner, 9 Tax Court 1069, 
1076 (1947), afftrnzed per curiam, 171 F. 2d 704 (3d Cir. 1948), cert. denied, 830 
U. S. 961 (1949); &forton v. Commissioner, 174 F. 2d 802, 304 (2d Cir. ), cert. 
(te»ird, 338 U. S. 828 (1949). 

Whether the Beaver Lake property was "held for the production of income" 
&vithi» the meaning of subsection (I) (2) of section 23, presents a question of 
greater complexity, the ansiver to ivhich is ruore elusive than the answer to the 
other questions dealt with herein, The answer depends largely upon the tax- 
payer's intent, and, of course, it is ditiicult to prove what existed in a tax- 
payer's niind at a given time. Therefore, it is often necessary to prove such 
intent by acts and conduct. Also, intent is a question of fact and its ascer- 
t;&i»»&ent must be left to the iinder of facts. If there is any reasonable basis 
i» fact i. i the evidence to support the Tax Court's finding as to whether the 
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property was, or ivas not held for the production of inconie, such finding must 
be sustained. It is not for a court of review to weigh the evidence. 

In this case, as we have already indicated, the record indicates a history of 
continuous losses with no expectations of a profit from the renting of the 
Beaver Lake property. It is apparent that the property was acquired by part 
of the shareholders prior to the time the taxpayer was orgauized as a corpo- 
ration, and that some of the iinprovements were made prior to the time the 
corporation acquired it. At the tiine the property was acquired, it ivas a per- 
sonal residential property. From that time on, iiuprovements were made for 
the personal benefit of the shareholders. Playgrounds for the children, lighted 
tennis courts, boating facilities, et cetera, were provided. All the while, the 
property was ivithheld from the rental market. 

Petitioner bases a part of its claim for depreciation expenses on the ground 
that the property vc as held as an investment and that the expenses were ordinary 
and necessary in order to preserve it as a high grade piece of property in case 
it should later ivish to sell it at a profit. Also, that in 1951 it placed the prop- 
erty in the hands of a real estate broker in order to sell it. These arguments, 
although quantitative, fall far short in the taxpayer's attempt to convert the 
Beaver Lake property into property held for the production of income within 
the meaning of the statute. This is especially so ivhen the taxpayer's transac- 
tions with respect to the property are viewed as a whole, and not fragmentized 
for convenient and self-serving purposes. 

In view of the foregoing evidentiary factors, the Taz Court committed no 
error in finding that the Beaver Lake property was maintained primarily for 
the personal benefit of the taxpayer's shareholders and, implicitly, that it was 
not held for the production of income within the meaning of subsection (1) (2) 
of section 28. 

It was not necessary for the Commissioner or the Tax Court to disallow the 
claimed deductions by reason of the prohibition of section 24 of the Internal 
Revenue Code on the ground they constituted "personal. . . expenses. " For 
unless the expenses claimed conveniently came within section 28(a) (1) (A) and 
(1) (1) and (2), they were not deductible. To have done otherwise would 
have disregarded the explicit restrictions of section 28 confining deductible ex- 
penses solely to outlays in carrying on the taxpayer's trade or business or in 
respect to property used in the trade or business or held for the production of 
income. BI&Donald v. Commissioner, 828 U. S. 57 (1944). 

In certain cases, an allocation may be permissible. The taxpayer in this 
case made no allocation and offered no evidence upon which the Commissioner 
could make a proper allocation, either with respect to business expenses or 
claims for depreciation. When expenditures are incurred covering items ivhich 
are non-deductible as business ezpenses to the taxpayer, and also items ivhich 
constitute a part of the carrying on of a taxpayer's business, it is incumbent 
upon the taxpayer to introduce evidence upon which a reasonable allocation of 
charges between the two types of items can be made; otherwise no deduction 
will be allowed. Interstate Transit Lines v. Commissioner, supra; foreland v. 
Commissioner, 244 F. 2d 450, 454 (4th Cir. 1957); Ear&ten 1/1ortgage Loan Co. r. 
Commissioner, 187 F. 2d 282, 284 (10th Cir. ), cert. denied, 820 U. S. 791 (1948). 
Cf. Estate of Fr&lier v. Commissioner, supra; Chesbro v. Com»&issio»er, 225 F. 
2d 674 (2d Cir. 1955), cert. denied, 850 U, S. 995 (1956). The petitioner likewise 
failed to show any basis for an allocation of claimed depreciation. I&Iorton v. 
Commissioner, supra, at 804; Estate of Fuller v. Con&missioner, supra; Green- 
spon v. Commissioner, supra. 

Notwithstanding the taxpayer's failure to establish a basis for a proper alloca- 
tion, the Commissioner, as previously stated, allo~ed deductions covering both 
maintenance expenses and depreciation in the aggregate amount of $9, 000, an 
amount equal to the income received from the Beaver Lake property for the 
shareholders' use of it in each of the taxable years in question, Thus, even 
though there was no reasonable basis to hold that the property was held for the 
production of income, or that it was used in the taxpayer's trade or business, the 
Commissioner allowed a complete setoft against the total amount of income 
received from the property. Such a generous treatment of the claimed deduc- 
tions was more than the tazpayer was entitled to on the strength of the showing 
it made. 

We therefore conclude that the finding of the Tax Court is supported by 
reasonable and substantial evidence and there is warrant in the record and a 
basis in law for the Taz Court's conclusion that the expenses for maintenance 
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of tlie lleavei' I, ake property ivere not incurred in the taxpayer's trade or business 
within the meaning of section 23(a) (1) (A), and likewise that the depreciation 
claimed was not on property used in the taxpayer's trade or busine. s nor on 
praopecrty held foi' tile production of income within the meaning of subsection 

(I) (1) and (2) of that section. 
The flecision of the Tax Court is afilrmed. 

Ct. D. 1857 

INCOME TAX — INT'ERNAL REVENUE CODE OF 1089 — DECISION OF COURT 

DEDUOTICNs FRosf GRoss INcoMF. — BUsINEss ExPENGEs — I I 
GATIov ExPENGEs — DEFENsE CF CRINIINAL TAx Evasiou 
CHARGES. 

Legal expenses incurred in the successful defense of a criminal 
tax evasiou charge against the taxpayer-wife are dec luctible under 
section 23(a) of the Internal Revenue Code of 1930. The court, 
after a revieiv of all relevant cases involving deductions for legal 
expeuses arising from non-tax litigation and those arising from 
tax litigation, concluded that. there is no essential distinction 
bettveen legal expenses arising in civil and criminal cases, subject 
to proper limitations for "public policy" in unsuccessful criuiinal 
defenses, since in both instances there is basically involved the 
"deterniination" of tax liability referred to in the applicable regula- 
tion under the Code. 

2. DECISION AFFIRMED. 

Decision of The Tax Court of the United States, T. C. Memo. 
1058 — 104, aflirm ed. 

IN THE UNITED STATES CoURT GF APPEALs F08 THE SEYENrif CIRCUrr 

Commissioner of I» te»'&al Rene»u&, petitio»r& v. 1licltael Shapiro and Rae 
SI&apiro, respondents 

On 1&etition for review of the decisions of the Tax Court of the United States 

[June 3, 1960] 

Before HAsTINcs, CI&tef Judge, SCHNAC&cENRERG, Circa(t Judge and &WIEROER, 

District Judge. 
HAsTIVGs, Chief Judge. The Comiuissioner of Internal Revenue here peti- 

tious for review of a decision of the Tax Court of the United States which 
granted certain income tax deductious to respondeuts filichael Shapiro and his 
ivife, Rae Shapiro. The deductions concerned legal expenses arising from the 
successful defense of a criminal tax evasion t. barge brought against Rae 
Shapiro. This appears to be a case of first inipression in a court of appeals 

The facts pertinent to this review are not in dispute. As revealed bv the 
record, they may be summarized as follows: Rae Shapiro filed federal income 
and victory tax returns for the years 1941 through 1044, including therein the 
incouie froni the business she conducted under the naiue of "Shapiro's. " 
investigation of these returns resulted in the Comniissioner's determination in 
Deceniber, 1046, that the returns were incorrect; and he assessed a deficiency 
and an addition to the tax for fraud. Rae Shapiro filed a petition with the 
Tax Court for a redetermination of her liabilities; and subsetiuently, a sub- 
stantial jeopardy assessment was levied. 

In 1950, a criminal indictment was returned against Michael and Rae 
Shapiro, charging that they attempted to evade the applicable tax by Rae's 
filing fraudulent returns in 1943 and 1944. Both defendants pleaded not guiltY to 
this charge. In November, 1951, s&lichael entered a plea of nolo contendere to 
the charge relating to 1944 and was adjudged guilty and sentenced. The cot&i't 

dismissed the indictment as to Rae. ' Subsecluentiy, the civil case before the 
Tax Court involving tax liabilities for the years 1041 to 1044 ivas settlefl bY 
compromise in 1055. 

f The Commissioner does not differentiate the issue before us (a successful criminal de- 
fense arising from the dismissal of the indictment) from an actluittaf on the mer&ts. 
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From 1948 through 19. && 5[ichael aml Rae employed and paid large sums 
to several attorneys and a«countauts to adjust their iax liability in the civil 
case and also to defend them in the criniinal aci. ious. The Shapiros claimed 
deductions for most of these fees in their tax returns ior those years. The 
Commissioner agreed that all fees expended in the civil case were deductible 
but disagreed as to the amouut. Further, he contentled that, as a niatter of 
public policy, none of the expense in coimection with the defense of the critninal 
cases wns deductible. 

The Tax Court allocated the claimed deductions of legal fees to the civil 
tax case, the defense of 1[ichael, the defense of Rae, and to other unex- 
pla. ined deductions. It granted deductions for all legal expenses in the civil 
suit and for the successful defense of Rae and disallowed the unexplained 
expenses and those in the unsuccessful defense of EIichael. A petition was 
filed by the Cotumissioner to review the granting of the deductions for expenses 
incurred in the defense of the criminal action against Rae, and that is the 
sole issue before us. 11[«hae[ Shapiro is a party here only because he filed 
joint returns with Rae during the taxable years in question. 

The Tax Court allowed a deduction for Rae's legal expenses in the criminal 
action as a business expense. It found that the income reported on Rae's tax 
returns for 1943 and 1944 came from a business operated by her as a sole 
proprietorship, in«on&e which had to be reported on individual or joint returns. 
The court said, 'The litigatio«concerned business income and the costs of such 
litigation are business expenses and are deductible except where a conviction 
results and the public policy denies the deduction. " The critical element in the 
Tax Court'8 analysis is that the sots&'ce of income reported is from taxpayer's 
business. 

The Commissioner's position here is primarily that the expense of defend- 
ing a criminal tax charge is "personal" in any case and therefore non-deductible; 
aml, in the alternative, if certain legal expenses are deductible, only those 
expenses relating to cases which directly affect taxpayer's business meet the 
test of "ordinary and necessary" expenses. The Commissioner argues that the 
Tax Court must find that the acts charged as criminal were business acts and 
that in this case such requisite finding was not made, 

We agree with the Tax Court's result that the deduction in question should 
be granted, but ave allow the deduction on more broad grounds than those of the 
Tax Court. 

The disposition of this case is governed by Sections 23 and 24 of the Internal 
Revenue Code of 1939, 26 D. S. C. A. , and the appropriate regulations relating 
thereto. Section 23, Deductions from Gross Income, states in part: 

"(1) TRADE OR BI slxEss EZPEivsEs. — 
( A ) Irt OKtcERAL. — All the ordinary and necessary expenses paid 

or incurred during the taxable year in carrying on any trade or 
business, including a reasonable allowance for salaries or other com- 
pensation for personal services actually rendered; 

"(2) NON-TRADE oR NDN-RIISINEss ExPENSEs. — In the case of an individual, 
a]l the ordinary and necessary expenses paid or incurred during the tax- 
able year for the production or collection of income, or for the manage- 
ment, conservation, or maiutenance of property held for the production 
of income. " 

Section 24(a) (1), Itenls Not Deductible, disallows deductions for: 
"(1) Personal, living, or family expenses, except extraordinary medical 

expenses deductible under section 23(x); * ' *" 
The proper deduction of legal expenses has presented a continuing problem 

to the Commissioner and the courts for many years. ' An examination of 
relevant cases reveals the following decisional pattern. Generally, the legal 
expenses for which deductions are claimed fall into two categories — expenses 
arising from non-tax litigation and those arising from tax litigation. Deduc- 
tions are claimed as business or non-business expenses. ' 

' See generally, Brooks, Litigation Expenses and the Income Tax, 12 Tax L. Rev. 241 
(1956): i%I«Donald, Deduction of Attorneys' Fees, 103 U, Pa. L. Rev. 168 (1954). See 
text and cases collected in 4 Mertens, Law of Federal Income Taxation, sec. 25 A. 10, 
sec. 25. 50, and sec. 25. 57; CCH 1960 Stand. Fed. Tax Rep. par. 1348. 4615 and par. 
2006. 384. ' Under the 1954 Code, deductions are allowed "in connection with the determination, 
collection, or refund of any tax. " 26 U. S. C. A. sec. 212(3). In 1952, the Supreme Court 
had held that expenses in contesting gift tax liability overs not within the scope of 
Section 23(a) (2). Lpl ss v. United St&&tcs, 343 U. S. 118 (1952) [Ct. D. 1743, C. B. 195'&— 
1, 32]. 
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In the first category, non-tax litigation, the test of deductibility as a business 
expense has been defined in terms of proxiniate cause. That is, whether the 
taxpayer brings an action or defemls it, the analysis proceeds in terms of the 
relationship of the particular lawsuit to the business of the taxpayer. Iforn- 
huuser v. United States, 276 U. S. 145, 1()2 — (3 (1928) [T. D. 4222, C. B. VIII — i, 26( 
(1923)]. If the trier of fact finds that the litigation is not directly connected 
with the business of the taxpayer, then the expense is a non-deductible personal 
item. As examples, suits iuvolving slander, ' criminal assault, ' conspiracy to 
obstruct justice' aml iiicompetency proceedings' can all be rationalized in ter(us 
of proximate cause. Similar cases have arisen where deductions are claimed 
as non-business expenses for the production of income or maintenance and 
conservation of incoine producing property. ' 

Additionally, on the grounds of "public policy, " courts have denied deductions 
in non-tax cases for legal expenses arising from unsuccessful defenses in 
criminal cases. ' The Supreme Court, however, allowed a deduction for legal 
expenses in an unsuccessful defense of a civil fraud order brought by the 
Post Oflice Department, where the effect of the order was to curtail the tax- 
payer's mail order business. Cofr(missioner v. He(ning(, r, 320 I'. S. 467 (1943) 
[Ct. D. 1596, C. B. 1944, 434]. 

In the category of legal expenses arising from tax litigation, the element of 
proximate cause is of less importance. A. regulation promulgated under the 
1939 Code stated that "[e]xpenses paid or iucurred by an individual in the 
determination of liability for taxes upon his income are deductible. "" The 
1954 Code expanded this deduction to ordinary and necessary expenses in the 
determination of any tax. 26 I). S. C. A. Section 212(3). In civil suits to deter- 
mine taxpayer's liability, deductions for legal expenses have been allowed, " 
whether the civil case s a taxpayer's suit for recovery of an overpayment, » 

resisting a deficiency successfully " or unsuccessfully, " the compromise of 
charges giving rise to liability for criminal and civil fraud, or in attempts to 
determine and settle tax liability prior to an indictment and conviction for crim- 

'Lloyd v. Comm(ssioner of Internal Revenue, 7 Cir. , 55 F, 2d 842 (1982) [Ct. D. 542, 
C. B. XI — 2, 268 (1982) l. The taxpaver here brought aud won a suit for a slander made 
at a trade association convention. This court denied his requested business deduct!one 
for attorney fees, holding that a slander action ia a personal injury and that his corpora- 
tion neither profited uor lost by the suit. But cf. Commissioner of Int. Rcv. v. People's- 
Pitteburgh Trust Co. , 3 Cir. , 60 F. 2d 187 (1932), 

u John W. Clark, 30 T. C. 1380 (1958) (prosecutor withdrew warrant in criminal case; 
business deduction allowed. ) Cf. Pantages Theatre Co. v. Welch, 9 Cir. , 71 F. 2d 68 (1934) 
(rape charge against president of corporation which paid for defense fees; corporate 
business deduction disallowed). 

'klorgun S. Kaufmon, 12 T. C. 1114 (1949) (successful defense to charge of conspiracy 
to obstruct justice, the charge directly resulting from taxpayer's practice of law; deduc- 
tiou allowed). 

v Lewis v. Co(nmisaioner of Internal Revenue, 2 Cir. , 253 F, 2d 821 (1958) (author 
&lefeude&1 himself against incompetency proceedings. Argued that such adjudication 
would harm sale of his books. Held that, distinguished from the direct attack on tax- 
payer's business in Commissioner v. Hcininger, 320 U. S. 467 (1948), here the charge was 
not directed at destroying hia trade or business, but waa directed at the totality of the 
individual. Denied business &leduction. ) ((Trust of Bingham v. Comm'r, 325 U. S. 365 (1945) [Ct. D. 1643, C. B, 1945, 103] (ex- 
penses incurred for legal advice as to the proper methods of distributing trust property; 
held a nou-business deduction). 

v Tho(nae A. . Joseph, 26 T. C. 562 (1956) (attorney convicted of felony, jailed, then dis- 
barred; le al expenses in defense not deductible). Cf. National Outdoor Advertising 
Bureau v. Hefverlng, 2 Cir. , 89 F. Sd 878 (1937) (consent decree in Sherman Act action; 
expenses uot deductible). 

(vTreas. Reg. 111, sec. 29. 23(a) — 15 (1939), as amended, T. D. 5513, 1946 — 1 Cum. Bull. 
61. See 4 hlerteus, op. cit. supra note 2, sec. 25 A. 11, for a discuss!on of the history aud 
scope of this regulation. » In Con(missioner of Internal Revenue v. Standing, 4 Cir. , 259 F. 2d 450 (1958), the 
issue waa whether the admittedly deductible legal expense was a business or nou-business 
expense, a determination which coutrolle&l whether the deduct!on could be taken from 
gross income in arriving at adjusted gross income or whether it must be taken from 
a&ljusted gross income iu lieu of the standard deduction. Such an issue is uot before the 
court here. 

m WilBanis v. I(fcOowan, 2 Cir. , 152 F. 2d 570 (1945); Howard B. Cam(nack, 5 T. C. 46ii (1945). » Northern Trust Co. v. Campbell, 7 Cir. , 211 F. 2d 251 (1954) (&leficieucy charged ou 
estate tax return); Norbert II. Wiesler, 6 T. C. 1148 (1946); Stoddard v. Commissioner of Internal Revenue, 2 Cir. , 152 F. 2&1 445 (1945) (accountant fees). r( Trust of Bingham v. Comm'r, 325 U, S. 36o (1945) [Ct. D. 1048, C. B. 1945, 103]; James A. Connellg, 6 T. C. 744 (1946). » Greene jfotor Co. , 5 T. C. 314 (1945) (compromise agreement). 
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inal fraud. " Thus broad deductions are allowed for reasonable attorney's fees 
in civil tax litigation. 

Cases involving expenses arising from criminal tax charges complete the 
pattern. In three cases ~vhere taxpayer was convicted, deductions for legal 
expenses ivere denied, either on the basis of "public policy"" or on the theory 
that the tax suit related directly to taxpaver's personal misconduct. " In one 
ease in which the defendant was acquitted, the court granted a deduction, 
rejecting the argument that the legal expenses svere personal, and holding that 
they were necessary and deductible because "a criminal quality was attributed 
to acts which were performed by the taxpayer in carrying on his trade or 
business. " " 

In surveving the pattern of eases, we conclude that there is no essential diRer- 
ence between legal expenses arising in civil and criminal tax cases. Noting that 
deductions are granted freely 1' or legal expenses arising in contesting civil tax 
suits, it is proper that a deduction is allowable for similar expenses in criminal 
suits. Both instances basically involve the "deterntination" of tax liability re- 
ferred to in the applicable regulation under the 1989 Code, supra. It logically fol- 
losvs that reasonable legal expenses incident to the determination of income tax 
liabilitr — ivhether the litigation be civil or criminal — are deductible expenses 
under Section 28, subject to proper limitations of "public policy" in unsuccessful 
criminal defenses. 

In the instant case, implicit in the Tax Court's allowance of the deduction is 
the assumption that the expenses were ordinary and necessary. There was no 
need here explicitly to so Qnd. Parenthetically, it is difficult to conceive of a 
case in which it would not be ordinary and necessary for a taxpayer defending 
a criminal tax charge to employ counsel to assist him. 

We hold that the legal expenses incurred by the taxpayer in the successful 
defense of the criminal charge against her were properly deductible in the tax 
years in question. 

The decision of the Tax Court appealed from herein is 
Aflirmed. 

SECTION 28 (1) . — DEDUCTIONS FROM GROSS INCOME: 
DEPRECIATION 

REGULATIoNs 111, SEOTION o9. 28(1) — 1: Depreciation Ct. D. 1847 
INCOME TAX — INTERNAL REVENUE CODE OF 1989 — DECISION OF COURT 

1. DEDUOTICNs FRCM GRoss INcoME — DEPREOIATICN — BAsIs— 
USEFUL LIFE — SALVAGE. 

Where taxpayers are engaged in the business of leasing auto- 
mobiles to corporations which in turn lease and rent such auto- 
mobiles to the public, and where, because the corporations' 
customers demand late model automobiles, taxpayers custom- 
arily sold their automobiles before the end of their physical 
life for a substantial price, the leased automobiles are depreciable 
on the basis of their estimated useful life in the taxpayers' busi- 
ness, using a depreciation base consisting of cost less the substan- 

z'Commissioner of Internal Revenue v. Schmartz, 5 Cir. , 282 F. 2d 94 (1956). Uf, 
Cecil R. Hopk(ns, 80 T. C. 1015 (1958) (deduction disallowed where found that the primary 
purpose of legal expenditures was to avoid criminal prosecution in which taxpayer later 
pleaded guilty). The Court of Appeals has rems. nded Hopkins to the Tax Court to take 
additioual evidence. CCH 1960 Stand. Fed. Tax Rep. par. 9080, 

» Aoker v. Commissioner of Internat Revenue, 6 Cir. 258 F. 2d 568 (1958) (citing 
Hetntnger as authority to deny the deduction). 

» Port v. Un(ted States, Ct. CL, 168 F. Supp. 645 (1958); In Richard F. Smith. , 31 
T. C. 1 (1958), the taxpayer was indicted for evading taxes in five separate years. He 
was adjudged guilty for two years and acquitted for three. Taxpayer tried to deduct ail 
expenses or at least apportion for those years for which he was acquitted. The Tax Court 
allowed no deductions at all, stating that the acts charged (knowingly evading taxes) 
were not directly connected with or normally incidental to the carrying on of taxpayer's 
business of dentistry. Commissioner makes a similar argument here — that the act of 
filing a tax return is a personal act. » Commissioner of fnt. Rev. V. People' s-Pittsburgh Trust Co. , 8 Cir. , 60 F. 2d 187, 189 
(1982). Hosvever, in that case, the tax returns were not personal returns but those of 
a corporation which the defendant, as chairman of the board, svas required to file. 
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tial 1esale value of the automobiles at the end of their useful 
life in taxpayers' business. 

The intent of Congress tlrat the depreciation deduction should 
alio&v a taxpayer to recover only the cost of an asset over Its 
salvage value, which includes estimated resale or second-hand value 
rather than junk value, requires that depreciation be coinputed over 
the period of the useful life of the asset to the taxpaver, and not 
over the period of its longer econolnic life. 

2. JUDG I&ENT AFFIRMED AND JUDGMENT REvERSED. 

Judginent of the United States Court of Appeals for the Fifth 
Circuit, 264 Fed. (2&1) 552, affirmed; judgment of the United States 
Court of Appeals for the Ninth Circuit, 2(i4 Fed. (2d) 502, re- 
versed. 

SUPRENIE CoURT oF THE UNITED STATEs 

rIIassey 3dotors, Inc. , petitioner v. United States of A»&erica 

On writ of certiorari to the United States Court of Appeals for the Fifth Circuit 

Comn&isstoner of Internal Reve»ae, petitioner v. Robley II. Erans and Julia II. 
Evans 

On writ of certiorari to the United States Court of Appeals for the Ninth Circuit 

[June 27, 1960] 

iklR. JvsrroE CI. ARIc delivered the opinion of the Court. 
These consolidated cases involve the depreciation allowance for automobiles 

used in rental an&1 allied service, as clainled under section 23(1) of the Internal 
Revenue Code of 1939, which pernlits the deduction for income tax purposes 
of a "reasonable allowance for the exhaustion, wear and tear s " * of 
property used in the trade or business. " The applicable Treasury Regulation 
111, section 29-23(1) — 1, defines such allowance to be "that amount which should 
he set aside for the taxable vear in accordance with a reasonably consistent 
plan s a s whereby the aggregate of the amounts so set aside, plus the 
salvage value, will, at the end of the useful life of the depreciable property, 
equal the cost or other basis of the property. " The Courts of Appeals have 
divided on the method of depreciation svhich is permissible in relation to such 
assets, an&1 we therefore granted certiorari to resolve this conflict. 361 U. S. 
810, 812. We have concluded that the reasonable allowance for -depreciation 
of the property in question used in the t:&xpayer's business is to be calculated 
over the estimated useful life of the asset while actually emploved by the 
taxpayer, applying a depreciation base of the cost of the property to the tax- 
payer less its resale value at the estilnated tinie of disposal. 

In No. 143, C»m&nissioner v. R. II. and J. Ai. Evans, the taxpavers are husband 
and wife. In 1950 and 1951, the husband, Robley Evans, was engaged in the 
business of leasing new automobiles to Evans U-Drive, Inc. , at the rate of $45 
per car per month. U-Drive in turn leased from 30% to 40% of the cars 
to its customers for long terms ranging from 18 to 36 months, while the re- 
mainder were rented to the public on a call basis for shorter periods. Robley 
Evans normally kept in stocl- a, supply of new cars with which to service U-Drive 
and which he purchased at factory price from local automobile dealers. The 
latest Iuodel cars were required because of the demands of the rental business 
for a fieet of niodern automobiles. 

When the U-Drive service had an oversupply of cars that were used on 
short-term rental, it would return them to the taxpayer and he would sell 
them, disposing of the oldest and least desirable ones first. Normally the ones 
so disposed of had been used about 15 months and had been driven an average 
of 15, 000 to 20, 000 niiles. They were ordinarilv in first-class condition. 
was likewise custoinary for the taxpaver to sell the long-ter&n rental cars at 
the termination of their leases, ordinarily after about 50, 000 miles of use. TheV 
also were usually in good condition. The taxpayer could have used the cars 
for a longer period, but customer demand for the latest model cars rendered 
the older styles of little value to the rental business. Because of this, taxpaVer 
found it more profitable to sell the older cars to used car dealers, jobbers ol 
brokers at current wholesale prices. Taxpayer sold 140 such cars in 1950 and 
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147 in 1951. Oii all cars leased to II-Drive, taxpayer claimed on his tax returns 
depreciation calculated on the basis of an estimated useful life of four years 
with no residual salvage value. The return for 1950, for example, indicated 
that each car's cost to taxpayer was around $1, 650; after some 15 months 
use he sold it for $13, 380; he char "ed depreciation of $515 based on a useful 
life of four years, without salvage value; which left him a net gain of $245, 
on which he calculated a capital gains tax. In 1951, the net gain based on the 
same method of calculation was approximately $350 per car, on which capital 
gains were computed. The Commissioner denied the depreciation claims, how- 
ever, on the theory that useful life was not the total economic life of the auto- 
mobile (t. e. , the four years claimed), but only the period it divas actually used 
by the taxpayer in his business; and that salvage value was not junk value 
but the resale value at the time of disposal. On this basis he estimated the 
useful life of each car at 17 months and salvage value at $1, 325; depreciation 
was permitted only on the difference between this value and the original cost. 
The Tax Court accepted the Commissioner's theory but made separate fimiings. 
The Court of Appeals reversed, holding that useful life was the total physical 
or economic life of the automobiles — not the period while useful in the tax- 
paver's business. 264 F. 2d 502. 

In Xo. 141, massey 3totors, Inc. , v. United States, the taxpayer, a franchised 
Chrysler dealer, withdrew from shipments to it a certain number of new cars 
which were assigned to company ofiicials and employees for use in company 
business. Other new cars from these shipments were rented to an unaffiliated 
finance company at a substantial profit. 

The cars assigned to coinpany personnel were uniformly sold at the end of 
8, 000 to 10, 000 iniles' use or upon receipt of new models, whichever was earlier. 
The rental cars were sold after 40, 000 miles or upon receipt of new models. For 
the most part, cars assigned to company personnel and the rental cars sold for 
more than they cost the taxpayer. During 1950 and 1951, the tax years involved. 
liere, the profit resulting from sale of company personnel cars was $11, 272. 80 and 
from rental cars, $525. 84. The taxpayer calculated depreciation on the same 
theory as did taxpayer Evans, computing the gains on the sales at capital gain 
rates with a basis of cost less depreciation. The Comniissioner disalloived the 
depreciation claimed. After paying the tax and being denied a refund, the tax- 
payer filed this suit. The trial court decided against the Conimissioner. The 
Court of Appeals for the Fifth Circuit, however, reversed, sustaining the Com- 
missioner's views as to the meaning of useful life and salvage value. 264 F. 
2d 552. 

First, it may be well to orient ourselves. The Commissioner admits that the 
automobiles involved here are, for tax purposes, depreciable assets rather than 
ordinary stock in trade. Such assets, employed from day to day in business, 
generally decrease in utility and value as they are used. It was the design of 
the Congress to permit the taxpayer to recover, tax free, the total cost to him 
of such capital assets; hence it recognized that this decrease in value — deprecia- 
tion — was a legitimate tax deduction as business expense. It ivas the purpose of 
section 23(1) and the regulations to make a meaningful allocation of this cost 
to the tax periods benefited by the use of the asset, In practical life, however, 
business concerns do not usually know how long an asset will be of profitable 
use to them or how long it may be utilized until no longer capable of functioning. 
But, for the most part, such assets are used for their entire economic life, and 
the depreciation base in such cases has long been recognized as the number of 
years the asset is expected to function profitably in use. The asset being of no 
further use at the end of such period, its salvage value, if anything, is only 
as scrap. 

Some assets, however, are not acquired with intent to be employed in the 
business for their full ecoiiomic life. It is this type of asset, where the experi- 
ence of the taxpayers clearly indicates a utilization of the asset for a substan- 
tially shorter period than its full economic life, that we are concerned with in 
these cases. Admittedly, the automobiles are not retained by the taxpayers 
for their full economic life and, concededly, they do have a substantial salvage, 
resale or second-hand value. Moreover, the application of the full-economic-life 
formula to taxpayers' businesses here results in the receipt of substantial "profits" 
from the resale or "salvage" of the automobiles, which contradicts the usual 
application of their full-economic-life concept. There, the salvage value, if any- 
thing, is ordinarily nominal. Furthermore, the 'profits" of the taxpayers here 



Regs. 111, () 29. 23(1) — 1. ] 448 

ai'e capital gains and incur no more than a 2o lo tax rate. The depreciation, how- 
ever is fed»&ted from ordinary inco»&e. By so translating the statute and the 
1egulations, the taxpayers are able, through the deduction of this depreciation 
from ordinary income, to convert the inflated amounts from income taxable at 
&&rdina&'y rates to that taxable at the substantially lower capital gains rates. 
Thii, we believe, was not in the design of Congress. 

It appears that the governing statute has at no time defined the terms "useful 
life" and "salvage value. " In the original Act, Congress did provide that a 
reasonable allowance would be permitted for "wear and tear of property arising 
oat of ita «ac or employment in the business. " (Emphasis added. ) Act of Oct. 3, 
1013, 38 Stat. 167. This language, particularlv that emphasized above, may 
be fairly construed to mean that the wear and tear to the property must arise 
from its use in the business of the taxpayer t. e. , useful lif'e is measured by the 
use in a taxpayer's business, not by the full abstract economic life of the asset 
in any business. In 1918, the language of section 23(1) was amended so that the 
words emphasized above would read "used in the trade or business, " section 
214(a) (8), Revenue Act of 1918, 40 Stat. 1067, and the section carried those 
xvords until 1042. Meanwhile, Treas. Reg. 45, Art. 161, was promulgated in 1910 
and continued in substantially the same form until 1041. It provided: 

"The proper allowance for such depreciation of any property used in the 
trade or business is that amount which should be set aside for the taxable 
year in accordance with a consistent plan by which the aggregate of such 
an&ou»ts for the «soft&I life of the property tn the business will sujfice, with 
the salpage value, at the end of suck useful life to provide in place of the 
property its cost s "::"" (Ei»phasis added. ) 

It, too, may be construed to provide that the use and employment of the prop- 
erty tn the business relates to the trade or business of the taxpayer — not, 
as is contended, to the type or class of assets subject to depreciation. The latter 
contention appears to give a strained meaning to the phrase. This might be 
particularly true of the language in Treasury Regulation 103, promulgated Janu- 
arv '&0, 1040, under the Internal Revenue Code of 1939. Its section 19-23(l)-1 
:& nd section 10 — 23 (1)-(2) ' complement each other and seem to advise the taxpayer 
how to compute depreciation and what property is subject to it. The first section 
»ot only describes the proper allowance, but sets out how it is to be computed so 
that depreciation "plus the salvage value, will, at the en&i of the useful life 
of the property in the I&«sb&eaa, equal the cost s * *" (Emphasis added. ) The 
secoud section specifically defines the type of assets to which the depreciation 
allowance is applicable. It may be said that the taxpayer's arguments as to this 
regulation fail completely, since it not only specifically provides that "useful 
life" relates to property while used "in the business, " but also details the 
type or class of property included within the allowance. It appears to cut 
fror» under the taxpayers the argun&ent that the term "property used in the 
trade or business" relates to the type or class of assets that are included within 
the allowance. It would be strange to say that both of these sections of Regula- 

' "Ssc. 19. 23(l) — 1. DEPREc&AY&on. — A reasonable allowance for the exhaustion, &vear 
aud tear, aud obsolescence of property used in the trade or business may be deducted fr&&m 
gross income. For convenience such an allowance will usually be referred to as dePrecia 
tiou, excluding from the term any idea of a mere reduction iu market value uot resu]tiug 
from exhaustion, wear aud tear, or obaolesceuce. The proper allowauce for such depre- 
ciation of any property used in the trade or business is that amount which should be set 
aside for the taxable year in accordance with a reasonably consistent plan (uot ueceesa&i]y 
at a uniform rate), whereby the aggregate of the amounts so set aside, plus the»]vase 
value will, at the eml of the useful life of the property in the business, equal the cost ot 
other basis of the property determined in accordance with section 113 "SEC. 19. 23(l) — 2. DEPREc&ABLE PRoPERTY. — The necessity for a dePreciatiou allo&vau« 
arises from the fact that certain property used in the business gradually approachee a 
point where ita usefulness is exhausted, The allowance should be coufiued to property o this uature. In the case of tangible property, it applies to that which is subject to wear 
aud tear, to decay or decline from natural causes, to exhaust]on, and to obsolescence due 
to the uormal progress of the art, as where machinery or other propertv must be Yep]aced 
by a uew invention, or due to the inadequacy of the property to the growing needs of the 
business. It does not apply to inventories or to stock in trade, or to laud apart from the 
improvements or physical development added to it. It does uot apply to bodies of minerals 
)chick through the process of removal su]fer dep]et]on, other prov]sioux for this beiug made 
iu the Internal Revenue Code. (See sections 23(m) aud ]14. ) Property kept in repair 
may, nevertheless, be the subject of a depletion a]Iowa»co. (See section 19. 23(a) — 4 ) The deduct]on of an allowance for depreciation is limited to property used in the tax- 
payer'a trade or business, h]o such al]owauce may be made in ri xpect of automobiles or 
other vehicles used solely for pleasur&, a bu]]d]ug used by the taxpayer solely aa his res]- 
deuce. or in respect of furniture or furnishings therein, j&ersoua] e&recta, or clothing; but 
properties aud costuiuea used exclusively in a business, such as a theatrical business, may 
be the subject of a depreciation allowance. " 
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tion 103 defined the same thing, viz. , the type or class of assets subject to de- 
preciation. On the other hand, the taxpayers point out that Regulation 111, 
issued in 1942, deleted the words "property in the business" from section 19 — 23 
(I) — 1 and substituted the term "depreciable property. " This tnight, as taxpayers 
claim, establish that the phrase "property used in the trade or business" merely 
referred to the type of property involved. Certainly when considered in isolation, 
this appears to be true. But the "depreciable property" phrase does refer back 
to the earlier identical language, still remaining in the section, of "property 
use in the trade or business. " It does appear, however, as the Court of Appeals 
in Xo. 141, 3fassey, held, that this substitution was made because Congress 
expanded the depreciation allowance provision of section 23(l) to include prop- 
erty held for the production of income. The change in the Regulation only con- 
formed it to this amendment of the basic statute. 

It is true, as taxpayers contend and as we have indicated, that the language 
of the statute and the regulations as we have heretofore traced them may not 
be precise and unambiguous as to the term "useful life. " It may be that the 
administrative practice with regard thereto may not be pointed to as an example 
of clarity, and that in some cases the Commissioner has acquiesced in incon- 
sistent holdings. But from the promulgation of the first regulation in 1919, he 
has made it clear that salvage had some value and that it was to be considered 
as something other than zero in the depreciation equation. In fact many of 
the cases cited by the parties involved controversies over the actual value of 
salvage, not as scrap but on resale. ' The consistency of the Commissioner's 
position in this regard is evidenced by the fact that the definition of salvage as 
now incorporated in the regulations is identical v. 1th that claimed at least 
since 1941. In the light of this, it appears that the struggle over the term 
'useful life" takes on less practical significance, for, if salvage is the resale 
value and a deduction of this amount from cost is required, the dollar-wise 
importance to the taxpayer of the breadth in years of "useful life" is dimin- 
ished. It is only when he can successfully claim that salvage means junk and 
has no value that an interpretation of "useful life" as the functional, economic, 
physical life of the automobile brings money to his pocket. Moreover, in the 
consideration of the appropriate interpretation of the term, it must be admitted 
that there is administrative practice and judicial decision in its favor, as we shall 
point out. k'urthermore, as we have said, Congress intended by the depreciation 
allowance not to make taxpayers a profit thereby, but merely to protect them 
from a loss. The concept is, as taxpayers say, but an accounting one and, we 
add, should not be exchangeable in the market place. Accuracy in accounting 
requires that correct tabulations, not artificial ones, be used. Certainly it is 
neither accurate nor correct to carry in the depreciation equation a value of 
nothing as salvage on the resale of the automobiles, when the taxpayers actually 
received substantial sums therefor. On balance, therefore, it appears clear that 
the weight of both fairness and argument is with the Commissioner. 

Our conclusion as to this interpretation of the regulations is buttressed, we 
think, by a publication issued by the Commissioner in 1942, the same year as 
Regulation 111, and long before this controversy arose. It is known as Bulletin 
I' and has been reissued as late as 1955. While it does not have the authority 
of a regulation, its significance is indicated clearly by the fact that both the 
taxpayers and the Commissioner point to it as conclusive of their respective 
views of the administrative practice. Likewise it is widely cited by tax author- 
ities, as well as by the Courts of Appeals. A careful examination of the entire 
bulletin, however, indicates that it clearly supports the administrative practice 
claimed here by the Commissioner. For example, the title page warns that 
"[t]he estimated useful lives and rates of (lepreciation e e * are based on 
averages and are not prescribed for use in any particular case. "' Again on 
page 2, Bulletin F, in discussing depreciation, emphasizes that it is based on 
"the useful life of the property in the business. " What is more significant is 
the simple clarity with which, on page 7, it defines salvage value to be "the 
amount realizable from the sale * "' 4 when property has become no longer useful 
in the taxpayer's business and is demolished, dismantled, or retired from service. " 
It even goes further to say that salvage "should serve to reduce depreciation, 

s E. g. , L. X. f)aetdeoa, 12 CCH Tax Ct. Mem. 1080 (1953); W. H. 3forrte Lumber Co. , 
7 CCH Tax Ct. Mem. 72S (1948); Botta Co. , 4 CCH Tax Ct. Mern. 10S7 (1945); Wter Losg 
Leaf Lumber Co. , 9 T. C. 990 (1947), rev'd on other grounds, 173 F. 2d 549 (1949). 

e The bulletin sets out a schedule of the useful life of automobiles, listing passenger cars 
at five ) ears aud those used by salesmen at three years. 
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either through a reduction in the basis on which depreciatiou is computed or 
a reduction in rate. " 

Aforeover, Congress was aware of this prior prevailing administrative practice 
as well as the concept of depreciation upon which it was based. Although tbe 
tax years involved here are 1950 and 1951, we believe that the actiou of Congress 
in adopting the 1954 Code should be noted, since it specifically re ognized tbe 
existing depreciation equation. For the first time, the term "useful life" was 
inserted in the statutory provision. The accompanying House Report to the bill 
stated: 

"Depreciation allovvances are the method by which the capital invested 
in an asset is recovered tax-free over the years it is used in a business. 
The aunual deduction is computed by spreading the cost over its estimated 
useful life. " H. R. Rel&. Xo. 1337, 83d Cong. , 2d Sess. 22. 

It is also note&vorthy that tbe report states that "The changes made by your 
Co&nmittee's bill merely affect the timing and not the ulti&nate amount of de- 
pre&&iation deductions with respect to a property. " Id. , at 25. 

I&loreover, as we have said, there are numerous eases in the Tax Court in 
&vhich depreciation was permitted only on the useful life of the property in the 
ta. xpayer's business. ' The taxpayers point to others' zvhich appear to be to 
the contrary. In n&ost of these, however, the issue was factual, i. e. , the time 
lapse before the property would &rear out from use or, as we have said, its 
salvage or resale value. They cannot be said to prove conclusively that the 
Commissioner was following a physically useful-life theory; for there is no 
»fii&rn&ative shozving or fiuding as to the length of the physically useful life. 
The most that can be said is that the element of compromise probably played 
a predon&inant role in the result in each ease. &)Ioreover, there is no indication 
in any of these cases that the amount of depreciation would have been changed 
by computiug it on the basis of its useful life in the business. The cases do 
not seen& to refiect considered judgments as to the proper meauing of the terms 
used in the depreciation equation and we find them of little value as precedents. 

Finally, it is the primary purpose of depreciation accountiug to further the 
integrity of periodic income statements by ruakiug a meaningful allocation of 
the cost entailed in the use (excluding maiutenance expense) of the asset to 
the periods to which it contributes. This accounting system has had the ap- 
proval of this Court since United States v. L«dey, 274 U. S. 295, 301 (1927) 
[T. D. 4040, C. B. VI — 2, 157 (1927)], when &Fir. Justice Brandeis said, "The 
theory underlying this allowance for depreciation is that by using up the 
plant, a gradual sale is made of it. " The analogy applies equallv to automo- 
biles. Likewise in Detroit Edison Co. v. Co&nn&tssioner, 319 U. S. 98, 101 (1943) 
[Ct. D. 1582, C. B. 1943, 1019], this Court said: 

"The end and purpose of it all [depreciation accounting] is to approxi- 
n&ate aml refiect the financial consequeuces to the taxpayer of the subtle 
etfects of time and use on the value of his capital assets. For this pur- 
pose it is sound accounting practice aunually to accrue 4 * * an amount 
which at the time it is retired vvill with its salvage value replace the orig- 
inal investment therein. " 

Obviously a meaningful annual accrual requires an accurate estimation of how 
much the depreciation will total. The failure to take into account a known 
estimate of salvage value prevents this, since it will result in an understatement 
of income during the years the asset is e&nployed aud an overstatement in the 
year of its disposition. The practice has therefore grown up of subtracting 
salvage value from the purchase price to determine the depreciation base. 

& See note 2, supra. sB. g. , West Virginia &t pe&z&zs&gtsania. Coal d Coke Co. , 1 B, T, A. 790 (1925); d. It. Jan&« 
2 B. T. A. 1071 (1925); &&Iert&te Bros&n Co. , 8 B. T, A. 1084 (1926); 1Iaz Kurtz, 8 B. T. A. 670 (1927); W)&(trna&z-Do&&ptas Co. , 8 B. T. A. o94 (1027); Sanford Cotton . IIiPs& 14 B. T. A. 1210 (1920). General Securities Co. , 11 P — H BTA — 7'C 1&fern, Dec, 547 (1942), seems'to be the 
only ease of the group that is directly contrary io ihc present position of the Commissioner and there the end result money-wise would seem io be the same under either theory. it only emphasizes that isolated instances of inconsistency can be found in most areas 
where the volume of cases is as lar e as it is here. s This industry practice is emphasized by ihe anzicus curiae brief of the American Au« 
mobile Leasing Association in Cha&iie IIitiiard, 81 T. C 061, now pending in the Court of 
App~~l~ for ihe Fifth C&rcu&h Cou&priaiug 'aboui 65&y, of t in motor vehicles in the country" the Association takes the posit&&&n tha& tl'e dep ec 
allowance "is designed to return to the taxpayer, tax-free, tl&e cost of his capi«l asse" 
over the period during &vhich it is useful to the taxpayer in hi»uainess 
brief ia on die in this case. 
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On the other baud, to calculate arbitrarily the expected total expense entailed 
by the asset on the false assumption that the asset will be held until it has 
no value is to invite an erroneous depreciation base and depreciation rate, 
which may result in either an over- or au under-depreciation during the 
period of use. If the depreciatiou rate a. nd base turn out to refiect the actual 
cost of enlploying the asset, it will be by accident onlv. The likelihood of 
presenting an inaccurate picture of yearly income from operations is particu- 
larly offensive where, as here, the taxpavers stoutlv maiutaiu that they are only 
in the business of renting aud leasing. automobiles, not of selling them. The 
alternative is to estimate the period the asset will be held in the business and 
the price that will be received for it on retireulent. Of course, there is a risk 
oi error in such projections, but prediction is the very essence of depreciation 
accountin . Besides, the possibility of error is significantly less where proba- 
bilities rather than accidents are relied upon to produce what is hoped to be 
au accurate estimation of the expense iuvolved in utilizing the asset. Moreover, 
under a system where the real salvage price and actual duration of use are rele- 
vant, to further insure a correct depreciation base in the vears after a n1istake 
has been discovered, adjustments may be ulade when it appears that a miscalcu- 
lation has been made. 

Accounting for financial mauagenieut aud accouuting for federal incouie tax 
purposes both focus on the ueed for an accurate determination of the uet incotue 
from operations of a given business for a fiscal period. The approach taken 
by the Commissioner conlputes depreciation expense in a manner 1vhich is far 
Iuorc likely to refiect correctlv the actual cost over the vears in which the as. et 
is employed in the business. ' 

AVe therefore conclude that the Congre s intended that the taxpayer should, 
under the allowance for depreciation, recover only the cost of the asset less 
the estimated salvage, resale or second-hand value, This requires that the 
useful life of the asset be related to the period for which it may reasonably 
be expected to be employed in the taxpayer's business. Likewise salvage value 
must include estimated resale or second-hand value. It follov. s that Xo. 141, . 11ussey Jlotors, Inc. v. Z, , a(ted States, must be alarmed, and Xo. 148 Cot&(mis- 
sioner v. R. II. and J. )I. Efians, reversed. 

It is so ordered. 
MR. JUsTIcE H %ELAN, whonl 1iIR. JUSTIcE A IIITTAKER aud JIR. JUsTIcE 

STEwART join, dissenting, in a separate opinion. 

Corporate deductions for depreciation of resort property held pri- 
marily for use of its stockholders. See Ct. D. 1S54, page 4'35, 

v Several writers in the accounting field have addressed themselves, without reference to 
the income tax laws, to the problem of giving content to the terms "useful life" and "sal- 
vage value" and their conclusions support what has been said. 

Grant and Norton, Depreciation (1949). 145 — 146: 
"[Assets such as passenger automobiles] may be expected to hare substantial positive 
salvage values. Average salvage values must therefore be estimated before straight-line 
depreciation rates can be established. Salvage values will depend on average lives which 
may in turn depend on the owner's policy with regard to disposal of such assets. For 
example, if it is company policv to trade in passenger automobiles after three years, the 
estimation of average salvage value is simp)& the estimation of the average trade-in value 
of a 8-vear-old passenger automobile. " 

Kohler, A Dictionary for Accountants (1952), 871, defines salvage value as: 
"Actual or prospective selling price, as second-hand material, or as jnnk or scrap, of fixed 
assets retired, or of product or merchandise unsalable through usual channels, less any 
cost, actual or estimated. of disposition; 

Useful life is defined, id. , at 440, as follows: 
"Normal operating life in terms of utility to the owner; said of a fixed asset or a fixed- 
asset roup; the period mav be more or less than phvsical life or auy commonly recog- 
nized economic life; service life. " 

Saliers, Depreciation Principles (1989), 72: 
"Salvage is the value an article possesses for some use other than that to which it has 
been devoted. When it can be so used it is said to possess another cycle of life. Junk or 
scrap value is that which an article is worth if broken up. In making allowance for 
&lepreciation the basis to be used is cost less whatever it is estimated that the salva e or 
scrap will amount to. " 

585726' — 61 80 
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REGELATIoNs 111, SEGTIQN 29. 28(1) — 3: Deprecia- Rev. Rul. 60 — 817' 
tion of intangible property. 

(Also Regulations 118, Section 89. 28(1) — 3. ) 
(Also Part I, Section 167; 26 CFR 1. 167 (a) — 8. ) 

The Internal Revenue Service will not follow the decision of. the 
United States Court of Appeals for the Eighth Circuit in Northern 
Natural Crad Company v. 0'3faPey and Northern Natttral Gad Com 

pany v. cVoCrory, 277 Fed. (2d) 128. 
The point at issue in these cases was whether the taxpayer was 

entitled, under section 28(1) of the Internal Revenue Code of 1939, 
to a depreciation deduction based upon exhaustion of its right-of-way 
easements for its pipelines used to transmit gas for considerable dis- 
tances; the easements provided they shall continue "so long as such 
pipelines and appurtenances thereto shall be maintained. " 

It is the position of the Service that the assets were not entitled 
to a depreciation deduction because their useful life in the business 
could not be estimated with reasonable certainty as required by section 
29. 23 (1) — 8 of Regulations 111. 

Accordingly, while it has been determined that review by the Su- 
preme Court of the United States will not be request&, the decision 
in the Northern Natural Gag Company cases will not be followed as 
a precedent in the disposition of similar cases pending further develop- 
ments on the issue. 

Regulations 118, Section 39. 23 (1) 3: Depre- 
ciation of intangible property. 

Depreciation deduction based upon exhaustion of right, -of-way 
easements for pipelines used to transmit gas for considerable dis- 
tances. See Rev. Rul. 60 — 817, above. 

SECTION 28 (m) . — DEDUCTIONS FROM GROSS INCOME: 
DEPLETION 

REGLLATIONS 118, SEOTION 89. 23 (m) — 1: Deple- 
tion of mines, oil and gas well, other natural 
deposits, and timber; depreciation of im- 
provements. 

(Also Section 114; Regulations 118, Section 
39. 114 — 1. ) 

(A. iso Part I, Section 613; 26 CFR 1. 613 — 8. ) 
SUPREIIE CQURT oF THE UNITED STATEs 

Ct. D. 1849 

United Btates of America, petitioner v. Canttelton Seiner Pipe Compaisp 

On writ of certiorari to the United States Court of appeals for the Seventh Circuit 

[June 27, 1960] 
MR. JUSTICE CLARK delivered the opinion of the Court. 
This income tax refund suit involves the statutory percentage depletion allow- 

ance to which respondent, an integrated miner-manufacturer of burnt clay 

' Based on Technical Information Release 2SI, dated September a Iede 
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products from fire clay and shale, is entitled under the Internal Revenue Code 
of 1939. ' 

The perceutage grauteil by the statute is on respondent's "gross iiicome from 
miuing. " It defines "mining" to include the ordinary treatment proces. es 
normally applied by miue owners a -'" '" to obtain the comruercially uiarketable 
niineral product or products. " Respondent claimed that its first "commercially 
marketable mineral product" is sewer pipe and other vitriQed articles. Alter- 
uatively, it contended that depletion should be based on the price of 80 tons 
of ground fire clay and shale actually sold during the taz year in question. The 
District Court agreed with respondent's Qrst claim. Tile Court of Appeals 
afiirmed, holding that respondent could not profitably sell its raw fire clay and 
shale without processing it, into finished products, and that its statutory per- 
centage depletion was therefore properly based on its gross sales of the latter. 
268 I'. 2d 834. The Goverument contends that the product from which "gross 
i~come from mining" is computed is an industry-wide test and cannot be reduced 
to a particular operation that a taxpayer might find profitable. The Govern- 
ment further argues that, while the statute permits ordinary treatment processes 
normally applied by miners to the raw product of their mines to produce a 
commercially marketable mineral product, it does not embrace the fabrication of 
the iuineral product into finished articles. Iu viev. of the importance of the 
question to tazpayers as well as to the Government, we granted certiorari. 
361 U. S. 923. We disagree with respondent's contention that the issue i. not 
preseuted by this record, aml ive therefore reach the inerits. We have con- 
cluded that, under the mandate of the statute, respondent's "gross income from 
mining" under the fmdings here is the value of its raw fire clay and shale, 
after the application of the ordinary treatment processes normally applied 
by nonintegrated miners engaged in the recovery of those minerals. ' 

During the iaz year ending Xovember 30, 1961, the respoudent owned and 
operated an underground mine froni which it produced fire clay and shale iu 
proportions of 60//, fire clay and 40'go shale. It transported the raw mineral 
product by truck to its plant at Cannelton, Indiana, about one and one-half 
miles distant. There it processed and fabricated the fire clay and shale into 
vitrified sewer pipe, Que lining and related products. In this process, the 
clay and shale is Qrst ground into a pulverized form about as fine as talcum 
powder. The powder is then niized with water in a pug mill and become. ' a 
plastic mass, which is formed by machines into the shape of the finished ware 
desired. The ware is then placed in dryers where heat of le. s than 212 is 
applied to remove all of the water, This process takes froin 12 hours to 3 
weeks, dependin on the size of the ware. Thereafter the ware is vitrified in 
kilus at 2, 200' Fahrenheit, requiring from 60 to 210 hours. It is then cooled, 
graded and either shipped or stored. 

Not all clays and shales are suitable for respondent's operations. They must 
have plasticity, special drving qualities and be able to withstand high temper- 
atures. Respondent's clay, known as Cannelton clay, is the deepest clay mined 
in Indiana and, respondent says, yields the best sewer pipe. Its cost of remov- 
iug and delivering the same to its plant was V2. 418 per ton in 1961. Respondent 
use&1 some 38. 473 tons of clay and shale iu its operations that vear and sold 
approziiuately 80 tons of ground fire clay and shale in bags at a price of 
$22. 88 per ton. Xet sales of its finished wares amounted to approximately one 
and a half million dollars. 

Iu connection with its taz assessinent for the year in question, respondent 
filed a documen( in ivhich it stated that 'we used as a basis for calculating the 
gross incoiue from our mining operations of shale and fire clay the point iu 
our manufacturing operations at which we first arrive with a commerciallv 
marl-etable product, which is ground fire clay. This product arrives after the 
raw mineral is crushed and granulated to such extent that by the addition of 
water it can be made into a mortar for use in laying or setting fire or refractory 

' The applicable provisions of the Code are sec. 23(m) and sec. 114(b) (4). In general, 
they provide for a depletion allowunie based on a percentage of "gross income from min- 
ing, " which is specifically defined. See note S, (afro. The percentage permitted on shale 
is 5+o, and on fire clay, 15'yo. ' The quantity of giound and bagged fire clay and shale actually sold is too negli ible 
to furnish an appropriate basis for computing depletion. 
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brick Tliis ground fire clay has a definite market and an ascertainable market 
i. alue at any particular time and is the same product from which our end product, 
I elver tile is made siinply by the addition of water and the necessary baking 
process. " In this return it based the value of the ground fire clay at $22, 81 
per ton, the price for which it sold some 80 tons of that material in bags during 
Igql At this figure the depletion allowance would have been slightly above 

per tou. Thereafter respondent claimed error and asserted that its mineral 
product, rather than being commerciallv marketable when it reached the stage 
of ground fire clay, only became commercially marketable when it became a 
finished product, i. e. , sewer pipe. On this basis, the depletion allowance on 
petitioner's gross income would be approximately $4 per ton, since the mineral 
would have a value of about $40 per ton. On the other hand, if the mineral it 
used in 1951 was valued at $1. 60 to $1. 90 per ton, the going price elsewhere 
in Indiana, the depletion alloivance would be approximately 20(! per ton. 

The record shows and the District Court found that in 1951 there were 
substantial sales of raw fire clay and shale in Indiana, mostly in the vicinity 
of Brazii, about 140 miles from Cannelton. The average price there was $1. 60 
to!$1. 90 per ton ior fire clay and $1 per ton for shale. Transportation costs 
from Brazil to Cannelton ran from $4. 58 to $5. 50 per ton. In Kentucky, across 
the river from respondent's plant, it appears that fire clay and shale of the 
same grade were mined and sold' before, during and subsequent to 1951. In 
fact, since 1957 respondent has secured all of its mineral requirements from this 
source on a lease basis under which the lessor miues and delivers the raw 
material to its plant. Tbe exact cost is not shown, but the haul in 1957 from 
pit to plant, including the ferry crossing, was some seven miles. 

We have carefully studied the legislative history of the depletion allowance, 
including the voluminous materials furnished by the parties, not only in their 
briefs but in the exhaustive appendices and the record. ' We shall not burden 
this opinion with its repetition. 

In summary, mineral depletion for tax purposes is an allowance from income 
for the exhaustion of capital assets. Anderson v. Ifelvering, 810 U. 8. 404 (1940). 
[Ct. D. 1456, C. B. 1940 — 1, 108]. In addition, it is based on the belief that its 
allowance encouragbs extensive exploration and increasing discoveries of addi- 
tional minerals to the benefit of the economy and strength of the Nation. We 
are not concerned with the validity of this theory or with the statutory policy. 
Our sole function is application of tbe congressional mandate, A study of the 
materials indicates that percentage depletion first came into the tax structure 
in 1926, vi hen the Congress granted it to oil and gas producers. The percentage 
alloued was based on "gross income from the property, " which was described 
as "the gross receipts from the sale of oil aiui gas as it is delivered from the 
property. " Preliminary Report, Joint Committee on Internal Revenue Taxa- 
tion, Vol. I, Part 2 (1927). The report continued that, as to the integrated 
operator, "the gross income from the property must be computed from the 
production and posted price of oil, as the gross receipts froin a refined and trans- 
ported product can not be used in determining the income as relating to an 
individual tract or lease. " The Treasury Regulations confirmed this under- 
standing. Treas. Reg. 74 (1929 ed. ). Arts. 221(i), 241. 

Thereafter, in 1982, percentage depletion was extended to metal mines, coal, 
and sulphur. The representative of the American lining Congress, Alex R 
Shepherd, urged in a report to the Congress ' that depletion for metal mines be 

'The evidence indicates that, for $50, Owenaboro Sewer pipe Company bought fi'o n 
L. R. Chapman five acres of ground under which the shale and clav deposits lay. Con- 
temporaneously it made a contract with L, R. (. 'hapman, Inc. , to mine and deliver shale 
and fire clav from this tract to the Owensboro plant for $1. 40 per ton. Chapman also 
testified that in addition he furnished shale and fire clay to other manufacturers in the 
same area in Kentucky. The arrangements varied. Some were similar to the Owensboro 
agreement, while others were leases on a royalty basis with a contemporaneous agreement 
to mine and deliver tlie clay at a set price. The exact year or years are not clearr but 
appear to have been between 1949 and 1956. Respondent began using shale and fire clav 
from the same source by lease arrangement in 1957. The reason for lease arrangement& 
and paper transfer of title is not shown. However, Chapman testified that the manu- 
facturers "didn't seem to want to do the prospecting or the sampling until thev were sure 
they could get either a lease or a deed. " 

' The briefs cover 294 pages and the appendices an additional 085, not including 10 
charts. The record is 278 pages. t' Preliminary Report on Depletion, Staff Report to the Joint Committee on Into»» 
Revenue Taxation (]980), Appendix XXXI (Shepherd Report), 
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computed, as in the oil and gas industry, on a perceni;i e-of-inconie basis, and 
the Revenue Act of 1%2 iras so draivn. The Shepheixi Report pointed out 
that the percentage basis for oil and gas depletion had been in force for over 
a year and had "functioned satisfactorily both froni economical and adniin- 
istratire viewpoints and without loss of revenue. " It added that "careful 
stu&ly of this method as applied to nietal mines indicates that the same results 
irill be attained in practice as in the case of oil and gas, " but that, because of 
varied practices in the mining industry, it ivould be necessary to determine 
"the point in accounting at which" gross income from the property mined could 
be calculated. It reconimended that "it is logical to peg 'gross income from the 
propertv' f. o. b. cars at mine, " (. c. , net smelter returns, recognizing that process- 
ing beyond this point should not be included in calculating "gross income froni 
the property. " While as to certain metals, uiz. , gold, silver, or copper, the 
report suggested "the sale of the crude, partially beneficiated or refined" prod- 
uct, this ivas but to make provision for the specific operations of miners in 
those metals. In this regard the report also proposed that the depreciation 
base "in the case of all other nietals, coal and oil and gas, [should be] the 
competitive market receipts, or its equivalent, received from the sale of the 
crude products, or concentrates on au f. o. b. mine, mill, or well basis. " 

The Congress in fashioniug the 1%2 Act took into account these recomuienda- 
tions of the industry. It incorporated a provision in the Act allowing percentage 
depletion for coal and metal niines and sulphur, based on the "gross income from 
the property. " Section 114(b) (4), Revenue Act of 1932, 47 Stat. 100. On the 
following February 10, 1033, the Treasury issued its Regulation 77, which defined 
"gross incoiue from the property" as "the amount for which the taxpayer sells 
(a) the crude mineral product or (b) the product derived therefrom, not to 
exceed in the case of (a. ) the representative market or field price v v ~ or in 
the case of (b) the representative niarket or field price v " * of a product of 
like kind and grade from ivhich the product sold was derived, before the appli- 
cation of any processes -":" v with the exception of the processes listed v * *" 
Treas. Reg. 77, Art. 221(g). These exceptions listed processes normally in use 
in the mining industry for preparin the mineral as a marketable shipping 
product. The regulation was of unquestioned validity and, in 1943, at the 
instance of the industry, the Congress substantially embodied it into the statute 
itself, 48 Stat. 21, 44, including the basic definition of the term "gross income 
from the property" ' Siuce that time the section on percentage depletiou- 
section 114(b) (4) (B) of the 1%9 Code — has remained basically the same. ' 
Additional minerals have been added from time to time — shale and fire clay in 
1051 — until practically all minerals are included. 

As now enacted, the section provides that "mining" includes "not merely the 
extraction of the ores or minerals from the ground but also the ordinary treat- 
nieut processes normally applied by uiine owners or operators in order to obtain 
the conimercially marketable mineral product or products, " plus transportation 
from the place of extraction to the "plants or mills in ivhich the ordinary treat- 
nient processes are applied thereto, " not exceeding 50 miles. ' It then defines 

s See e. y. , Hearings before Senate Committee on Finance on H. R. 36S7. 7Sth Cong. , 1st 
Sess. 528; S. Rep. No. 627, 78th Cong. , 1st Sess. 23 — 24; Hearings before House Commit- 
tee on Ways and Means on Revenue Revisions, 80th Cong. , 1st Sess. , part 3, at 1857; 
Hearings before Senate Committee on Finance on H. R. 8920, 81st Cong. , 2d Sess. 771; 
S. Rep. No. 237o, 81st Cong. , 2d Sess. 52 — 53. 

'The present statute, sec. 613 of the Internal Revenue Code of 1954, is essentially 
unchanged. 

s Internal Revenue Code of 1039, sec. 114(b) (4) (B): 
"Definition of Gross Income Front Property. — As used in this paragraph the term 'gross 
income from property' means the gross income from mining. The term 'mining' as used 
herein shall be considered to include not merely the extraction of the ores or minerals 
from the ground but also thc ordinary treatment processes normally applied by mine 
owners or operators in order to obtain the commercially marketable mineral product or 
products, and so much of the transportation of ores or minerals (whether or not by com- 
mon carrier) from the point of extraction from the ground to the plants or mills in which 
the ordinary treatment processes are applied thereto as is not in excess of 50 miles unless 
the Secretary finds that the phvsical and other requirements are such that the ore or min- 
eral must be transported a greater distance to such plants or mills. The term 'ordinary 
treatment processes, ' as used herein, shall include the following: (i) In the ease of coal— 
cleaning, breaking, sizing, and loading for shipment; (ii) in the ease of sulphur — pnmping 
to vats, cooling, breaking, and loading for shipment; (iii) in the ease of iron ore, bauxite, 
ball and sagger clay, rock asphalt, and minerals wliich are customarily sold in the form of a 
crude mineral product — sorting, eoneentrating, and sintering to bring to shipping grade and 
form. and loading for shipmeut; and (iv) iu the ease of lead. zinc, copper, gold, silver, or 
fiuorospar ores, potash, and ores which are not customarily sold in the form of crude mineral 
product — crushing, grinding, and beneficiation by concentration (gravity, fiotation, amal- 
gamation, electrostatic, or magnetic), cyanidation, leachin, crrstallization, precipitation 
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«prdjnarv treaiment processes" by setting out specifically in four categories 
those covering some 17 named minerals. Fire clay and shale are not within 
these specific enumerations. The Government, however, contends that they 
should come within clause (iii) of the section, which provides that, "in the 
case of iron ore, bauxite, ball and sagger clay, rock asphalt and minerals echich 
are customariLy sold in the form of a crude mineral product — sorting, cpncen 
trating, and sintering to bring to shipping grade and form, and loading for 
shipntent "' " "'" are included in "ordinary treatment processes. " (Italjcs 
added. ) Clause (iv) lists specific metals such as lead, zinc, copper, etc„«and 
ores svhich are not customarily sold in the form of crude mineral product, " and 
specifically excludes from the permissible j&recesses certain ones used jn cpn 
nection with these lnetals. To recapitulate, the section contains four categprjes 
of dealing with "ordinary treatment processes": the first enumerating thpse 
permissible as to the ruining of coal; the second, as to sulphur; the third, as tp 
minerals customarily sold in the form of the crude mineral product; and the 
fourth, as to those minerals not customarily so sold. We note that the Congress 
even states the steps in each permissible process, and in addition specifically 
declares some processes not to be "ordinary treatment" ones, viz. , «electrplyfic 
deposition, roasting, thermal or electric smelting, or refining. " Furthermore, 
uoue of the permissible processes destroy the physical or chemical identity of 
the minerals or permit them to be transfornred into new products. 

From this legislative history, we conclude that Congress intended to grant 
miners a depletion allowance based on the constructive income from the raw 
mineral product if marketable in that form, and not on the value of the finished 
articles. 

The findings are that three-fifths of the fire clay produced in Indiana in 
1951 was sold in its raw state. This indicates a substantial market for the 
raw mineral. In addition, large sales of raw fire clay and shale were made 
across the river in Kentucky. This indicates that fire clay and shale were 
"commercially marketable" in their raw state unless that phrase also implies 
marketability at a profit. We believe it does not. Proof of these sales is 
significant not because it revea. ls an ability to sell profitably — which the respond- 
ent could not do — but because the substantial tonnage being sold in a raw state 
provides conclusive proof that, when extracted from the mine, the fire clay 
and shale are in such a state that they are ready for industrial use or con- 
sumption — in short, they have passed the "mining" state on which the depletion 
principles operates. It vvould be strange, indeed, to ascribe to the Congress 
an intent to permit each miner to adopt processes peculiar to his individual 
operation. Depletion, as we have said, is an allowance for the exhaustion of 
capital assets, It is not a subsidy to manufacturers or the high-cost mine 
operator. The value of respondent's vitrified clay products, obtained by ex- 
pensive manufacturing processes, bears little relation to the value of its minerals, 
The question in depletion is what allowance is necessary to permit tax-free 
recovery of the capital value of the minerals. 

Respondent insists that its miner-manufacturer status makes some difference. 
We think not. It is true that the integrated miners in Indiana outnumbered 
the nonintegrated ones. But in each of the three basic percentage depletion 
Acts the Congress indicated that integrated operators should not receive pre- 
ferred treatment. Furthermore, in Regulation 77, discussed above, the Treasury 
specifically provided that depletion was allowable only on the crude mineral 
product. And, as we have said, this regulation was substantially enacted into 
the 1948 Act. We need not tarry to deal vrith any differences which are said 
to have existed in administrative interpretation, for here we have authoritative 
congressional action itself. Ever since the first percentage depletion statute 
the cut-off point where "gross income from mining" stopped has been the same, 
i. e. , where the ordinary miner shipped the product of his mine. Respondent's 
formula would not only give it a preference over the ordinary noniutegrated 
miner, but also would grant it a decided competitive advantage over its non- 

(but not including as an ordinary treatment process electrolytic deposition, roasting, ther 
msl or electric smelting, or refining) or by substantially equivalent processes or combj«- tion of processes used in the separation or extraction of the product or products from the 
ore, including the furnacing of quicksilver ores. The principles of this subparagraph shell also be applicable in determining gross income attributable to mining for the purposes of section 450 snd 453. " 26 U. S. C, (1952 ed. ) sec. 114. 
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integrated uianufacturer competitor. Con rc, s never inteu&led that depl»- 
tion create such a dis«rimiuatory situation. As we see it, the &niner-nianu- 
facturer is but sellin, to hiin elf the crude miner&il that he uiiues, insofiir as 
the depletion allo&vance is coucerued. 

We noxv reach what "ordinary treatinent processes" are available to respoud- 
eut un&ler the statute. As the liriucipal industry &vituess put it ai heariu s 
before the Congress: "Obviously it was uot the inteiit of Congress that those 
processes which would take your products and m:ike theni into diiferent produ«ts 
having very different uses should be «onsidered, as thc basis for depletion. "' 
But respondent says that the processes it uses are the ordinary ones applied 
in the industry. As to the miner-manufacturer, that is true. But they are 
not the "ordinary" noriual oues applied by the nonintegrated miner, It was 
he whom the Congress made the object of the allowance. The fabrication 
processes used by respon&lent in manufacturing sewer pipe would uot be employed 
by the run-of-the-mill miner — only an integrated miner-manufacturer would 
have occasiou to use them. 

Respondent further contends, however, that it must utilize these processes 
in order to obtain a "commercially ruarketable mineral product or products. " 
It points out that its underground method of tuining prevents it from selling 
its ravv fire clay and shale. This position leads to the couclusiou that respondent's 
miueral product has no value to it in the ground. If this be true, then there 
could be no depletion. One cannot deplete nothing. On the other baud, 
respomlent alleges that its minerals "yield the best sewer pipe which is made 
in Indiana. " If this be true, then respondent's problem is oue purely of «ost 
of recovery, an item which, as eve have said, has nothing to do with value iu 
the depletion formulae. Depletion, as we iead the legislative history, ivas 
designed not to recompense for costs of recovery but for ezhaustion of miueral 
assets alone. If it were eztended as responde~t asks, the miuer-manufacturer 
would eujoy, in addition to a depletion allowance ou his minerals, a similar 
allowan& e on his inanufacturing costs, in&. luding depreciiition on his manufa«- 
turing plaut, machinery and facilities. Nor do we read the use bv the Congress 
of the plural word "products" in the "commercially marketable" phrase as 
indicating that normal processing techniques might iuclude the fabrication of 
different products from the same mineral. We believe that the Congress was 
only recognizing that in mining operations ofteu inore than one mineral product 
was recovered in its raiv state. 

In view of the fin(ling that substantial quantities — in fact, the uiajority — of 
the tonnage production of fire clay aud shale &vere sold in their r;«v state, we 
believe that respondent's mining activity during the year in question would 
conic under «lause tiii) of the section here involved. That clause in«ludes 
"minerals which are customarily sold in the form of a crude mineral product. " 
We believe that the Congress inteuded integrated miuing-mauufacturing oper- 
ations to be treated as if the operator were selling the mineral ruined to hiiuscli 
for fabrication. It would, of course, be permissible for such an operator to 
calculate his "gross income from mining" at the point ivhere "ordiuary" tuiners- 
not integrated — disposed of their product. All processes used by the n&&n- 

integrated miner before shipping the raiv fire clay and shale ivould under su& li 
a forruula be available to the integrated miner-uianufacturer to the same en&tent 
but no more. 

Nor do ive believe that the District Court and Court of Appeals cases iu- 
volving percentage depletion and cited by respondent are opposite here. 'o W& 
do not, however, indicate any approval of their holdings. It is sufficient to say 
that on their facts they are all distinguishable. 

'Robert M. Searlro Attorney, Sau Francisco. Silver Subcommittee Hearings, 1942. p. 204. 
'((Respondent's cases are based on United States v. Cherokee Brick (I Tile &'e. , 219 1' 

2d 424 (adhered to in United States v. iVcrrp Bros. Brick (t Tile Co. , 242 F, 2d 708), which 
went o&f on factual concessions uot present here. They have been pyramided into a sta- 
tistically i&uposiu" number of cases, predicated upon oue another. Close analysis iu(li- 
cates that they either go oif ou concessions or findings not preseut here, or deal &vith 
controversies over particular treatment processes claimed as "ordinary" in the industry 
involved. For our purposes, &ve need uot reach the question of whether in those cases 
the minerals in pin( e ha(1 aur "value" to be &leplet(d. Other than tlu decision here uudpl' 
review, only two of the Court of Appeals cases cited by respondent, both frou& the s«u&e 
Circuit i Co(an(i&sinner v. foioa Li(sestet(a Co. , 269 I'. 2&1, '198; Books:alter v. Cent&otto&is 
Crusher Co. , 212 F. 2d 8911, adopt the profitability test, &vhicl& we find unacceptable, 
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In view of these considerations, neither of respondent's alternate claims for 
depletion allowance is appropria, te. The judgment of the Court of Appeals is 
therefore rev&. . rsed, and the cause remanded for further proceedings in con 
forrnity with this opinion. 

It is so ordered. 
;AIR. JvsvicE HARLAN, concurring in the result in a separate opinion. 

REOIII, ATIONs 118, . 3KCTioN . &9. 28(m) — 5: Computa- T. D. 651() I 

tion of depletion. based on percentage of income in 
case of cert, ain mines or other natural deposits. 

(Also Pegnlations ill, Se& tion 29. 28(m) — 5. ) 
TITLE 2S — INTERNAL RKVI", NUK. — CHAPTER I, SUBCHAPTER A, PARTS 99 AND 29 

Regulations 118 and 111 amen&led with respect to definitions of 
certain ininerals. 

DEPARTMENT OF THK TRKASURT 

OFFICE OF COMIIIISSIONER OF INTERNAL P&KVKNVK, 

IVashington '&&i D. C. 
To Officers and E»i ployees of the Internal Pevenue 8ervz'ce and Others 

Concerned: 
On February 10, 1959, notice of proposed rulemaking regarding 

amendments to Regiulations 118 (26 CFR (1939) Part oo9) and Regu- 
lations 111 (26 CFR (1989) Part 29) with respect to definitions of 
certain minerals was published in the Federal Register (24 F. R. 975). 
A. fter consideration of all such relevant matter as was presented by 
interested persons regarding the rules proposed, the follov ing amend- 
ments are hereby adopted: 

REGUI ATIONS 118 

P ~RAORAPH 1. Paragraph (b) of $ 89. 28 (m) — 5 is amended— 
(A) By striking that part of the first sentence. which precedes the 

colon and inserting in lieu thereof the follovving: 
For the purpose of identifying the minerals listed in paragraph (a), such 

minerals shall be given their commonlv understood commercial meanings. If a 
mineral of a taxpayer is within both a specific and a general mineral classifica- 
tion liste&i in paragraph (a), such mineral shall be considered to fall within the 
more specific classification. If the name of a mineral listed in paragraph (a) 
has no commonly understood comniercial meaning but the name implies a par- 
ticular use or uses, such mineral is to be defined in ternis of such use or uses. 
Certain of the minerals listed in paragraph (a) are defined below in aceordauee 
with the foregoing criteria set forth in this paragraph 

(B) By striking the term "Calcium carbonates" and the clefiinition 
of such term and inserting in lieu thereof the following: 
Calcium carbonates — 16iscellaneous limestones and other calcium carbonate rocks 

(not specifi&. ally provided for at a 5 percent or 15 percent rate of percent~g~ 
allowance) which are used or sold for use for purposes for &vhich the ealciutu 
carbonate content is a niajor re&luirenient. For exaniple, the term "ealciuin 
carbonates" includes limestone ivhich is not of chemical or metallurgical grade 
and &vhieh is used or sold for u. e t' or cement manufacture or soil treatment. 
However, the term "calcium carbonates" does not include any carbonate min- 
eral which is identifiable as dolomite, marble, stone, oyster shells, or clam 
shells within the commonly understood commercial meaning of tliose terms. 

& 25 F. R. 12229. 
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(C) By inserting immediately after the tenn "Clay, brick and tile" 
ancl the definition of such term the folloiving: 
Chiy, refractory, and fire — Clay which has a pyrometri& coue equivaleut of lfi 

or higher. 

(D) By strikino tire terriis "Liniestone, chemic il grade" and "Lime- 
stone, metall«i &&. ical gracle" ancl the clefinitions of such terms and in- 
sertin&&. in lieu tlieiieof the folloiving: 
Doloruite — Any carbonate rock which contains substantial amounts of the min- 

er&&1 dolomite an&i which is considered to be clolornite within the corumonly 
mulcrstood coiiuuer«ial meanin, of the term. 

Liiuesioue, cheiui«al, a»&l uietallurgical grade — I. imesto»e ivhich contains a «al- 
cium carboniite and uiagnesiuiu carbonate content totaling! », percent or high& i 

by iveigbt. For this purpose. the ter»i 'limestone" does uot in& lude any «ar- 
bouate mineral rvhich is irlentifiable as a mineral falling within a iuore specific 

classifi& 

atio such as dol&»»ite, marble, oyster shells, or clam shells. 

(F. ) By inserting immecliately after the term "Pumice" and the 
definition of such term the following: 
Quartzite — Metamorphosed or silica-cemented sand. i&&ne which is so firmly ce- 

iuented that it has the characteristic of brealriug acr&&ss rather than around 
the original sand graius. The term "quartzite" is not applicable to any min- 
eral ivhich constitutes sand or gravel ivithiu the comniouly uuderstood com- 
mercial meaning of tliose ter&us. 

(F) By striking the term ", itone" and the definition of such term 
and inserting in lieu thei eof the following: 
Stone — Common dimeusion, crushed or broken stone ivitbiu the ordinary mean- 

ing of these terms. However, the term "stone" d&&es not include any mineral 
which is identifiatde as a mineral falling within a more specific classification 
such as dolomite, quartzite, or chemical or metallurgical grade limestone. 

REGULATIOXS ] 1 I 

PAR. 2. Tlie seconcl undesigiiated paragraph of $ 20. 23(m) — 5, as 
amended by Treasury Decision 6081 [C. B. 10M — 2, 120], approved 
July 14, 1953& is further amended— 

(A) By striking thiit part of the first sentence which precedes the 
colon and inserting in lieu thereof the folloiring: 

For the purpose of identifving the minerals listed in the preceding paragraph, 
such minerals shall be given their «ouiruonly understood commercial meanings. 
If a iuineral of a taxpayer is u ithin both a specific arid a general ruin«ra( & lassi- 
ficatiou listed in the preceding l&aragrapli, such ruiueral shall be considered to 
fall within the more specific «lassitication. If the name of a mineral listed in 
the pre& ediug paragraph has no commonly understood coumiercial uieauing but 
the nanie fr»plies a particular use or uses, such mineral is to be defiiied in terms 
of such use or uses. Certain of the iuinerals listed in the preceding paragraph 
are defined below in accorclan«e ivith the foregoing &. riteria set forth in this 
paragraph 

(B) By striking the term "Calcium carbonates" and the definition 
of such terni ancl inserting in lieu thereof tlie folloivin&&". 

Calcium carbonates — Miscellaneous limestones and other calcium carbonate 
rocks (not specifically provided for at a 5 percent or 15 percent rate of per- 
centa, e allowance) ivhich are used or sold for use for purposes for which 
the calci»in &. arbonate content is a major requirement. For exampl~, the term 
"calcimu carbonates" includes limestoue which is uot of chemical or metal- 
lurgi«al grade and ivhi«h is used or sold for»se for cement uianufacture or 
soil treatment. However, the tenn -«alcium carbonates" does not include 
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any cailionate mineral which is identifiable as dolomite, marble, stone, oyster 
shells, or clam shells within the commonly understood commercial meaning of 
those terms. 

(C) By inserting immediately after the term "Clay, biick 
tile" and the definition of such term the following: 

Clay, refractory, and fire — Clay which has a pyrometric cone equivalent of 19 
or higher. 

(D) By striking the terms "Limestone, chemical grade" and "I, ime 

stone, metailur«ical grade" iind the definitions of such terms and in- 
serting in lieu thereof the following: 
Dolomite — Any carbouate rock which contains substantial amounts of the 

mineral dolomite and which is considered to be dolomite within the commonly 
understood commercial meaning of the term, 

Limestone, chemical, and metallurgical grade — Limestone which contains a 
calcium carbouate and magnesium carbonate content totaling 95 percent or 
higher by weight. For this purpose, the term "limestone" does not include any 
carbonate mineral which is identifiable as a mineral falling v. ithin a more spe- 
cific classificatiou such as dolomite, marble, oyster shells, or claiu shells. 

(E) By inserting immediately after the term "Pumice" and the 
definition of such term the following: 
Quartzite — Metamorphosed or silica-cemented sandstone which is so firmly 

cemented that it has the characteristic of breaking across rather than around 
the original sand grains. The term "quartzite" is not applicable to any mineral 
which constitutes sand or gravel within the commonly understood conimercial 
meaning of those terms. 

(F) By striking the term "Stone" and the definition of such term 
and inserting in lieu thereof the following: 
Stone — Common dimension, crushed or broken stone v ithin the ordinary mean- 

ing of these terms. However, the term "stone" does not include any mineral 
which is identifiable as a mineral falling within a more specific classification 
such as dolomite, quartzite, or chemical or metallurgical grade limestone. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 3791 of the Internal Revenue Code of 1939 (56 Stat. 
62i 467; 96 U. S. C. 62, 6791) . ) 

CHARLES I. FoX, 
Acting Coniioiissi oner o f Interna/ Revenue. 

Approved November o9, 1960. 
DAvm A. LINnsAr, 

Acting Secretaire of the Treasury. 
(Filed by the Division of the Federal Register on December 1, 1960, 8:48 a. m. , 

and published in the is=ue of the Federal Register for December 2, 1960, 25 
k'. R. 12339) 

REGLLATIONS 111, SECTION O9. 98(m) — 5: Compu- 
tation of depletion based on peiicentage of 
income in case of certain mines or other 
natural deposits. 

Regulations 111 amended with respect to the definitions of certain 
minera, ls. See T. D. 6510, page 458. 
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SECTIOX 23(u). — DEDI CTIOXS FROM 6ROSS INCOME: 
ALIMONY, KTC. , PA. YMKNTS 

REGULATIGNS 118 SEGTIGN 80. 2c) (u) 1: 
Periodic Alimony Payments. 

Decluctibility of alimony payments to former wife, subject to con- 
t. ingencies, payable over a period exceeding ten years. See Rev. Rul. 
60 — 250. pa, ge 48;"L 

SECTION 24. — ITEMS NOT DEDUCTIBLE 

REGLI ATIONS 111, SECTIox 20. 24 — 1: Personal and 
f anIily expenses. 

Corporate deeluctions for depreciation and maintenance expenses 
of resort property held primarily for use of its stockholders. See 
Ct. B. 1854, page 435. 

PART IV. — ACCOUNTING PERIODS AND METHODS OF ACCOUNTING 

SECTION 44. — IXSTAI. I. MEXT BASIS 

REGULATIGNs 118 SEcTIQN 80. 44 — 1:: Sale of 
personal property on installment plan. 

Department store chain's sales under a, revolving credit plan. See 
Rev. Rul. 60 — 20'l, page 16'5. 

SUBCHAPTER C. — SUPPLEMENTAL PROVISIONS 

SUPPLEMENT A. — RATES OF TAX 

SECTION 100. — WESTERN HEMISPHERE TRADE 
CORPORATIONS 

REGULATIovs 111, SEcTIGN 29. 109 — 1: Western 
Hemisphere trade corporations. 

Source of gain included in insurance proceeds received by a West- 
ern Hemisphere trade corporation. See Rev. Rul. 60 — 278, page 214. 

REGULATIGNs 118, SEcTIoN 39. 100 — 1: Western 
Hemisphere trade corporations. 

Source of gain included in insurance proceeds received by a Western 
Hemisphere trade corporation. See Rev. Rul. 60 — 278, page 214. 
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SUPPLEMENT B. — COMPUTATION OF NET INCOME 

SECTION 119(b). — RECOGNITION OF GAIN OR LOSS. 
EXCHANGES SOLELY IN KIND 

REGULATIoNs 118, SEcTION 39. 119(b) (6) — 1: DlstI'1- 
butions in liquidation of subsidiary corporation, 

Purchase of stock of several unrelated corporations for the purpose 
of liquidating such corporations and acquiring their "going busi- 
nesses. " See Piev. Rul, 60 — 946, below. 

SECTION 113(a). — ADJUSTED l', ASIS FOR DETER&IINING 
GAIN OR I. OSS: BA. SIS (VNAD, IUSTED) OF PROPERTY 

REGUI, ATIoNs 118, SEc TIGN 30. 113(a) (15) — 1: Basis Rev. Rul. 60 — 246 ' 
of property received by corporation in complete 
liquidation. of another. 

(Also Section 119(b); Regulations 118, Section 
39. 119 (b) (6) -1. ) 
The Internal Revenue Service will follow the decision of the United 

States Court of Appeals for the Fifth Circuit in united «S'tated v. 
. &I, O. O'. Cow porotf'on, 974 Fed. (Bd) '?13, in substantially similar cases. 

In tl'is case the court held that the purchase by the taxpayer of 
the stock of several corporations for the purpose of liquidating such 
corporations and acquiring their "going businesses", to be operated 
by the taxpayer avith as little challge m possible, was in substance 
the purchase of the assets, and that, accordingly, the basis of the 

propel' acquired by the taxpayer upon the liquidation of such cor- 
porations av;ls the amount paid for the stock. 

The court concluded, "The justification for so construing the lan- 
guage of Section 111(b) (6) [of the Interllal Revenue Code of 1930] 
~as to exclude the purchase of specific property through the purchase 
of stock in its corporate owner is that what results in the 'receipt by 
a corporation of property' is not a 'distribution in complete liquida- 
t, ion of another corporation, ' but is in real substance the purchase of 
the property, which is accomplished, for reasons beyond the control 
of the purcha~ser, by the purchase of stock and dissolution of the cor- 
porate owner. This is just as true if 'the property' is the going 
business of the transferor as if it is a flour mill or oil well or other 
specific property of the transferor. " 

The acquisition of assets through the purchase-liquidation method 
in the instant case was by a corporation owned by an entirely difer- 
ent group of stockholders from the group which owned the acquired 
corporat. ions. 

& Based on Tcchnical Information Release 265, dated June 9, 1960. 
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SECTION 118(b). — ADJUSTED BASIS I'OR DETERMINING 
GAIN OR I OSS: ADJUSTED l3ASIS 

REGULATIGNs 111, SEGTIoN 20. 118 (b) (1) — 1: Rev. Rul. 60 — '300 ' 
Adjusted basis; general rule. 

(Also Reguhttions 118& Section 89. 118(b) (1)— 
1. ) 

(Also Part I, Sections 167, 1016; 26 CFR 
1. 167 (e) — 1, 1. 1016 — 4. ) 
The Commissioner of Internal Revenue acquiesced in the decision 

of the Tax Court of the United States in Chicago and North Westerfi 
Rrtt7nrty Cotnpany v. Commissioner, 0 T. C. 980 (1008), acquiescence, 
ptlge 8. 

The Tax Court held that a, railroad, which has consistently employed 
the retirement method of. accounting with respect to its roadway prop- 
erty, is not required under section 118(b) (1) (c) of the Internal Reve- 
nue Code of 1080 to reduce the adjusted basis of such property, upon 
its retirement, by depreciation sustained prior to March 1, 1018. 

The Interna~l Revenue Service will follow the Tax Court's decision 
in other cases involving similar factual situations. However, the 
acquiescence in this decision has no bearing on the pre-March 1, 101'3, 
adjustments which are required by reason of a taxpayer's change from 
the retirement method to another method of accounting for deprecia- 
tion. 

REGULATIONS 118, SECTION 80. 118(b) (1) — 1 i Adjusted 
basis; general rule. 

Adjustments to basis for pre-1018 dept eciation by a taxpayer using 
the retirement method of colnputing depreciation. See Rev. Rul, 
60 — 800, above. 

SECTION 114. — BASIS FOR DEPRECIATION AND 
DEPLETION 

Rev. Rul. 60 — '382 '- 
REGULATIGNs 118, SEGTIGN 30. 114 — 1: Basis for 

allo~ance of depreciation and depletion. 

The Internal Revenue Service will not follow the decision of the 
United States Court of Appeals for the Fourth Circuit in United 
SttItef v. IV. E. Rondo) Company, 270 Fed. (2d) 465, dated May 81, 
1060. 

In determining that the taxpayer's sand and gravel deposit was a 
"quartzite" deposit entitled to a, 15 percent rate of depletion under the 
provisions of section 114(b) (4) (A) (iii) of the Internal Revenue Code 
of 1080, the Court, of Appeals aSrnIed the decision of the District 
Court, for the western District, of North Carolina, . Technical In- 
formation Release 183, dated October 26, 1050, and Revenue Ruling 
50 — 884, C. B. 1050 — 2, 474, state that the decision of the District Cou1t 
in the Bon8al case will not be followed. 

' Baaed upon Technical Information Release 270, dated Xoremher 29. 1960. 
e Baaed on Technical Information Release ' 64, dated Scptr mhcr 1. 1060. 
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It is the position of the Internal Revenue Service that "sand" and 
"gravel" are size terms and that material of sand and gravel size call- 

not qualify as quartzite. See Revenue Ruling 59 — 885, C. B. 1959 — 2, 
474, This position was accepted relative to "sand" by the United 
States Court of Appeals for the Third Circuit in 80uth J'eraey Sang 
Company v. Commisrioner, 267 Fed. (2d) 591, wherein the Court, of 
Appeals, in part, stated, "all ordinary definitions of quartzite and sand 
stress the visibly, readily discernible dissimilarities between the two. 
Quartzite, the hard conipact rock. Sand, hard small grains. " 

While it has been determined that review by the Supreine Court of 
the United States will not be requested in the Bonsai case, the decision 
will not be followed as a precedent in the disposition of similar cases 
pending further judicial test of Revenue Ruling 59 — 885. 

Percentage depletion in the case of an integrated miner-manufac- 
turer of vitrified clay products. See Ct. D. 1849, page 452. 

SECTION 117(a). — CAPITAL GAINS AND LOSSES: 
DEFINITIONS 

REGULATIQNs 118' SEOTICN 89. 117 (a, ) — 1: Meaning 
of terms. 

Whether a Motor Carrier Claims Commission award constitutes 
ordinary rental income or a capital gain from the involuntary conver- 
sion of a capital asset. See Ct, D. 1858, page 466. 

SECTION 117(c). — CAPITAL GAINS AND LOSSES: ALTER- 
NATIVE TAXES 

REGULATIGNs 118, SEcTIGN 89. 117(c) — 1: Alteruative 
tax in case net long-term capital gain exceeds 
net short-term capital loss. 

Deductibility of alternative tax paid by a personal holding company 
in determining subchapter A net income under section 505(a) (1) 
See Rev. Rul. 60 — 285, page 478. 

REGULATIoNs 1 18, SEcTICN 89. 1 17 ( f ): Capital 
gains and losses; retirement of bonds, etc. 

(Also Section 22(a); Regulations 118, Section 
89. 22 (a) — 1. ) 

Where a taxpayer purchased interest-bearing bonds "fiat" and 
subsequently received payments of defaulted interest accrued on 

Rev. Rul. 60 — 284 

SECTION 117(f). — CAPITAL GAINS AND LOSSES, RETIRE- 
MENT OF BONDS, ETC, 



465 [Regs. 118, I& 30. 117(f). 

the bonds before the date of their purchase, the payn&ents constitute 
amounts received "upon the retirement of bonds" within the &nean- 
ing of section 117(f) of the Internal Revenue Code of 1930 and 
are hence considered as amounts received in exchange therefore 
for the purposes of the capital-gain treatment provided in that sec- 
tion, regardless of any expectancy that the principal or face amount 
of the bonds ultimately will be collected. Interest accruing after 
acquisition of such bonds by the taxpayer represents interest tax- 
able as ordinary income. 

Revenue Rulin o5 — N3, C. II. 1q. . &o — o, o13, revoked. 

In view of the decision in L"8tate of Ilnmilto» C. Eicfeaby& 27 T. C. 
886, acquiescence page, '3, this Bulletin, reconsideration has been 
given to Revenue Ruling 55 — 433, C. B. 1955 — 2, 515. 

Revenue Ruling 55 — 4N holds that where&a taxpayer who has pur- 
chased "flat" interest-bearing bonds with certain unpaid accrued inter- 
est recovers aggregate payments of' the accruecl interest in excess of 
basis, at a, time when there is reasonable expectancy tlrat the principal 
or face amount of the bonds will ultimately be collected, the excess 
amount, although not interest income to him since the interest in- 
volved a&ccrued before he purchased the bonds, constitutes gain that 
is taxable a, s ordinary income under section 22(a) of the Internal 
Revenue Code of 1MB and not as "capital gain" under section 117 
thereof, since the gain is not from a "sale or exchange" and the pay- 
ments involved are not "amounts received by the holcler upon the 
retirement of bonds. " 

In the Eiclraby case, the taxpayer had purchased bonds "flat, " 
that is, bonds which were in default of interest and which were 
traded without any accrued interest included, the market price of 
the bonds being their full price. The Ta, x Court of the United 
States held that payments to the taxpayer of unpaicl accrued interest 
applicable to periods before the date of acquisition of the bonds by 
him, resulting in recoveries in excess of the taxpayer's basis for the 
bonds, were "in retirement of the bonds» and consequently taxable 
at capital-gain rates regardless of whether. at the time of these pay- 
ments, there was reasonable expectancy that the principal or face 
alnount of the bonds ~ould ultimately be collected. 

Accordingly, it is held that payments of defaulted interest, accrued 
before the t~axpayer purchased "Hat" bonds otherwise qualifying for 
the treatment provided for in section 117(f) of the 1NO Code, con- 
stitute amounts received "upon the retirement of bonds" within the 
nieaning of that section and are hence considered as amounts received 
in exchange therefor for purposes of the capital-gain treatment pro- 
vided in said section 117 of the Code, regardless of any expectancy 
tl'ult the principal or face amount of the boncls ultimately will be 
collected. Interest accruing after acquisition of such bonds by the 
taxpayer represents interest taxable as ordinary income. 

Revenue Ruling 55 — 488, C. B. 1%5 — 2, 515, is hereby revoked. 
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SECTIOX 117(j). — CAPITAL GAINS AND LOSSES: GAINS 
AND LOSSES FROM INVOLUXTARY CONVERSION AND 
FROM THE SALE OR EXCHANGE OF CERTAIN PROP- 
ERTY USED IN THE TRADE OR BUSINESS 

Ct. D. 1853 REGULATIONS 118) SECTION 39. 117 (j ) — 1: Gains 
and losses from involuntary conversions and 
from the sale or exchange of certain prop- 
erty used in trade or business. 

(Also Sections 22(a), 117(a); Regulations 
118, Sections 39. 22(a) — 1, 39. 117(a) — 1. ) 
INCO'AIE TAX — INTERNAL REVENUE CODE OF 1999 — DECISION OF COURT 

1. CAPITAL GAIN vs. ORDINARY IlvcoME — MoTQR CARRIER CLAIMS CGM- 

MlssIGN AwARD — RENTAL vs. INVGLUlsTARY CONVERsloN PAYIlENT. 

A. fair rental value award granted by the Motor Carrier Claims 
Commission to a comlnou carrier as the result of the Government's 
having taken over temporary control and operation of its transporta- 
tion system during World War II, where such facilities had ceased 
to operate because of a drivers' strike, was rental income taxable 
as ordinary income, as was also the interest received on such sum. 
The nature of the property taken was the right to use the taxpayer's 
facilities. This right to use is not a capital asset within the mean- 
ing of sections 117(a) (1) and 117(j) of the Internal Revenue Code 
of 1009, "but is simply an incident of the underlying physical prop- 
erty, the recompense for which is commonly regarded as rent. " The 
fact that the transaction was involuntary on the taxparer's part 
does not change the nature of the case. 
2. JUOGAIENT REVERSED. 

Judgment of the United States Court of Appeals for the Fifth Cir- 
cuit, 265 Fed. (2d) 648, reversed. 

SUPREME COURT OF THE UNITED STATES 

Commissioner of Internal Reoenne, petitioner, v. Gillette )lictor Transport, Inc. 
On writ of certiorari to the United States Court of Appeals for the Fifth Circuit 

[ June 27, 1960] 

;ilR. JUsTIGE HARLAN delivered the opinion of the Court. 
The question in this case is whether a sum received by respondent from the 

United States as compensation for the temporary taking by the Government of 
its business facilities durin World War II represented ordinary income or a 
capital gain. The issue involves the construction and application of section 
117(j) of the Internal Revenue Code of 1900. 

In 1044, responde~t divas a conllnon carrier of commodities by motor vehicle. 
On August 4, 1944, respondent's drivers struck, and it completely ceased to oper- 
ate. Shortly thereafter, because of the need for respondent's facilities in the 
transportation of war materiel, the President ordered the Director of the Oflice 
of Defense Transportation to "take possession and assume control of" them. The 
Director assumed possession aud control as of August 12, and appointed a Fed- 
eral Aianager, who ordered respondent to resume normal operations. The Fed- 
eral Manager also announced his intention to leave title to the properties in 
respondent and to iuterfere as little as possible in the lnanagemeut of them. 
Subject to certain orders given by the Federal Manager from time to tilue, 
respondent resumed uormal operations and continued so to function until the 
termination of all possession and control bv the Government on June 16, 1945. 

Pursuant to an Act of Congress creating a Motor Carrier Claims Conunission, 
62 Stat. 1222, respondent prese~ted its claim for just compensation. The 
Government contended that there had been no "taking" of respondent's property 
but only a regulation of it. The Conunission, holvever, determined that by 
assuming actual possession and control of respondent's facilities, the I nited 
States had deprived respondent of the valuable ri ht to determine freely what 
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use to be made of them. In ascertaining the fair market value of that right, 
the Commission found that one use to which respondent's facilities could have 
been put was to rent them out and that therefore their rental value represented 
a fair measure of respondent's pecuniary loss. The Commission noted that in 
other cases of temporarv takings, it has typically been held that the market 
value of what is taken is the sum which would be arrived at by a willing lessor 
and a willing lessee. Accordingly, it awarded, and the respondent received in 
1952, the sum of $122, 926. 21, representing the fair rental value of its facilities 
from August 12, 1944, until June 16, 1945, plus $34, 917. 78 representing interest 
on the former sum, or a total of $157, 843. 99. 

The Commissioner of Internal Revenue asserted that the total compensation 
award represented ordinary income to respondent in 1952. Respondent con- 
tended that it constituted an amount received upon an "involuntary con- 
version" of property used in its trade or business and was therefore taxable 
as long-term capital gain pursuant to section 117 (j) of the Internal Revenue Code 
of 1939. * 

The Tax Court, adopting its opinion in jtAdtoest 31otor Eapress, Ittc. , 27 T. C. 
167, aff'd, 251 F. 2d 405 (C. A. 8th Cir. ), which involved substantially iden- 
tical facts, held that the award represented ordinary income. The Court of 
Appeals, one judge dissenting, in this instance reversed. 265 F. 2d 648. We 
granted certiorari because of the confiict between the decisions of the two 
Circuits. 361 U. S. 881. 

Respondent stresses that the Motor Carrier Claims Commission, rejecting 
the Government's contention that only a regulation, rather than a taking, of 
its facilities had occurred, found that respondent had been deprived of property, 
and awarded compensation therefor. That is indeed true. But the fact that 
something taken by the Govermnent is property compensable under the Fifth 
Amendment does not answer the entirely different question xvhether that thing 
comes within the capital-gains provisions of the Internal Revenue Code. 
Rather, it is necessary to determine the precise nature of the property taken. 
Here the Commission determined that what respondent had been deprived of, 
and svhat the ("overnment, was obligated to pay for, was the right to determine 
freely what use to make of its transportation facilities. The measure of 
compensation adopted reiiected the nature of that property right. Given these 
facts, we turn to the statute. 

Section 117(j), under which respondent clainis, is an integral part of the 
statute's comprehensive treatment of capital gains and losses. Long-established 
principles govern the application of the more favorable tax rates to long- 
term capital gains: (1) There must. be first, a "capital asset, " and second, a 
"sale or exchange' of that asset (tt 117(a) ); (2) "capital asset" is defined as 
"property held by the taxpayer, " with certain exceptions not here relevant 
(tj 117(a) (1) ); and (3) for purposes of calculating gain, the cost or other 
basis of the property (4t 113(b) ) must be subtracted from the amount realized 
on the sale or exchange (t) 111(a. ) ). 

Section 117(j), added by the Revenue Act of 1942, effects no change in the 
nature of a capital asset. It accomplishes only two main objectives. First, it 
extends capital-gains treatment to real and depreciable personal property used 
in the trade or business, the type of property involved in this case. Second, it 
accords such treatment to involuntarv conversions of both capital assets, strictly 
defined, and property used in the trade or business. Since the net effect of the 
first change is merely to remove one of the exclusions made to the definition of 

*Section 117(j) provides as follows: 
"Gains aud losses from involuntary conversion and from the sale or exchange of certain 

property used iu the trade or business. "(1) Definition of property used in the trade or business. For the purposes of this 
subsection, thc term 'property used in the trade or business' means property used in the 
trade or business, of a character which is subject to the allowance for depreciatiou pro- 
vided iu section 26(t), held for more than 6 months, aud real property used in the trade 
or business, held for more than 6 months, which is uot (A) property of a kind which 
would properly be includible in the inventory of the taxpayer if on hand at the close of 
the taxable year, or (B) property held by the taxpayer primarily for sale to customers 
in the ordinary course of his trade or business * * * 

"(2) General rule. — If, during the taxable year, the recognized gains upon sales or ex- 
changes of property used in the trade or business, plus the recognized gains from the 
compulsory or involuntary conversion (as a result of destruction in whole or iu part, theft 
or seizure, or an exercise of the power of requisition or condemuatiou or the threat or 
imminence thereof) of property used iu the trade or busiuess aud capital assets held for 
more than 6 months into other property or money, exceed the recognized losses from such 
sales, exchauges, and conversions, such gains aud losses shall be considered as gains and 
losses from sales or exchanges of capital assets held for more than 6 months a 

585726' — 61 81 
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capital assets in section 117(a) (1), it seems evident that "property used in the 
trade or business, " to be eligible for capital gains treatment, must satisfy the 
same general criteria as govern the definition of capital assets. The second change 
was apparently required by the fact that this Court had given a narrow construe 
tion to the term "sale or exchange. " See Helvering v. Flaccus Leather Co. , 818 
U. S. 247 [Ct. D. 1510, C. B. 1941 — 1, 824]. But that change similarly had no effect 
on the basic notion of what constitutes a capital asset. 

While a capital asset is defined in section 117(a) (1) as "property held by the 
taxpayer, " it is evident that not everything which can be called property in the 
ordinary sense and which is outside the statutory exclusions qualifies as a capital 
asset. This Court has long held that the term "capital asset" is to be construed 
narrowly in accordance with the purpose of Congress to afford capital-gains 
treatment only in situations typically involving the realization of appreciation in 
value accrued over a substantial period of time, and thus to ameliorate the hard- 
ship of taxation of the entire gain in one year. Barnet v. Harmel, 287 U. S, 108, 
106 [Ct. D. 611, C, B. XI — 2, 210 (1982)]. Thus the Court has held that an un- 
expired lease, Hort v. Commissioner, 818 U. S. 28 [Ct. D. lo02, C. B. 1941 — 1, 819], 
corn futures, Corn Products Co. v. Commissioner, 850 U. S. 46 [Ct. D. 1787, C. B, 
1955 — 2, 511], and oil payment rights, Commissioner v. P. G. I ake, Inc. , 856 U, S, 
260 [Ct. D. 1828, C. B. 1958 — 1, o16], are not capital assets even though they are 
concededly "property" interests in the ordinary sense. And see Survey, Defini- 
tional Problems in Capital Gains Taxation, 69 Harv. L. Rev. 985, 987 — 989 and 
Note 7. 

In the present case, respondent's right to use its transportation facilities was 
held to be a valuable property right compensable under the requirements of the 
Fifth Amendment. However, that right was not a capital asset within the mean- 
ing of sections 117(a) (1) and 117(j). To be sure, respondent's facilities were 
themselves properly embraceable as capital assets under section 117(j). Had 
the Government taken a fee in those facilities, or damaged them physically beyond 
the ordinary wear- and tear incident to normal use, the resulting compensation 
would no doubt have been treated as gain from the involuntary conversion of 
capital assets. See, e. g. , Gug L. Waggoner, 15 T. C. 496; Walter A. Henshaic, 
28 T. C. 176. But here the Government took only the right to determine the use 
to which those facilities were to be put. 

That right is not something in which respondent had any investment, separate 
and apart from its investment in the physical assets themselves. Respondent 
suggests no method by ivhich a cost basis could be assigned to the right; yet it 
is necessary, in determining the amount of gain realized for purposes of section 
117, to deduct the basis of the property sold, exchanged, or involuntarily con- 
verted from the amount received. Section 111(a). Further, the right is mani- 
festly not of the type which gives rise to the hardship of the realization in one 
year of an advance in value over cost built up in several years, which is what 
Congress sought to ameliorate by the capital-gains provisions. See eases cited, 
ante, p. 184. In short, the right to use is not a capital asset, but is simply an 
incident of the underlying physical property, the recompense for which is coni- 
monly regarded as rent. That is precisely the situation here, and the fact that 
the transaction was involuntary on respondent's part does not change the nature 
of the case. 

Respondent lays stress on the use of the terms "seizure" and "requisition" in 
section 117(j), More specifically, the section refers to the "involuntary conver- 
sion (as a result of destruction in whole or in part, theft or seizure, or an exer- 
cise of the power of requisition or condemnation or the threat of imminence 
thereof) of propertg used in. the trade or business and capital assets 
(Emphasis added. ) It is contended that the Government's action in the present 
ease is perhaps the most typical example of a seizure or requisition, and that 
therefore, Congress must have intended to treat it as a capital transaction. 
This argument, however, overlooks the fact that the seizure or requisition must 
be "of property used in the trade or business [or] capital assets. " We have 
already shown that section 117(j) does not change the long-standing meaning of 
those terms and that the property taken by the Government in the present case 
does not come within them. The words "seizure" and "requisition" are not 
thereby deprived of effect, since they equally cover instances in which the Gov- 
ernment takes a fee or dama es or otherwise impairs the value of physical 
property. 

We conclude that the amount paid to respondent as the fair rental value of its 
facilities from August 12, 1944, to June 16, 1945, represented ordinary income to 
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ih 8 fortiori, the interest on that sum is ordinary income. 1iieselbacls V. Com- 
missioner, 317 U. S. 399 [Ct. D, lo70, C. H. 1943, 1008]. 

Reversed. 
ills. Jvsrzcz Dover. As dissents. 

SECTION 119. — INCOME FROM SOURCES WITHIN 
UNITED STATES 

REGULATICNs 111, SKGTICN 20. 119 — 1: Income 
from sources~within the United States. 

Gain included in insurance proceeds received by a Western Hemi- 
sphere trade corporation. See Rev. Rul. 60 — 278, page 214. 

REGULATIONs 118, SKGTICN 80. 1 19 ( 9 ) — 7: Other 
income from sources within the United States. 

Gain included in insurance proceeds received by a Western Hemi- 
sphere trade corpora, tion. See Rev. Rul. 60 — 278, page 214. 

SUPPLEMENT M. — INTEREST AND ADDITIONS To THE TAX 

SECTION 202. — IXTEREST ON DEFICIEXCIES 
Guides and instructions for computation of restricted interest. See 

Re V. Proc. 60 — 17, page 042. 

SECTION 294. — A. DDITIONS TO THE TAX IN CASE 
OF NONPAYMENT 

PiEGI LATIONs 118, SEGTIGN 80. 204 — 1: Additions to the tax. 

Guides and instructions for computation of restricted interest. See 
Pie V. Proc. 60 — 17, page 042. 

SUPPLEMENT O. — OVERPAYMENTS 

SECTION 322. — REFUXDS AND CREDITS 

RKGUI, ATIoNs 118, SEGTIGN 30. M2 — 11: Limitations T. D. 6487 ' 
upon crediting and refunding of taxes paid — over- 
payment on account of net operating loss carry- 
backs and unused excess profits credit carry-backs. 

TITLE 26. — INTERNAL REVENUE, 1999. — CHAPTER I, SUBCHAPTER A, PART 69. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 91, 1951 

Extension of period for tiling claims for credit or refund of orer- 
payments of income taxes arising as a result of reuegotiation of 
Government contracts. 

' 25 F. IL 7762. 
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DEPARTMENT OF Tllil TREASURY& 

OFFICE OF COMMIssIONER OF INTERNAL REVENl7E& 
Washington 8o& D. O. 

I'o Officers and Employees of the Interna/Revenue service and Others 
f &oncerned: 

In order to conform Regulations 118 (26 CI&'R (1939) Part 89), 
relating to income taxes, to section 1(b) of the Act of September 16, 
1959 (Public Law 86 — 280, 78 Stat. 564 [C. B. 1959 — 2, 689] ), such reg- 
ulations are amended as follows: 

PARAORAFH 1. Section 89. 821 — 322 is amended by revising subsection 

(b) (6) of section 622 and the historical note following section M2 
to read as follows: 

$ 30, 8 1 — 322 STATUTCRY PRGVIGIG&vs; OVERPAYIIENT oF IvsTALLMENT GF TAx; 
REFUNDs AND CREDITS. 

SEC. 322. REFUNDS A. ND CREDITS. 
(b) LIMITATION ON ALLOWANCE. 

(6) SPEGIAL PERIoD oF I. IN&ITATIGN wITII REBPEcT To NET DPERAT- 

ING LOSS CARRY-BACKS AND UNUSED EXCESS PROFITS CREDIT. CARRY- 

BAcKs. — If the claim for credit or refund relates to an overpay- 
ment attributable to a net operating loss carry-back or to an un- 
used excess profits credit carry-back, in lieu of the three-year pe- 
riod of limitation prescribed in paragraph (1), the period shall 
be that period which ends with the expiration of the fifteenth day 
of the thirty-ninth month following the end of the taxable year 
of the net operating loss or the unused excess profits credit which 
results in such carry-back, or the period prescribed in paragraph 
(3) in respect to such taxable year, whichever expires later; ex- 
cept that, with respect to an overpayment a(. tributable to the crea- 
tion of or an increase in a net operatin loss carry-back as a re- 
sult of the elimination of excessive profits by a renegotiation (as 
defined in section 3806(a) (1) (A), the period shall not expire be- 
fore September 1, 1059, or the expiration of the twelfth month 
following the month in which the agreement or order for the elim- 
ination of such excessive profits becomes final, whichever is the 
later. In the case of such a claim, the amount of the credit or re- 
fund may exceed the portion of the tax paid within the period pro- 
vided in paragraph (2) or (3), whichever is applicable, to the 
extent of the amount of the overpayinent attributable to such 
carry-back. 

[Sec. 322 as aniended by secs. 160 and 172(e), Rev. Act 1942; secs. 
2(b) (2) and (4) (a) and (b), Current Tax Payment Act 1943 [P. I. 
63, 73th Cong. , C. B. 1943, 1239]; secs. 6(b) (&J) and (10) and 14(d), In- 
dividual Income Tax Act 1944 [P. L. 315, 78th Cong. , C. B. 1044, 734]; 
sec. 5 (a), (b), (c), and (d), Tax Adjustment Act 1045 [P. L. 172, 79th 
Cong. , C. B. 104&&, 532]; sec. 122(e) (1), Rev. Act I&J45 [P. L. 214, 79th 
Cong. , C. B. 1045, 546]; sec. 1, Pub. Law 716 (81st Gong. ) [C. B. 1950 — 2, 
217]; sec. 206(b) (1), Social Security Act Amendments 1050 [P. L. 734, 
81st Con . , C. B. 1950 — 2, 217]; sec. 1(b), Act of Hept. 16, 1050 (Pub. 
Law 86 — 230, 78 Stat. 564) [C. B. 1050-2, 630] 

PAR. 2. Section 89. 822 — 11 is amended to read as follows: 
&j 30. 322 — 11 LIMITATIONs UPoN CREDITING AND REFUNDING GF TAxEs PAID. — 

OvERPAYMENT ov AccouvT oF iVET OPERATING Loss CARRY-BACKS AND UNUsED Ex. 
czss PRoFITs CREDIT CARRY-BAcKs. — (a) Special period of lb&&itatto». — (1) If the 
claim fnr credit or refund relates to an overpayment attributable to a nei 
operating loss carry-back, provided in section 122(b), or to an unused exces'- 
profits ere&lit carry-back, provided in section 43'&(c), then in lieu of the 3-veai 
peri&al from the date the return was filed in which the claim &nay be filed oi 
& i edit or ref&11&d alloived or made, as prescribed in S 30. 322 — 7, the period shafi 
he ivl&i& i&ever nf the folio&i. '&&g two period expires later: 
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(i) The period which ends with the expiration of the fifteenth day of the 
thirty-ninth month following the end of the taxable year of the net operat- 
ing loss which resulted in the carry-back; or 

(ii) The period which ends with the expiration of the period prescribed 
in $ 89. 822 — 8 within which a claim for credit or refund may be filed with 
respect to the taxable year of the net operating loss which resulted in the 
carry-back; 

except that, with respect to an overpayment attributable to the creation of or 
an increase in a net operating loss carry-back as a result of the elimination by 
a renegotiation (as defined in section 8800(a) (1) (A) ) of excessive profits re- 
ceived or accrued for taxable years ending after December 81, 1952, the period 
shall not expire before September 1, 1959, or the expiration of the twelfth 
month following the month in which the agreement or order for the elimination 
of such excessive profits becomes final, whichever is the later. 

Because this Treasury Decision makes only technical changes, it 
is liereby found that it is unnecessary to issue this Treasury Decision 
with notice and public procedure thereon under section 4(a) of the 
Administrative Procedure Act, approved tune 11, 1946, or subject to 
the eRective date limitation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal Revenue Code of 1989 (58 Stat. 
M& 467; 96 U. S. C. 62, 8791) . ) 

DANA LATHAM& 
Comme'ssioner of Internal Ee»entre. 

Approved August 9, 1960. 
FRED C SCRIBN'ER& J R 

Acting Secretary of the Treasury. 

(Filed by the Division of the Federal Register foi August 12, 1900, 8:51 a. m. , 
and published in the issue of the Federal I'egister for August 18, 1900, 25 F. R. 

7782) 

SUBCHAPTER D. — EXCESS PROFITS TAX 

PART I. — RATE AND COMPUTATION OF TAX 

SECTION 448. — EXCESS PROI ITS CREDIT-REGUI ATED 
PUBLIC UTILITIES 

PEGULATIGNs 180, SEGTIDN 40. 448 — 9: DeRnitions. T. D. 6509' 
TITLE 20 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 40. — 

EXCESS PROFITS TAX; TAXABLE YEAIis ENDING AFTER JUNE 30, 1050 

Excess profits credit of regulated public utilities entitled to bene- 
fits of section 448 of the Internal Revenue Code of 1989. 

DEPARTMENT OF TIIE TREASURY& 
OrricE oF COMMISSICNER oF INTERNAL REVENUE& 

W'a, shington 8&5& D. C'. 

To Officers and Employees of the Internal hei&enMe Ser»ice ancl 
Of1~ers Concerned: 

On September 94, 1960, a notice of proposed rulemaking conform- 
ing $ 40. 448 — 9 of Regulations 180 (o6 CER (1989) Part, 40) to the 

& 25 I. R. 12340. 
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decision in Louisei7Ee 6'as and Electric Company v. United States 
(1960) Ct. Cl. No. 65 — 59, was published in the Federal Register (25 
F. R. 9180), No objection to the rules proposed having been received 
during the 80-day period prescribed in the notice, the regulations as so 
published are hereby adopted. 

$ 40. 448 — 2 DEE1N171oNs. 

(e) Adjusted in11ested capital. 
(2) In the case of a corporation described in paragraph (a) (1) 

(i) or (ii) y (2) y 
or (4) of this section, if the corporate books of ac- 

count are maintained in accordance with systems of accounts pre- 
scribed by an appropriate regulatory body (or, if not so prescribed, are 
maintained in accordance with the uniform systems of accounts pre- 
scribed by the Federal Power Commission or the National Associa- 
tion of Railway and Utility Commissioners), the adjusted invested 
capital for such taxable year shall be the sum of the average outstand- 
ing common and preferred capital stock accounts for the taxable year 
and the average capital surplus and earned surplus accounts for such 
taxable year, as properly recorded on the corporate books of account. 
The follolvin~g rules shall apply for the purpose of this paragraph: 

(i) The determination of the capital surplus and earned surplus 
accounts shall be based upon the amounts properly recorded on the 
corporate books of account and made in accordance with the system 
of accounts so nlaln'ta, lnecl. 

(ii) The term "an appropriate regulatory body" as used in this 
section means a regulatory body clescribed in section 448(c) (1) and 
in paragraph (a. ) (1) of this section, under ~hose jurisdiction the 
cor oration operates. 

iii) The average of any account (such as the comlnon stock ac- 
count, or the capital surplus account) shall be the sum, divided by the 
number of days in the taxable year, of the amount of such account as 
of the beginning of each day of the taxable year. 

(iv) If the adjusted invested capital for any taxable year is com- 
puted by the method prescribed by this par;lgl;lph, the taxpayer mu;t 
atta& h a statement to its return for such taxable year setting forth all 
the facts which require the use of such method. 

(This Treasury Decision is issued under the authority contained in 
section 8791 of the Internal Revenue Code of l989 (58 +tat. 467; 26 
U. S. C. (1952 ed. ) 8791). ) 

Da NA LATH. 4 xi, 
Comntissiou&. 1 Of Iti, tetv&a/Ee11e~nt&e 

Approved November 29, 1960. 
DA V ID A. L1N DsA V) 

Actit&g ~'ecretary 0 j the T& sa~ui y. 
(Filed by the Division of the Federal Register on December 1, 1060, 8:40 a. m. , 

and Published in the issue of the Federal Register for Decelnber 2, 1060, 25 
F. R. 12340) 
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CHAPTER 2. — ADDITIONAL INCOME TAXES 

SUBCHAPTER A. — PERSONAL HOLDING COMPANIES 

SECTION 505. — SUBCHAPTER A NET INCOME 

Rev. Rul. 60 — 285 ' REGULATIONS 118, SECTION 39. 505 — 1: Sub- 
chapter A. net income. 

(Also Section 117(c); Regulations 118, 
Section 39. 117(c) — 1. ) 

The Inten&al Revenue Service will follow the decision of the 
United States Court, of Claims in lltoodbury Farms fk Zesty Cor- 
porationn 

v. United States, 278 Fed. (2d) 383. 
The court held that the corporate taxpayer, in computing its per- 

sonal holding company subchapter A net, income for the years 1951 
and 1953, was entitled under section 505(a) (1) of the Internal Reve- 
nue Code of 1939 to deduct the entire alternative tax paid for the 
»ears 1950 and 1952 pursuant to section 117(c) (1) of the 1939 Code. 

This decision is in accord with the decision in Deaf&are Eecdty 
t( Investment Company v. Commissioner, 234 Fed. (2d) 911. 

For t&axable yearsgoverned by the Internal Revenue Code of 1954 
the issue presented is controlled by sections 1201 and 545(b) thereof. 

SF CTION 500. — DE VICIENCY DIVIDENDS — CREDITS 
AND REFUNDS 

Rrr I'LL 1TIow s 118, Sr& alex 39. 506 — 1: Purpose and 
scope of deficiency dividend credit. 

Finality with respect to an agreen1ent, entered into between a tax- 
payer and the Con&missioner of Internal Revenue as a determination 
of the taxpayer's liability for personal holding company tax. See 
Rev. Ptul. I&0 — 287, page 188. 

' Based on Technical Infotnintion Release 24o, dated Ant;nat 4, 196t&. 
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CHAPTER 3. — ESTATE TAX 

SUBCHAPI'KR A. — BASIC KSTATK TAX 

PART II. — ESTATES OF CITIZENS OR RESIDENTS OF THE UNITED STATES 

Subpart L — Computation of Tax 

SECTION 811(g). — GROSS ESTATE: PROCEEDS OF 
LIFE INSURANCE 

REcULATIQNs 105& SEGTIoN 81. 97: Insurance 
receivable by other beneficiaries. 

L'STATE TAX — INTERNAL REVENUE CODE OF 1939 — DECISION OF COURT 

1. CROSS EETATE — INEURANOE. PaocEEDs — PAYMENT oF PREMIUMs 

AFTER AESISN MENT oF PDLIGIEs — CoNsTFIUTIoNALITY oF CDDE 

PROVISION AS APPLIED. 

Where decedent divested himself of policy rights in four policies 
of insurance on his life by assigning them to his wife who was the 
named beneficiary, but continued to pay the premiums until his 
death in 1954, the proceeds of such policies were properly included 
in decedent's gross estate. Section 811(g) (2) (A) of the Internal 
Revenue Code of 1939, providing for inclusion of insurance policies 
in the estate of an insured if he pays the premiums, irrespective 
of his rights under the policies, is not unconstitutional as applied to 
decendent's estate. 

The Court held that the taxable event is the maturing of the bene- 
ficiary's right to the proceeds upon the death of the insured. The 
tax laid on the "ripening" at death of rights paid for by decedent 
is not a direct tax within the meaning of the Constitution. The 
tax is not retroactive in its impact and, on the facts presented, 
did not offend the Due Process Clause of the Fifth Amendment to 
the Constitution. 

2. Judgment of United States District Court for the Eastern 
District of Michigan, 175 Fed. Supp. 291, reversed. 

Ct. D. 1859 

SUPREME COURT OF THE UNITED STATES 

United States of An&ertca, appellant v. Mu»»factarers iVationa/ Bank of Detroit, 
etc. 

On appeal from the United States District Court for the Eastern District of Michigan 

(June 13, 1960] 

MR, . CHIEF JUETIUE WARREN delivered the opinion of the Court. 
The question here is whether Section 811(g) (2) (A) of the Internal Revenue 

Code of 1939 is constitutional as applied in this ease. That section, the "paV- 
ment of premiums" provision in the 1939 Code, requires inclusion of insurance 
proceeds in the gross estate of an insured where the proceeds are receivable 
by beneficiaries other that the executor but are attributable to premium~ 
paid by the insured. ' Inclusion is required regardless of whether the insured 

'These provisions were enacted, through amendment of sec. 811(g), by seer 404(a) of 
the Revenue Act of 1942, 66 Stat. 798, 944, As amended, sec. 811 provides in pertinent 
part that: 

"The value of the gross estate of the decedent ~hall be determined by including tbe 
value at the time of hia death of aB property, real or personal, tangible or intangible, 
wherever situated, except real property situated outside of the United States— 

a a t 
"(g) PaocEEDS 0F LIRE INsURANca. — 
"&I) REca&VABLE BY THE ExEcuTOR, — To tbe extent of the amount receivable by the 

executor aa insurance under policies upon the life of the decedenh 
"&2) REcEIVABLE&)Y OTHER BENEF&c&ARIES. — To the extent of the amount receivable 

by»li nther beneiiciaricx as insurance under policies . upon the life of the decedent (A) 
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retained any policy rights. However, if the insured possessed no "incidents 
of ownership" after January 10, 1941, the preniiums paid by him before that 
date are excluded in determining the portion of the proceeds for which he 
paid the premiums. ' 

The facts in the case are stipulated. The insured died testate on July 15, 1954. 
The taxpayer is his executor. On the estate tax return, the taxpayer i~eluded, 
as part of the gross estate, the proceeds of four insurance policies payable to the 
wife of the insured. These policies ivere originally issued to the insured, but be 
divested himself of the policy rights by assigning them to his wife on December 
18, 1980, However, he continued to pay the preniiunis on the policies until he 
died. After his death, the proceeds were retained by the insurer for the benefit 
of the family, pursuant to the provisions of a settlement option selected by the 
wife. 

In auditing the return, the Revenue Service determined that only the portion 
of the proceeds attributable to premiums paid by the insured after January 10, 
1941, should be included in his estate. ' Accordingly, the tax was adjusted and 
a refund ivas made. The executor then (]led a claim for refund of the rest of the 
tax attributable to the inclusion of the proceeds. The executor clainied that 
because the decedent bad divested himself of all interest in the policies in 1980, 
the tax constituted an unapportioned direct tax on property, invalid uxider 
A. rticle I, Sections 2 and 9, of the Constitution. ' However, tbe Commissioner 
refused to allow the claim, and the present suit for refund followed. In the 
District Court, the executor added a claim that the tax is also invalid under the 
Due Process Clause of the Fifth Amendment "because it is retroactive and 
discriminatory in its operation. " 

The District Court sustained the taxpayer's contention that, as applied in 
this case, Section 811(g) (2) (A) is unconstitutional. It held that because the 
decedent retained no incidents of ownership in the policies after 1988, "no 
transfer of the property herein sought to be included in the estate of this 
decedent occurred at the time of his death. " The court concluded that the tax 
ivas therefore a direct tax on the proceeds themselves and could not be levied 
without apportionment. ' The Government appealed directlv to this Court under 
Sections 1252 and 2101 of Title 28, and we noted jurisdiction. 801 U. S. 880. 

Tbe erst objection to the tax is that it is a direct tax — that is, that it is 
not a tax upon a transfer or other taxable event but is, instead, a tax upon 
propertv — which Congress cannot exact without apportionment. 

This argument does not do justice to the evident intent of Congress to tax 
events, "as distinguished from [their] tangible fruits. " Tyler v, Utttted States, 
281 U. S. 497, 502. From its inception, the estate tax has been a tax on a class 
of events which Congress has chosen to label, in the provision which actually 

purchased with premiums. or other considers. tion, paid directly or indirectly by the 
decexlent, in proportion that the amount so paid by the decedent bears to the total 
premiums paid for the insurance, or (B) with respect to which the decedent possessed at 
hid death any of the incidents of ownership exercisable either alone or in conjunction 
with any other person. 

'Sec. 404(c), Revenue Act of 1942, 66 Stat. 798, 945. Section 404(c) provides that: 
"The am'endments made by subsection (a) [see note 1, supra] shall be applicable only 

to estates of decedents dying after the date of the enactment of this Act [October 21, 
1942]; but in determining the proportion of the premiums or other consideration paid. 
directiv or indirectly by the decedent (but not the total premiums paid) the amount 
sn paid by the decedent on or before January 10, 1941, shall be excluded if at no time 
after such date the decedent possessed an iucident of ownership in the policy. " 

Januarv 10. 1941, was the effective date of a Treasury Regulation, T. D. 5082, 1941 — 1 
Cum. Bull. 427, which provided for use of the "payment of premiums" test under sec. 
Sll(g) as it existed prior to the 1942 amendxaents, see note 1, supra, regardless of 
whether the decedent retained any incidents of ownership. The regulation also provided, 
however, that premiums paid by the decedent before its effective date were to be excluded 
if the decedent did not thereafter possess any incidents of ownership. 

It should be noted that the "payment of premiums" test was abandoned in the 1964 
Code. which reverted to the exclusive use of the "incidents of ownership" test. See 26 
U. S. C. see. 2042. 

s See note 2, supra. 
'Article I, sec. 2, provides in pertinent part that: 
"Representatives and direct Taxes shall be apportioned among the several States 

which may be iuciuded within this Union, according to their respective Numbers * * 
Article I, sec. 9, provides in pertinent part that: 
"No Capitation, or other direct, Tax shall be laid, unless in Proportion to the Census 

or Enumeration herein before directed to be taken. " 
s This result is in accord with Kohl v. United States, 226 F. 2d 881 (C. A. 7th Cir. ), the 

reasoning of which the District Court "adopted" as its own. As the District Court recog- 
nized, Kohl is in conflict with Estate of Loch v. Commissioner, 261 F. 2d 282 (C, A. 2d 
Cir. ), aflirming 29 T. C. 22; Sehxeare v. Unit'ed States, 170 F. Supp. 2; cf. Colonial Trust 
Co. x. Kraemer, 68 F. Supp. 866; Estate of Baker v. Commissioner, 80 T. C. T76. 
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imposes the tax, "the transfer of the net estate of every decedent. " See Netc 
York Ti ust Co. v. Eisncr, 256 U. S. 345. If there is any taxable event here which 
can fairly be said to be a "transfer" under this language in Section 810 of the 
1939 Code, the tax is clearly constitutional without apportionment. For such 
a tax has always "been treated as a duty or excise, inc»ause of the particular 
occasion which gives rise to its levy. " Anon lton v. &lfoore, 178 U. S. 41, 81; 
Netc Yorle Tiust Co. v. Eisncr, sttpra, at 349. 

Under the statute, the occasion for the tax is the r»aturirg of the beneficiaries' 
right to the proceeds upon the death of the insured. Of course, if the insured 
poscessed no policy rights, there is no transfer of any interest front hi»i at 
the moment of death. But that fact is not, nlaterial, for the taxable "transfer, " 
the maturing of the beneficiaries' right to the proceeds, is the crucial last step 
in what ('&mgress can reasonably treat as a testamentary disposition by the 
insured in favor of the benehciaries. That disposition, which began with the 
payment of premiums by the insured, is completed by his death. His death 
creates a genuine enlargenieut of the beneficiaries' rights. It is the " enerating 
source" of the full value of the proceeds. See Schmar- v. United States, 170 F. 
Supp. 2, 6. The maturing of the right to proceeds is therefore an appropriate 
occasion for taxing the transaction to the estate of the insured. Cf. Tyler v. 
Uni ted States, 281 U. S. 497, 508, 504. 

There is no inconsistency betiveen such a view of the taxable event and the 
basic definition of the subject of the tax in Section 810. "Obviously, the word 
'transfer' in the statute, or the privilege which mav consitutionally be taxed, 
cannot be taken in such a restricted sense as to refer only to the passing of 
particular items of property directly from the decedent to the trausferee. It 
must "":" s at least include the transfer of property procured through expen- 
ditures by the decedent with the purpose, eifected at his death, of having it pass 
to auother. " Chase National Bank v. United States, 278 U. S. 327, 337. 

lt niakes no difference that the payn&eut of premiums occurred during the 
lifetinle of the insured and indirectly affected an inter vivos transfer of property 
to the owner of the policy rights. Congress can properly impose excise taxes 
on v'holly inter vivos gifts, Bro»lief v. 4fcCaughn, 280 U. S. 124. It may impose 
an estate tax on inter vivos transfers looking toward death. Aflll(ken v. 
United States, 283 U. S. lb. Surely, then, it may impose such a tax on the 
final step — the maturing of the right to proceeds — in a partly inter iivos trans- 
action completed by death. The question is not whether there has been, in the 
strict sense. of the word, a "transfer" of property owned by the decedent at 
the time of his death, but whether "the death has brought into being or ripened 
for the survivor, property rights of such character as to make appropriate the 
in&position of a tax upon that result * * *. " Tyler v. United States, supra, at 
503. 

Therefore, this tax, laid on the "ripening, " at death, of rights paid for by the 
decedent, is not a direct tax ivithin the meaning of the Constitution. Cf. 
Chase Natio»al Bank v. United States, supra; Ecr»undec v. Wiener, 826 U. S. 
840; Tyler v. U»ite&l States, supra; U»itcd States v. Jacobs, 306 U. S, 363. ' 

Further objections to the statute as applied in this case are predicated on the 
Due Process Clause of the Fifth Amendment. 

It is said that the statute operates retroactively. But the taxable event — the 
maturing of the policies at death — occurred long after the enactment of Section 
811(g) (2) (A) in 194'. Moreover, the payment of all but a few of the pre- 
miums in question occured after the effective date of the statute, and those fexv 
were paid during the period after January 10. 1941, xvhen regulations gave the 
insured fair notice of the likely tax consequeuces. See T. D. 5032, 1941 — 1 Cum. 
Bull. 427. ' Therefore, the statute cannot be said to be retroactive in its inipact. It is not material that the policies were purchased and the policy rights were 

' Compare sec. 201 of the Internal Revenue Act of 1916, 39 Stat, 756, 777, with sec. 810 of the Internal Revenue Code of 1939, 53Stst. 120. Iu the 1954 Code, the word "taxable" was substituted for the word "uet" in this provision. 26 U. S. C. sec. 2001. ' Our view of the nature of the taxable & vent here involved makes it unnecessary to discuss United 8tates v. Ress, 357 U. S. 51 [Ct. D 1829, C. B. 1958 — 2, 934], aud other cimilar cases relied on by the District Court. Nor do we fiud it necessary to consider at length Lenellyn v. Erick, 268 U. S. 288, or its progeny. The Court ln Erick did not reach the constitutional issue. 
"We do uot agree with the holding in Koht v. U»ited States, 226 F. 2d 381, that T. D. 5032 "trsucceuded" sec. 811(g) as it existed in 1941 and that it was therefore '"illegal aud void. " T. D. 5032, in effect, construed the controlling language in the earlier statute— "tAken out by the decedent, " 53 Stat. 122 — as meaning paid for by the insured. Such a couctruciiou was clearly rot uurcasouable. 
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assigned before the statute was enacted. The tax is not laid on the creation or 
transfer of the policy rights, and it "does not operate retroactively merely be- 
cause some of the facts or conditions upon which its application depends came 
into being prior to the enactment of the tax. " United States v. Jacobs, supra, 
at 367. 

The taxpayer argues, however, that the enactment of the statute subjected 
the insured to a choice between unpleasant alternatives: "[H]e could stop pay- 
ing the premiums — in which case the policies Ivould be destroyed; or, he could 
continue paying premiums — in Ivhich case they would be included in his estate. " 
But when he gave away the policy rights, the possibility that he would eventu- 
ally be faced with that choice was an obvious risk, iu view of the administrative 
history of the "payment of premiums" test. See 1 Paul, Federal Estate and 
Gift Taxation, section 10. 13. The executor should not coruplain because his 
decedent gambled and lost. And, rvhile it may be true that the insured could 
have avoided the tax only at the price of a loss on an investment already made, 
that fact alone does not prove that the lawmakers did "a wholly arbitrary 
thin, " or that they "fouud equivalence where there Ivas none, " or that they 
"laid a burden unrelated to privilege or benefit. " B»r»et v. Wells, 289 U. S. 
6&&&, 679 [Ct. D. 688, C. B. XII — 1, 261 (1933)]. Without such a showing, it 
cannot be held that the tax offends due process. 

Reversed. 
his. JURTIcE DoUGI. As tool- uo part in the consideratiou or decision of this 

case. 

SUBTITLE D. — GENERAL ADMINISTRATIVE PROVISIONS 

C HAP TER 36. — COLL E C TION 

SUBCHAPTER B. — LIEN FOR TAXES 

SECTION 8670. — PROPERTY SUBJECT TO LIEN 
Ct. D. 1856 

INCOME TAX — INTERNAL REVENI&E CODE OF 1939 — DECISION OF COURT 

1. CCLLEUTION oF TAxEs — LIENs — DETEREIINATIGN oF TAxPAYER s 
PRCPERTY RIGHTs — CCNsTRUOTICN oF STATE LAw — NEW YoRK. 

The determination of what property rights a general contractor 
has in funds owed by the o~ner of real estate upon Ivhich construc- 
tion has been performed, where the general contractor is indebted 
to subcontractors for labor and Inaterials, must be decided under 
state law. The lower court's failure to indicate the nature of the 
general contractor's (the taxpayer} rights to the funds requires that 
the case be remanded for a determinatiou of whether the federal 
tax. lien tal-es precedence over the rights of subcontractors claim- 
iug under section 36 — a of the New York Lien Law. 

2. JUDGIIENT YACATED. 

Judgment of the Court of Appeals of the State of New York, 146 
N. E. 2d 774, vacated and case remanded. 

SUPRE&&IE COURT OF THE UNITED STATES 

Robert ciqnilino and, Joseph Spero, d/b/a Home Jfaintenance Compan&J, and 
Colonial Sand and Stone Co. , Inc. , Petitioners, v. United States of An&e&ica, 
Ada Bottone, et al. 

On writ of certiorari to the Court of Appeals of the State of New York 

[June 20, 1960] 

]lIR. CHIEF JUsTIcE WARREN delivered the opinion of the Court, 
In this case we are asked to deterruine Ivhich of two competing claimants- 

the I&'ederal Government by virtue of its tax lien, or certain petitioning subcon- 
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tractors by virtue of their rights under Section 86 — a of the New York Lien 
Law — is entitled to a sum of money owed under a general construction contract 
which was performed by the taxpayer. 

The taxpayer, Fleetwood Paving Corporation, is a general contractor, which 
in July or August 1952, agreed to remodel a restaurant belonging to one Ada 
Bottone, herein referred to as the owner. The petitioners in August and Sep- 
tember of that year entered into a subcontract with the taxpayer to supply 
labor and materials for the remodeling job. Shortly thereafter, the petitioners 
perfomned their obligations under the subcontract, but were not fully compen- 
sated by the contractor-taxpaver. Therefore, on November 8, 1052, and on 
November 10, 1052, they tiled notices of their mechanic's liens on the owner's 
realt:y in the office of the Clerk of Westchester County. In June 1088, they 
instituted actions in the New York Supreme Court to foreclose those liens. 

By order of court, the owner was permitted to deposit with the Clerk of the 
court the $2, 200 which she still owed under the original construction contract, 
and she was thereafter dismissed as a defendant in the action. The Govern- 
ment, having previougly levied upon the owner's alleged indebtedness to the 
taxpayer, was permitted by the court to enter the case as a party defendant. 

The Governnient asserted precedence over the claims of petitioners because 
of the following facts: The Director of Internal Revenue in December 1081 and 
March 1052 received assessment lists containing assessments against the tax- 
payer for unpaid federal withholding and social security taxes. On October 
81, 10i', the Director filed a riotice of federal tax liens in the office of the Clerk 
of the City of Mount Vernon, New York, which s the city wherein the taxpayer 
maintained its principal place of business. The Government claimed priority 
for its tax lien under Sections 8670 and 8671 of the Internal Revenue Code of 
1080. ' The petitioners contended that since the contractor-taxpayer owed thein 
more than $2, 200 for labor and materials supplied to the job, under the New 
York Lien Lavv, Section 80 — a' he had no property interest in the $2, 200 which 
the owner still owed under the original remodeling contract. 

The New York Supreme Court, Special Term, 140 N. Y. S. 2d 805, granted peti- 
tioners' motiou for summary judgment. The ground for the decision was that the 
Government's tax lieu was ineffective since it had not been filed in the ofilce 
designated by New York law for the filing of liens against realty. On appeal, the 
Appellate Division affirmed, but on the ground that there was no debt due from 
the owner to the taxpayer to which the Government's lieu could attach. 2 App. 
Div. 2d 747, 188 N. Y. S. 2d 268. The court reasoned that the fund deposited by the 
owner was a substitute for her realty to which the mechanic's liens had attached; 
and that since the Government had no lien on the owner's property, it could have 
no lien on the fund substituted for that property, On appeal, the New York Court 
of Appeals held that the tax lien had taken effect prior to the petitioners' claims, It therefore reversed the lower New York courts, and ruled that the motiou of 
the United States for summary judgment, rather than that of petitioners, should 

~ Section 8670: "If any person liable to pay any tax neglects or refuses to pay the same after demand, the amount (including any interest, penalty, additional amount, or addition to such tax, together with any costs that may accrue iii addition thereto) shall be a lien in favor of the United States upon all property and rights to property, whether real or personal, belonging to such person. " 
Section 8671: 

"Unless another date is specifically fixed by law, the lien shall arise at the time the assessment list was received by the collector and shall continue until the liability for such amount is satisfied or becomes unenforceable by reason of lapse of time. " 
These provisions also appear in the 1954 Code, Int. Rev. Code of 1954, secs 6821, 6322. i McKinuey's N. Y. Laws, Lien Law (1958 Supp. ), sec. 36 — a, provides as follows: "The funds received by a contractor from an owiier for the improvement of real prop- erty are hereby declared to constitute trust funds in the hands of such contractor to be applied first to the payment of claims of subcontractors, architects, engineers, surveyors, laborers and materialmen arising out of the improveinent, and to the payment of pre- miums on surety bond or bonds filed and premiums on insurance accruing during the making of the improvement and any contractor and any offieer, director or agent of any contractor who applies or consents to the application of such funds for any other purpose and fails to pay the claims hereinbefore mentioned is guilty of larceny and punishable as provided in section thirteen hundred and two of the penal law. Such trust may be enforced by civil action maintained as provided in article three-a of this chapter by any person entitled to share in the fund, whether or not he shall have filed, or had the right to file, a notice of lien or shall have recovered a judgment for a claim arising out of the improvement. For the purpose of a civil action only, the trust funds shall include the right of action upon an obligation for moneys due or to become due to a contractor, as well as moneys actually received by him. " 
Section 36 — a was repealed on September 1, li)59. N. Y. I. aws 1959, c. 696, sec. 14. The subject matter covered by sec. 36 — a is now included in McKinney's N. Y. Laws, Lien Law (1959 Supp. ), secs. 70, 71. 
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have been granted by the Supreme Court, Special Term. 3 N. Y. 2d 511, 146 N. E. 
2d 774. We granted certiorari, 859 U. S. 904. 

The threshold question in this case, as in all cases where the Federal Govern- 
ment asserts its tax lien, is whether and to what extent the taxpayer had "prop- 
erty" or "rights to property" to which the tax lien could attach. In answering 
that question, both federal and state courts must look to state law, for it has long 
been the rule that "in the application of a federal revenue aet, state law controls 
in determining the nature of the legal interest which the taxpayer had in the 
property ": e s sought to be reached by the statute. " ' jf organ v. Commissioner, 
309 U. S. 78, 82 [Ct. D. 1441, C. B. 1940 — 1, 229]. Thus, as we held only two Terms 
ago, Section 3670 "creates no property rights but merely attaches consequences, 
federally defined, to rights created under state law ". * z. " United States v. 
Bess, 357 U. S. 51, 55 [Ct. D. 1829, C. B. 1958 — 2, 984]. ' However, once the tax lien 
has attached to the taxpayer's state-created interests, we enter the province of 
federal law, which we have consistently held determines the priority of competing 
liens asserted against the taxpayer's "property" or "rights to property. " ' United, 
States v. Vorreiter, 355 U. S. 15, reversing 184 Colo. 548, 807 P. 2d 475; United 
States v. TVhite Bear Brewing Co. , 350 U. S. 1010, reversing 227 F. 2d 359; United 
States v. Colotta, 350 U. S. 808, reversing 224 bliss. 33, 79 So. 2d 474; United States 
v. Scovil, 848 U. S. 218 [Ct. D. 1779, C. B. 1955 — 1, 548]; United States v. Liverpool 
&6 London d Globe I is. Co. , 348 U. S. 215 [Ct. D. 1780, C. B. 1955 — 1, 549]; United, 
States v. Acri, 348 U. S. 211 [Ct. D. 1778, C. B. 1955 — 1, 547]; United States v. City 
of Ãew Britain, 347 U. S. 81 [Ot, D. 1764; C. B. 1954 — 1, 277]; United States v, Gil- 
bert Associates, 345 U. S. 361 [Ct. D. 17 i7, C. B. 1953 — 1, 474]; United States v. 
Security Trust &f Sav. Banl', 340 U. S. 47 [Ct. D. 1736, C. B. 1950 — 2, 151]; Illinois v. 
Campbell, 329 U, S. 362; United States v. Wadditt, Holland ef Ftinn, Inc. , 823 U. S. 
353 Ct. D. 1624, C. B. 1945, 459]. The application of state law in ascertaining 
the taxpayer's property rights and of federal law in reconciling the claims of com- 
peting lienors is based both upon logic and sound legal principles. This approach 
strikes a proper balance between the legitimate and traditional interest which the 
State has in ereatin and defining the property interest of its citizens, and the 
necessity for a uniforin administration of the federal revenue statutes. 

Petitioners contend that the Neu. York Court of Appeals did not make its 
determination in the light of these settled principles. Relying upon the express 
language of Section 36 — a of the I. ien I, aw and upon a number of lower New 
York court decisions interpreting that statute, petitioners conclude that the 
money actually received by the contractor-taxpayer and his right to collect 
amounts still due under the construction contract constitute a direct trust for. 
the benefit of subcontractors, and that the only property rights which the con- 
tractor-taxpayer has in the trust are bare legal title to any money actually 
received and a beneficial interest in so much of the trust proceeds as remain 
after the claims of subcontractors have been settled. The Government, on the 
other hand, claims that Section 86-a merely gives the subcontractors an ordinary 

& It is suggested that the definition of the taxpayer's property interests should be gov- 
erned by federal low, although supplying the content of this uebulous body of federal lsw 
would appabsutly be left for future decisions. We trduk that this approach is unsound 
because it iguoreg the long-established role that the States have played iu creating prop- 
erty interests aud places upon the courts the task of attempting to sscertsiu a taxpayer's 
property rights under an undefined rule of federal law. It would indeed be anomalous to 
soy that the taxpayer's "propertv aud rights to property" included property in which, 
under the relevant state law, he had uo property interest at alk 

4 It is said that because of the unique circumstances which existed in Bess, that case 
does uot control bere. However, aside from the fact that Bess involved proceeds payable 
under uu insurance policy, whereas this case involves proceeds payable under a construc- 
tion contract, it is apparent that the relevant circumstances of the two cases are esseu- 
tislly identical. In both cases the Government was attempting to assert its tax lien against 
what it thought to be the "property aud rights to property" of the taxpayer. In both 
cases an adverse party claimed the right to the property in question ou the theory that 
the taxpayer had never acquired a state-created property interest to which the Govern- 
ment's tax lien could attach. Finally, in both cases, the Government attempted to 
characterize the problem as one involving s conflict between competing claimants to be 
settled solely by the applicstiou of federal law. 

Bess held that state law determines the property interests of u taxpayer in the cash 
surrender value of an iusuruuce policy, as well as in the proceeds payable upon death. 
The same considerations which lead to our conclusion iu Bess require that we look to state 
Iuw in determining the general contractor's property interests in this case. 

z It is suggested that the rule announced by Bess uud applied in this case is inconsistent 
with the mandate that federal law governs the' relative priority of federal tsx liens uud 
state-crested liens. However, we fail to perceive wherein lies the inconsistency. It is one 
thing to say that u taxpayer's property rights have been aud should be created by state 
luw. It is quite another thing to declare that in the interest of efiicieut tax administration 
one must look to federal law to resolve the coufiict between competing clsdmuuts of the 
taxpayer's state-created property interests. 
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lien, and that the contractor-taxpayer's property rights encompass the entire 
indebtedness of the owner under the construction contract. 

This convict should not be resolved by this Court, but by the highest court of 
the State of iVew York. IVe cannot say from the opinion of the Court of Appeals 
that it has been satisfactorily resolved. " We find no discussion in the court's 
opinion to indicate the nature of the property rights possessed by the taxpayer 
under state law. Nor is the application to be made of federal law &. learly defined. 
We believe tint it is in the interests of all concerned to have these questions 
decided by the state courts of New York. We therefore vacate the judgment 
of the Court of Appeals, and remand the case to that court so that it may 
ascertain the property interests of the taxpayer under state law and then dispose 
of. the case according to established principles of law. 

Vacated and relnanded. 
'. tis. JusTIcs HARLAN, wholn 3IR. JLSTIcE BLAcK joins, dissenting, in a separate 

opinion. 

CHAPTER 37. — ABATEMENTS, CREBITS, ANB REFUNBS 

SECTION 8((l. — INTEREST ON OVERPAYAIENTS 

Guides and instructions for computation of restricted interest. See 
Rev. Proc. 60 — 17, page 049. 

' Subsequent to the Court of Appeals' decision in the instant case, and after this Court's 
decision in United States v. Bees, 357 U. S. 51 [Ct. D. 1829, C. B. 19o8 — 2, 934], the New 
York Court of Appeals decided the case of fn the . Patter of the City of 3Te&o York, 5 N. Y. 
2&1 300, 157 N. E. 2d 587, pending on petition for a writ of certiorari sab nom. United 
States v. Coblent. ", No. 2o9, this Term. The Coblent- case is not authority for the dis- 
position of the instant ease. The latter involves a determination of property rights under 
sc&. 36 — a of the New York Lien Law, whereas the Coblent- case was concerned with the 
taxpayer's property interests under an assignment contract, sec. 475 of the New York 
Judiciary Law, and sec. BI5 — 37. 0 of the New York City Administrative Code, 
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SUBPART B. — RULINGS AND DECISIONS UNDER OTHER 
PUBLIC LAWS 

Rulings and decisions published in Part II, Subpart B, of the 
Internal Revenue Bulletin are based on the applical, ion of provisions 
of other public la~vs on internal revenue matters, except those relating 
to the various alcohol taxes, svhich appear in Part III. 

DEALER RESERVE INCOME ADJUSTMENT ACT OF 1960 

26 CFR 1. 9002: Statutory provisions; 
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Regulations under the Dealer Reserve Income Adjustment Act 
of 1960 and amendntent to regulations under section 481 of the In- 
ternal Revenue Code of 1954. 

DEPARTMENT OF THK TREASURYi 
OFFICE OF COMMISSIONER OF INTERNAI RKVENUKt 

washington 8$, D. C. 
To Offtcers and Efnptoyees of the Interna/ Eeoentte Ser4)7'ce and 

Others Concerned: 
On August 9, 1960, notice of proposed rulemaking regarding regu- 

lations under the Dealer Reserve Income Adjustment Act of 1960 
[P. L. 86459, C. B. 1960 — 1, 795] and amendment, to regulations under 
section 481 of the Internal Revenue Code of 1954 divas published in. 
the Federal Register (25 F. R. 7498). After consideration of all such 
relevant matter as ~vis presented by interested persons regarding the 
rules proposed and the amendment of the regulations concerned, the 
following regulations are hereby adopted. Such regulations super- 
sede Treasury Decision 6488 (26 CFR Pa, rt 17), approved July 14, 
1960 (25 F. R, 6879) [page 932, this Bulletin) 

INCOME TAX REGULATIONS 

PARAGRAPH 1. The following regulations are hereby prescribed 
under the Dealer Reserve Income Adjustment Act of 1960, approved 
Slay 13, 1960: 

TABLE OF CONTENTS 
Section 
1. 9002 Statutory provisions; Dealer Reserve Income Adjustment Act of 1900 

(74 Stat. 124). 
1. 9002 — 1 Purpose, applicability, and definitions. 
1. 9002 — 2 Election to have the provisions of section 481 of the Internal Revenue 

Code of 1954 apply. 

' The publication of this Treasury Decision in 25 F, R. 8869, dated September 1, 1960, contains (1) instructions for modifying the notice of proposed rulemahing in 25 F. R. 7498, dated August 9. 1960, and (2) the full contest of the regulations with such modt- fications. As here published, the Treasury Decision reflects the full context of such 
regulations, with modifications. The individual instructions have been omitted. 
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1. 9002 — 3 Election to have the provisions of section 481 of the Internal Revenue 

Code of 1954 not apply. 
1. 900+~ I&. lection to pay net increase in tax in installments, 
1. 9002-5 Spe& ial rules relating to interest. 
1, 900o 0 Acquiring corporation. 
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$ 1. 9002 iSTATUTOR1 PROVISIOXS; DKALKR RESERVK INCOME ADJI&ST- 

MKNT ACT OF 1960 ( & 4 i&TAT. 124) . 
SECTION 1. SHORT TITLE. 

This Act may be cited as the "Dealer Reserve Income Adju; tment Act 
of 1900". 
SEC. 2. PFRSOXS TO WHOM THIS ACT APPI, IES. 

This Act shall apply to any per. on who, for his most recent taxable 
year ending on or before June 22, 1959— 

(1) Computed, or was required to compuie, taxable income under 
an accrual method of accounting, 

(2) Treated any dealer reserve income, which should have been 
taken into account (under the accrual method of accounting& for 
such taxable year, as accruable for a subsequent taxable year, and 

(3) Before September 1, 1900, makes an election under section 
3(a) or 4(a) of this Act. 

SEC. 3, ELECTION TO HAVE SECTION 481 APPLY. 
(a) GENERAL RULE. — If— 

(1) For the year of the change (determined under subsection 
(b) ), the treatn&ent of dealer reserve income by any person to whom 
this Act applies is changed to a method proper under the accrual 
method of accounting (whether or not such person initiated the 
change), 

(2) Such person makes an election under this subsection, and 
(3) Such person does not make the election provided by section 

4(a), 
then, for purposes of section 481 of the Internal Revenue Code of 1954, 
the change described in paragraph (1) shall be treated as a change in 
method of accounting not initiated by the taxpayer. 

(b) YEAR GF CIIANGE, Erc. In applying section 481 of the Inter'nal 
Revenue Code of 1954 for purposes of this section, the "year of the 
change" in the case of any person is— 

(1) Except as provided in paragraph (2), the first taxable year 
ending after June 22, 1959, or 

(2) The earliest taxable year (whether the Internal Revenue 
Code of 1954 or the Internal Revenue Code of 1939 applibs to such 
year) for which— 

(A) On or before June 22, 1959— 
(i) The Secretary of the Treasury or his delegate issued 

a notice of deficiency, or a written notice of a proposed 
deficiency, with respect to dealer reserve income, or 

(ii) Such person filed with the Secretary or his dele- 
gate a claim for refund or credit with respect to dealer 
reserve income, and 

(B) The assessment of any deficiency, or the refund or 
credit of auy overpayment, whichever is applicable, was not, on 
June 21, 1959, prevented by the operation of any law or rule of 
law. 

For purposes of this section, section 481 of such Code shall be treated as 
applying to any year of the change to which the Internal Revenue Code 
of 1939 applies. 

SEC. 4. ELECTION TO HAVE SECTION 481 NOT APPLY; PAY- 
MEXT IN INSTALLMENTS. 

(a) GENERAL RULE. — If a person to whom this Act applies makes an 
ele& tion under this subsection, then for purl&uses of chapter 1 of the 
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Internal Revenue Code of 1054 (and the corresponding provisions of 
prior law) a cha»ge in the treatment of dealer reserie inconie to a 
method proper under the accrual method of accounting shall be treated 
as not a change in method of accounting in respect of. which section 4t 1 
of the Internal Revenue Code of 1954 applies. Any election untler this 
subsection shall:ipply to all taxable years ending on or before June 22, 
1050 (v hether the provisions of the Internal Revenue Code of 10;&4 or 
the corresponding provisio»s of prior law apply), for which the assess- 
ment of any deficiency, or for ivhich refund or credit of any overpavment, 
whichever is applicable, was not, on June 21, 10&0, prevented by the 
operation of any law or rule of law. 

(b) ELKcTICN To PAT TAx IN INsTALLMENTs. — 
(1) ELICIBILITv, — If the net increase in tax (as defined in para- 

graph (2) ) which results solely from the effect of the election pro- 
vided by subsection (a) exceeds $2, 500, then the taxpayer may elect 
(at the tinie the election is made under subsection (a) ) to pay in 
tivo or more (but not to exceed 10) equal annual installments any 
portion of such net increase which (on the date of such election) is 
unpaid. 

(' ) XKT INcREAsE IN TAx DEFINED. — Foi' pill'poses of this section, 
the ter»i "net increase in tax" means the aniount (if any) by 
which— 

(A) The suni of the increases in tax (including interest) 
for all taxable years to which the election applies and which is 
attributable to the election, exceeds 

(B) The smn of the decreases in tax (including interest) 
for all taxlible years to which the election applies and which is 
attributable to the election. 

For purposes of this paragraph, interest for the period before the 
date of the eliection sh;ill be computed as provided in chapter 67 of 
the Internal Revenue Code of 1054 (or the corresponding provisions 
of prior revenue laws) . 

(c) DUE DATE FoR INSTALI. MENTs, — If an election is made under sub- 
section (b), the first installment shall be paid on or before the date pre- 
scribed by section 6151(a) of the Internal Revenue Code of 1954 for 
payment of the tax for the taxable year in which the election was made, 
and each succeeding installment shall be paid on or before the date 
which is one year after the date prescribed by this subsection for pay- 
ment of the preceding installnienti 

(d) EFFEGT oF SUBBEQUENT RKDETERMINATICN oF TAX. — 
(1) REDETERMIvATIov. — If- 

(A) The taxpayer makes an election under subsection (b), 
and 

(B) There is a redetermination of the taxpayer's tax for any 
taxable year to which the electiou provided by subsection (a) 
applies, 

then the net increase in tax (as defined in subsection (b) (2) ) shall 
be redetermined. 

(2) EFFKcT oF IvcREABE. — If the redetermination described in 
paragraph (1) (B) results in an iricrease in the net increase in tax 
(as defined in subsection (b) (2) ), the resulting increase shall be 
prorated to all the installments. The part of such resulting increase 
so prorated to any installment the date for. payment of which has 
not arrived shall be collected at the saine time as, and as a part of, 
such installment. The part of such resulting increase so prorated to 
any installment the date for payment of which has arrived shall be 
paid upon notice and demand from the Secretary of the Treasury or 
his delegate. 

(8) EFFEcT oF DEcRKAEE. — Foi' treatment of a decrease in the»et 
increase in tax as the re, ult of a redetern&i»ation described in para- 
graph (1) (B), see section 6408 of the Internal Revenue Code of 1054 
(relating to overpayment of installment) . 

(e) SUsPENsION oF INTEREsT. — 
(1) IN GENERAI. . — If an election under subsection (a) applies aml 

there is a net increase in tax (as defi»ed in subsection (b) (2), no 
interest shall be imposed on any underpayment, and no interest shall 

5S57" ci' sl 
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be paid on any overpayment) attributable to such election for the 
period beginning on the date of such election and ending on the date 
prescribed by sectio~ 6151(a) of the Internal Revenue Code of 1964 
for payment of the tax for the taxable year in which the election was 
nlade. 

(2) No INTEREGT DURING INGTALLMENT PERIDD. — If an election 
under subsection (b) applies, no interest shall be imposed for the 
period on or after the date fixed for payment of the first installment 
unless payment of unpaid installments is accelerated under subsec- 
tion (f) or (g). 

(6) INTEREsT wHERE PAYMENT Is AGOELERATED. — If payment is 
accelerated under subsection (f) or (g), interest determined in ac- 
cordance with the provisions of section 6601. of the Internal Revenue 
Code of 19M ou the entire unpaid tax shall be payable— 

(A) If payment is accelerated under subsection (f), from 
the date of notice aud demand provided by such subsection to 
the date such tax is paid, or 

(B) If payment is accelerated under subsection (g), from 
the date fixed for paying the unpaid installment to the date 
such tax is paid. 

(f) TERMINATIGN oF INsTALLMENT PAY&IENT PRIYILEGE. — The exten- 
sion of time provided by this section for payment of tax shall cease 
to apply, and any unpaid installments shall be paid upon notice and 
demand from the Secretarv of the Treasury or his delegate, if— 

(1) In the case of a taxpayer who is an individual, he dies or 
ceases to engage in a trade or busiuess, 

(2) In the case of a taxpayer vho is a partner, the entire in- 
terest of such partner is transferred or liquidated or the partner- 
ship terminates, or 

(6) In the case of a taxpayer which is a corporation, the tax- 
payer ceases to engage in a trade or business, unless the unpaid 
portion of the tax payable in iustallnients is required to be taken into 
account by the acquiring corporation under sectiou 5(d). 

(g) FAILvRE To PAY INGTALLMENT. — If any installment under this 
section is not paid on or before the date fixed for its pavmeut by this 
section (including any extension of time for payment of such install- 
ment), the unpaid installments shall be paid upon notice and demand 
from the Secretary of the Treasury or his delegate. 

(h) SiisPENsIGN QF RHNNING oF PERIGDs oF LIAIITATION. — The running 
of the periods of limitation provided by section 6502 of the Internal 
Revenue Code of 1964 (or corresponding provision of prior law) for the 
collection of auy amount of tax pavable in iustallments under this sec- 
tion shall be suspended for the period of auy extension of time for 
pavment granted under this section. 
SEC. fi. DEFINITIONS; SPECIAI. RULES. 

(a) DzAI. zR RzsERvz INOOME. — For purposes of this Act, the term 
"dealer reserve income" Ineans— 

(1) That part of the consideration derived by any person from 
the sale or other disposition of customers' sales contracts, notes, 
and other evidences of indebtedness (or derived from customers' 
finance charges connected ivith such sales or other dispositions) 
which is— 

(A) Attributable to the sale by such person to such cus- 
tomers, in the ordinary course of his trade or business, of real 
property or tangible persoual property, and 

(B) Held in a reserve account, by the financial institution 
to which such person disposed of such evidences of indebted- 
ness, for the purpose of securing obligations of such person or 
of such customers, or both; and 

(2) That part of the consideration— 
(A) Derived by any person from a sale described in para- 

graph (1) (A) in respect of which part or all of the purchase 
price of the property sold is provided by a financial institu- 
tion to or for the customer to whoni such property is sold, or 

(B) Derived by such person from finance charges connected 
with the financing of such sale, 



which is held in a reserve account by such financial institution for 
the purpose of securing obligations of smh person or of su&. h cus- 
tomer, or both. 

(b) FINANOIAL 1Nsi'ITUrioN. — For purposes uf this A«t, the term "fi- 
nan& ial institution" means any person regularly eu aged iu the business 
ot acquiriiig evidences of indebtedness ot the kind described in sub- 
section (a) (1), or of financing sales of the kind described in subsection 
(a) (2), or both. 

(c) OTEIER TERMs; APPLIcATION oF OTHER I Aws. — Except where 
otherivise distinctly expressed or manifestly intended, terms used in 
this Act shall have the same Ineaning as ivhen used in the Internal 
Revenue Code of 1054 and all provisions of laiv shall apply with respect 
to this Act as if this Act ivere ii part of such Code. 

(d) AcqUIRING CCRPORATIGN. — ln the case of the acquisition of assets 
of a corporation by another corporation in a distribution or transfer 
described in section 381(a) of the Internal Revenue Code of 1054, the 
acquiring corporation shali, for purposes of this Act, be treated as if 
it were the distributor or transferor coiq&oration. 

(e) STATUTEs oF LIMITATIoNs. — 
(1) 1' XTENsioN GF PERIoD I QR AssEssxIEN'I' AND REFUND oR cREDIT. — 

For purposes of applying sections 3 and 4 of this Act, if the assess- 
ment of any deficiency, or the refund or credit of any overpaynient, 
for any taxable year Ivas not prevented on June 21, 1059, by the op- 
eration of any law or rule of law, but would be so prevented prior to 
September 1, 1&J(&1, the period ivithin which such assessment, or such 
refund or credit, may be made shall not expire prior to September 
1, 1091. An election by a taxpayer under section 3 or 4 of this 
Act shall be considered as a consent to the application of the pro- 
visions of this subsection. 

(' ) YEARs cLosED BY cLosING AGREEMENT oR coxIPRDMIsE. — Fol' 
purposes of this A«t, if the assessment of any deficiency, or the 
refund or credit of any overpayment, for any taxable year is pre- 
vented on the date of an election under section 3 or 4 of this Act 
)&y the operation of the provisions of chapter 74 of the Internal 
Revenue Code of 105&4 (relating to closing agreements and com- 
promises) or by the corresponding provisions of the Internal Reve- 
nue Code of 1939, such assessment, or such refund or credit, shall 
be considered as having been prevented on June 21, 1059. 

(f) REGUIArioNS. — The Secretary of the Treasury or his delegate 
shall prescribe such regulations as may be necessary to carry out the 
purposes of this Act, including regulations relating to— 

(1) The application of the provisions of this Act in the ease 
of partuerships, and 

(2) The manner in which the elections provided by this Act are 
to be made. 

$ 1. 9002 — 1 PURPOSE& rLPPI. IUABILITY& AND DEEIK1TIONs. — (a) In gen- 
er&Il. — The "Dealer Reserve Income Adjustnlent A. ct of 1060" (ap- 
proved &lay 18, 1060) contains transitional provisions relating to 
adjustnients to income resulting from a change in the income tax 
(reatment of dealer reserve income. The purpose of the A. ct is to 
provide eligible taxpayers wlio elect to have its provisions apply with 
two altern;itives f' or accounting for the adjustments to income result- 
ing from a change to a proper method of reporting dealer reserve 
income. The Act also provides certain taxpayers with an election to 
pay in ins(. ailments any net increase in tax. Eligible taxpayers must 
make any election under the provisions of the Act prior to September 
1, 1060. If any election is made, then the applicable provisions of. tlie 
A. ct and 8 1. 9002 to 1. 9002 — 8, inclusive, shall apply. 

(b) Eli&lil&ilittt to elect. In order to be eligible to make any of 
the elections provided by the Act& a taxpayer Inust have, for his most, 
recent taxable year ending on or before June 22, 10o0, (1) computed, 
or been required to compute, taxable income under an ac& rual method 
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of accounting, and (2) treated dealer reserve income (or portions 
thereof) which should have been taken into account (under the ac- 

crual method of accounting) for such most recent taxable year as 
accruable for a subsequent taxable year. Thus, the elections pro- 
vided by the Act are not available to a person who, for his most 
recent taxable year ending on or before June 22, 1959, reported dealer 
reserve income under a method proper under the accrual method of 
accounting or who was not required to compute taxable income under 
the accrual method of accounting. An election may be made even 

though the taxpayer is litigating his liability for income tax based 
u on his treatment of deaIer reserve income, whether in The Tax I 

ourt of the United States or any other court, and an election filed by 
a taxpayer who is litigating his liability for income tax based upon 
his treatment of dealer reserve income does not constitute a waiver of 
his right. to continue pending litigation until final judicial determina- 
tion. He must, however, comply with the provisions of the Act and 
the regulations thereunder. 

(c) Definitions. — For purposes of the Act and $$ 1. 9002 to 1. 9002 — 8, 
inclusive— 

(1) The Act. — The term "the AcP means the Dealer Reserve In- 
come Adjustment A. ct of 1MO, approved May 18, 1960. 

(2) Dealer resene income. — The term "dealer reserve income" 
means- 

(i) That part of the consideration derived by any person from the 
sale or other disposition of customers' sales contracts, notes, and other 
evidences of indebtedness (or derived from customers~' finance charges 
connected with such sales or other dispositions) which is- 

(a) Attributable to the sale by such person to such customers, in the 
ordinary course of his trade or business, of real property or ta~ngible 

personal property, and 
(5) Held in a reserve account, by the financial institution to which 

such person disposed of such evidences of indebtedness, for the purpose 
of securing obligations of such person or of such customers, or both; 
alld 

(ii) That part of the consideration- 
(a) Derived by any person from a sale described. in subdivision 

(i) (a) of this subparagraph in respect of which part or all of the 
purchase price of the property sold is provided by a, 'financial in- 
stitution to or for the customer t, o whom such property is sold, or 

(0) Derived by such person from finance charges connected w~ith 

the financing of such sale, 
which is held in~a reserve account by such financial institution for the 
purpose of securing obligations of such person or of. such customer, or 
both. Thus, the term includes amounts held in a reserve account by a 
financial institution in transactions in which the customer becomes 
obligated to the institution as well as such amounts so held by a finan- 
cial institution in transactions in which the taxpayer is the obligee on 
the contract, note, or oth. er evidence of indebtedness. For purposes of 
the definition of the term "dealer reserve income" it is immaterial 
whether or not the taxpayer guarantees the customer's obligation in 
excess of the reserve ret, ained by the financial institution, The term 
does not include the consideration derived from transactions relating 
to the sale of intangible property such as stocks, bonds& copyrights, 
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patents, etc. Further, the term does not i»elude consideration derived 
by the taxpayer from transactions relating to the sale of property by a 
person not the taxpayer or to casual sales of pi'operty not in the ordi- 
nary course of the taxpayer's trade or b»si»ess. 

(3) FI'nannal I'ngt&tntion. — The term "fina»cial institution" meaiis 
any person re~&&xilarly engaged in the busi»ess of acquiring evidences of 
indebtedness of the kind described in section 5(a) (1) of the Act, or of 
financing sales of the kind described in section 5(a) (2) of the Act, 
or both. It thus includes banking institutions, finance companies, 
building and loan associations, and other similar type organizations, 
as well as an individual or partnership regularly engaged in the de- 
scribed business. 

(4) l'a@payer. — The term "taxpayer" means any person to whom 
the Act applies. 

(5) Other tenne. — All other terms which are not specifically de- 
fined shall have the same meaning as when used in the Internal Reve- 
nue Code of 1954 except where otherwise distinctly expressed or 
manifestly intended. 

$ 1. 9002 — 2 ELECTION To HAVE TIIE PROVISIONS OF SECTION 481 OF 
TIIE INTERNAL REVENUE CODE OF 1954 APPLF. — (a) In general. — Sec- 
tion 3(a) of the Act provides that if the income tax treatment of dealer 
reserve income by the taxpayer is changed (whether or not such change 
is initiated by the taxpayer) to a proper method under the accrual 
method of accounting, then the taxpayer may elect to have such change 
treated as a, change in method of accounting not initiated by the tax- 
payer to which the provisions of section 481 of the Code apply. This 
election may be made only when the alternative election under section 
4 (a) of the Act has not been exercised. 

(b) I ear of change. — XVhere an election has been made under sec- 
tion 3(a) of the Act to have section 481 of the Code apply, then for 
purposes of applying section 481 of the Code the year of change shall 
be determined in accordance with the provisions of section 3(b) of 
the Act. Section 3(b) provides that the year of change is the earlier 
of (1) the fiirst taxable year ending after June 22, 1959, or (2) the 
earliest taxable year for which, on or before June 22, 1959, 

(i) There was issued a notice of deficiency or written notice 
of a proposed deficiency attributable to the erroneous treatment 
of dealer reserve income, or 

(ii) The taxpayer filed a claim for refund or credit with respect 
to the treatment of such income, 

and in respect of which the assessment of any deficiency, or the refund 
or credit of any overpayment, ivas not prevented on June 21, 1959, by 
the operation of any law or rule of law. The written notice of pro- 
posed deficiency includes a 15- or 30-day letter issued under estab- 
lished procedure or other similar written notification. 

(c) App/ication to pre-1M/ Code @care. — If the earliest year 
described in paragraph (b) of this section is a year subject to the 
Interiial Revenue Code of 1939 in respect of ivhich assessment of any 
deficiency or refund or credit of any overpayment was not prevented 
on June 21, 1959, by the operation of any law or rule of law, section 
481 of the Intern~al Revenue Code of 1954 shall be treated as applying 
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in the same manner it would have applied had it been enacted as part 
of the Internal Revenue Code of 1969. 

(d) Examples. — The operation of this section in determining the 

year of change may be illustrated by the following examples: 
L&zaniple (1). D, a taxpayer on the calendar year basis who em 

ploys the accrual method of accounting, voluntarily changed to tlie 

proper method of accounting for dealer reserve income for the taxable 
year 1059, A statutory notice of deficiency, however, was issued prior 
to June 98, 1959, relating to the erroneous treatment of such income 
for the taxable year 1956, which was the earliest, taxable year in 
respect of which assessment of a deficiency or credit or refund of an 
overpayment was not prevented on June 21, 1959. Prior to Septein- 
ber 1, 1960, D properly exercises his election under section 8 of the 
A. ct to have tbe change in the treatment of dealer reserve income 
treated as a change in method of accounting not initiated by the tax- 
payer to which section 481 of tlie Code applies. Under these facts, 
1056 is the year of the change for purposes of applying section 481. 
Accordingly, the net amount of any adjustment found necessary as 
a result of the change in the treatment of dealer reserve income which 
is attributable to taxable years subject to the 1054 Code shall be taken 
into account, for the year of change in accordance with section 481. 
The net amount of the adjustments attributable to pre-1054 Code years 
is to be disregarded. The income of each taxable year succeeding 
the year of change in respect of v~ hich the assessment of any deficiency 
or refund or credit of any overpayment is not prevented will be re- 
computed under the proper method of accounting initiated by the: 
change. 

Ezanipk (8). Assume the same facts as set forth in example (1), 
except that no notice of a proposed deficiency of any type has been 
issued, and assume further that no claim for refund has been filed. 
Since there was no earlier year open on June 91, 1959, for ivhich 
the taxpayer eitlier was notified of a proposed deficiency attributable 
to the erroneous treatment, of leader reserve inconie or for which he 
had filed a claim for refund or credit with respect to the treatment of 
such income, the year of change is 1059, the first taxable year ending 
after, June 22, 1959. Accordingly, the net amount of any adjustment 
found necessa~ry as a result of the change in the treatment of dealer 
reserve income which is attributable to taxable years subject to the 
1054 Code shall be taken into account for the year of the change 
in accordance with section 481. The net aniount, of the adjustnients 
attributable to }are-1954 Code years is to be disregarded. 

Examp/e (8). Assume the same facts as set forth in example (1), 
except that a refund. claim specifying adjustments relative to dealer 
reserve income was tiniely filed for the taxable year 1051, which was 
the earliest taxable year for which a refund or credit of an overpayment 
or assessment of a deficiency was not prevented on June 91, 1059 
Under this factual situation, the year of change for purposes of applv- 
ing section 481 would be 1951. Section 481 v. ould be applied to 1951 
and be given effect for that year in the same manner as it would have 
applied had it been enacted as a part of the 1939 Code and as if the 
change to the proper method of accounting had not been initiated by 
the taxpayer. Any adjustment with regard to dealer reserve income 
attributable to pre-1051 years is disregarded. The income of each taxa- 
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ble year succeeding the year of change in respect of which the assess- 
ment of any deficiency or refund or credit of any overpayment is not, 
prevented will be recomputed under the proper method of accounting 
initiated by the change. 

f 1. 9002 — 3 ELEcTI0N To HAYE TIIE PRovIsIoNs oI' SEOTIDN 481 or 
THE INTERNAL REvENUE CoDE oF 1954 NoT AFFLv. — Section 4(a) of the 
Act provides that, if the treatment of dealer reserve income by the tax- 
payer is changed to a method proper under the accrual method of ac- 
counting, then the taxpayer may elect to have such change treated as 
not a change in method of accounting to which the provisions of sec- 
tion 481 of the Code apply. This election shall apply to all taxable 
years ending on or before tune 22, 1959, for which the assessment of' 

any deficiency, or for which refund or credit of any overpayment, was 
not prevented on June 21, 1959, by the operation of any law or rule of 
law. This election may be made only if the alternative election under 
section 3(a) of the Act has not been exercised. If an election is made 
under section 4(a) of the Act, taxable income (or net income in the case 
of a taxable year to which the Internal Revenue Code of 1989 applies) 
shall be recomputed under a proper method of accounting for dealer 
reserve income f' or each taxable year to which the election applies, 
without regard to section 481. 

1. 9002 — 4 ELECTION To PAV NET INCREASE IN TAx IN INSTAI, I, — 

MENTs. (a) Etection. — If an election is made under section 4(a) of 
the Act and if the net increase in tax determined in accordance with 
paragraph (b) of this section exceeds $2, 500, the taxpayer may also 
make~an election under section 4(b) of the A~ct prior to September 
1, 1960, to pay any portion of such net increase in tax, unpaid on the 
date of' the election, in 2 or more, but not to exceed 10, equal annual 
installments. H the taxpayer making the election under section 
4(a) of the Act is a partnership or a small business corporation elect- 
ing under subchapter S, chapter 1 of the Code, the determination as 
Lo whether the net increase in tax exceeds $2, 500 shall be made sepa- 
rately as to each partner or shareholder, respectively, with regard to 
his individual liability. Thus, if a paIinership makes an election 
under section 4(a) of the Act, and partners A and B had a net in- 
crease in tax of $8, 000 and $2, 000, respectively, as a result of dealer 
reserve income adjustments to partnership income, partner A may 
elect, under section 4(b) of the Act to pay the net increase in 2 oI' 
more, but not, exceeding 10, equal annual installments to the extent 
that s~uch tax was unpaid on the date of the election. Partner B may 
not make the election since his net increase in tax does not exceed 
$2, 500. 

(b) sVet increase in tax. — (1) The term "net increase in tax" means 
the amount by which the sum of the increases in tax (including in- 
terest) for all taxable years to which the election under section 4(a) 
of the Act applies and which is attributable to the election exceeds 
the sum of the decreases in tax (including interest) for all taxable 
years to which the election under such section applies and which is 
attributable to the election. 

(2) In determining the net increase in tax, the tax and interest for 
each taxable year to which the election applies is computed by taking 
into account all adjustments necessary to reflect the change to the 
proper treatment of dealer reserve income. If the comput~ation re- 
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suits in additional tax for a taxable year, then interest is computed 
under section 6601 of the Code (or corresponding provisions of prior 
law) on such additional tax for the taxable year involved from the 
last date prescribed for payment of the tax for such taxable year to 
the date the election is made. The interest so computed is then added 
to the additional tax determined for such taxable year. The sum of 
these two items (tax plus interest) represents the increase in tax for 
such taxable year. H the computation of the tax after taking into 
account the appropriate dealer reserve income adjustments results in 
a reduction in tax for any taxable year to which the election applies, 
interest under section 6611 of the Code (or corresponding provisions 
of prior law) is computed from the date of the overpayment of the 
tax for such year to the date of the election. The amount of the in- 
terest so computed is then added to the reduction in tax to determine 
the total decrease in tax for such year. The net increase in tax is then 
determined by adding together the total increases in tax for each year 
to which the election applies and from the resulting total subtracting 
the sum of the total decreases in tax for each year. If the total in- 
creases in tax for all such years do not exceed the total decreases in 
tax, there is no net increase in tax for purposes of section 4(b) of the 
Act. For purposes of determining the net increase in tax, net operat- 
ing losses a6'ecting the computation of tax for any prior taxable year 
not otherwise affected shall be taken into account. 

(c) Time for puying instuPments. — If the election under this sec- 
tion is made to pay the unpaid portion of the net increase in tax in 
installments, the first installment shall be paid on or before the date 
prescribed by section 6151(a) of the Code for payment of the tax 
for the taxable year in which such election is made. Each succeeding 
installment shall be paid on or before the date which is one year after 
the date prescribed for the payment of the preceding installment. 

(d) Termination of installment pri iilege. — (1) For nonpayment 
of instePment. — The extension of time provided by section 4(b) of 
the Act for payment of the net increase in tax in installments shall 
terminate, and any unpaid installments shall be paid upon notice and 
demand from the district director if any installment, under such sec- 
tion is not, paid by the taxpayer on or before the date fixed for its 
payment, including any extension of time for payment of any such 
installment. 

(2) For other t'ecsons. — The extension of time provided by section 
4(b) of the Act, for payment of the net increase in tax in installments 
shall terminate, and any unpaid installments shall be paid upon notice 
and demand from the district director if- 

(i) In the case of an individual, he dies or ceases to engage 
in any trade or business, 

(ii) In the case of a partner, his entire interest in the partner- 
ship is transferred or liquidated or tlie partnership terminates, or 

(iii) In the case of a corporation, it ceases to engage in a trade 
or business, unless the unpaid portion of the tax payable in in- 
stallments is required. to be taken into account by an acquiring 
corporation under section 5 (d) of the Act. 

The installment privilege is not terminated under this subparagraph 
even though the taxpayer terminates the trade or business in respect 
of which the dealer reserve income is attributable. provided the tax- 
payer continues in a trade or business. Further, the privilege is not 
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terminated by a transfer of a, pait, of. a partnership interest so long 
as t' he partner retains any interest in the partnership. Also, the 
privilege is not terminated by a transaction falling within the piovi- 
sions of section 381(a) of the Code if, under section 5(d) of the Act, 
the acquiring corporation is required ~to take into account the unpaid 
portion of tlie net increase in tax. In such a case the privilege may 
be continued by the acquiring corporation in the same manner and 
under the same conrlitions as though it were the distributor or trans- 
feror corporation, 

(e) Redete~~ination of tax subsequent to exercise of instaVsnent 
election. — Section 4(d) of the Act provides that where a taxpayer 
has elected to pay the net inciease in tax in installments and there- 
after it becomes necessary to redetermine the taxpayer's tax for any 
taxable year to which the electioii provided by section 4(a) of the 
Act applies, then the net increase in tax shall be redetermined, 
Where the redeterinination does not involve adjustments affecting 
the treatment of dealer reserve inconie, then the net, increase in tax 
previously computed will not be disturbed. The net increase in tax 
is limited to the amount of tax computed under section 4(b) (2) of 
the A. ct as a result of the change in treatment accorded dealer reserve 
income. If the redetermination of tax for any taxable year to which 
the election applies results in an addition to the net increase in tax 
previously computed, then such addition shall be prorated to all of 
the installments whether paid or unpaid. The part of the addition, 
prorated to installments which are not yet due, shall be collected at 
the same time as, and as a part of, such installments, The part of 
the addition prorated to installments, the time for payment, of which 
has arrived, shall be paid upon notice and demand from the district 
director. Under section 4(g) of the Act, failure to make such pay- 
ment within 10 days after issuance of notice and demand will ter- 
minate the installment privilege. The imposition of interest on the 
addition to the net increase in tax as a result of the redeterinination 
will be determined in the same manner as interest on the previously 
computed net increase in tax. Thus, no interest, will be imposed on 
the amount of the addition to the net increase in tax prorated to in- 
stallments not yet due unless the installment privilege is terminated 
under subsection (f) or (g) of section 4 of the Act. If a reduction 
in the net increase m tax~results from a redetermination of tax for 
any taxable year to which the election applies, the entire amount of 
such reduction shall, in accordance with the provisions of section 
6408 of the Code (relating to overpayment of installments)& be pro- 
rated to the installments which are not yet due, resulting in a pro 
rata reduction in each of such installments. Where the redeterniina- 
tion does not involve adjustments pertaining to dealer reserve in- 
come, then any resulting deficiency pertaining to the year to which 
the election applies will be assessed and collected, in accordance with 
the applicable provisions of the Code (or corresponding provisions 
of prior law) without regard to any election made under the Act. 

(f) Periods of limitation. — Section 4(h) of the Act provides that 
where there is an extension of time for payment of tax under the 
provisions of section 4(b) of the Act, the running of the periods of' 
limitation provided by section 6502 of the Code (or corresponding 
piovisions of prior law) for collection of such tax is suspended for 
the pei Iod nf time, for which the extension is gl anted. 
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$ 1. 9002 — 5 SPEGIAL RULEs RELATING To INTEREsT. — (a) In gen- 

eral. — Where an election is made under section 4 (a) of the Act interest 

is computed under section 6601 of the Code (or corresponding pro- 

visions of prior law) on any increase in tax attributable to such elec- 

tion for each taxable year involved for the period from the last date 

prescribed for payment of the tax for such year (determined without 

regard to any extensions of time for filing the return) through the 

da~te preceding the dat, e on which the election is made. Where the 

election under section 4(a) of the A. ct results in a decrease in tax for 

any year to which the election applies, interest is computed in accord- 

ance with section 6611 of the Code (or corresponding provisions of 

prior law) from the date of overpayment through the date preceding 

the date on which the election is made. Where there is a net 

increase in tax as a result of the election under section 4(a) of the 

Act, no interest shall be imposed on any underpayment (and no 

interest shall be paid on any overpayment) attributable to the 

dealer reserve income adjustment for any year to which the election 

applies for the period commencing with the date such election is made 

and ending on the date prescribed for filing the return (determined 

without regard to extensions of time) for tlie taxable year in which 

the election is made. This rule applies regardless of whether the 

election under section 4(b) of the A. ct is made. If there is no net 

increase in tax, interest on any underpayment or overpayment attrib- 

utable to the dealer reserve income adjustment for any taxable year 

to which the election applies for the period commencing with the 

date of the election shall be determined in accordance with 

8 801. 6601 — 1 and 801. 6611-1 of this chapter (Regulations on Proce- 

dure and Administration) . 
(b) Installment period. — (1) Where payment is not accelerated. — 

If the election under section 4(b) of the Act is made to pay the net 

increase in tax in installments, no interest will be iinposed on such 

net increases in tax for the period beginning with the due date fixed 

under section 4(c) of the Act for the first installment payment and. 

ending with the date fixed under such section for the last installment 
payment unless payment of the unpaid installments is accelerated 
under other provisions of the Act. See subsections (f) and (g) of 
section 4 of the Act. 

(2) Where payment is accelerated. — Where payment of the unpaid 
installments is accelerated. because of the termination of the install- 
ment privilege, interest will be computed under section 6601 of the 
Code on the entire unpaid net increase in tax for the applicable 
period set forth below: 

(i) In the case of acceleration under section 4(f) of the Act 
for reasons other than. nonpayment of an installment, from the 
date of the notice and demand for payment of the unpaid tax 
to the date of. payment; or 

(ii) In the case of acceleration under section 4(z) of the Act 
for nonpayment of an installment, from the date axed for pay. 
ment of the installment to tlie date of payment. 

Wlien payment is accelerated under section 4(f) of the Act, however 
no interest will be charged where payment, of the unpaid installment& 
is made within 10 days of issuance of the notice and demand for sucl' 

paymellt. 



$ 1. 9002 — 6 AcqIIIRINO CoRroRATION. — Sect, ion 5(d) of the Act pro- 
vides that for purposes of such Act in the case of the acquisition of the 
assets of a corporation by another corporation iR a distribution or 
transfer clescribed in section 881(a) of the Code the acquiring corpora- 
tion shall be treated as if it were the distributor or transferor 
corporation. 

$ 1. 0002 — 7 STATIITK oF I IMITATIONs. — (a) Extension of period for 
assessment and refund or credit. — Under section 5 (e) of the Act, , if an 
election is made to have the Act apply, and if the assessment of any 
deficiency, or the refund or credit of any overpayment, attributable to 
the election, for any taxable year to which the Act applies was not, pre- 
vented on June 21, 1050, by the operation of any law or rule of law 
(except as provided in paragraph (b) of this section, relating to 
closing agreements and compromises), but would be so prevented prior 
to September 1, 1061, the period within which such assessment, or such 
refund or credit, may be made with respect to such taxable year shall 
not expire prior to September 1, 1061. An election under either sec- 
tion 8 or 4 of the Act will be considered to be a consent to the extension 
of the period of limitation for puIyoses of assessment for any year to 
which the Act applies. Thus, for example, if, as the result of an elec- 
tion under section 4(a) of the Act, assessment of a deficiency for the 
taxable year 1055 was not, prevented by the statute of limitations, a 
judicial decision that, had become final, or otherwise. , on June 21, 1050, 
but would (except for section 5(e) of the Act) be prevented on a lateI 
date, as for instance September 1, 1050, then for purposes of applying 
section 4 of the Act assessment may be made at any time prior to Sep- 
tember 1, 1961, with respect to such year if the taxpayer made an elec- 
tion under the Act prior to September 1, 1060. Section 5(e) of the Act 
will, in no event, operate to shorten the period of limitation otherwise 
applicable with respect to any taxable year. 

(b) Fears closed by closing agreement o~ compromise, — For pur- 
poses of the Act, if the assessment of any deficiency or a refund or 
credit of any overpayment for any taxable year was not prevented cn 
June 21, 1050, but is prevented on the date of an election under section 
6 or 4 of the Act by the operation of the provisions of chapter 74 of the 
Code (relating to closing agreements and compromises), assessment, 
refund, or credit will, nevertheless, be considered as being prevented on 
J une 21, 1050. 

$ 1. 0002 — 8 MANNER oF FXKRcIHINO ELKcTICNs. — (a) By tcho)Q 
election is to be made. — (1) In general. — Generally, the taxpayer to 
whom the Act applies will exercise the elections provided therein. In 
the case of. a paItnership or a corporation electing under the provisions 
of subchapter S, chapter 1 of the Code, the election shall be exercised by 
the persons specified in subparagraphs (2) and (3) of this paragraph, 
respectively. 

(2) Partnerships. — In the case of a partnership, the election under 
section 3 or 4(a) of the Act shall be exercised by the partnership. If 
an election is made by the partnership under section 4(a) of the Act, 
any election under section 4(b) of the Act to pay the net increase in 
tax in installments shall be made by each partner separately. The 
deteITnination as to whether the net increase in tax resulting fronI the 
election under section 4(a) of the Act exceeds $2, 500 shall be made with 
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reference to the increase or decrease in the tax of each partner attrib- 
utable to the adjustment, to his distributive share of the partnership 
income resulting from the election. 

(8) SMbchapter S corporations. — In the case of an electing small 
business corporation under subchapter S, chapter 1 of the Code, the 
election under section 8 or 4(a) of the Act shall be made by such cor- 
poration. An election under section 4(b) of the Act to pay the net 
increase in tax in installments shall, to the extent the net increase 
iii tax resulting from the election is attributable to adjustments to 
income for taxable years for which the corporation was not an elect- 
ing small business corporation, be made by the corporation. The 
determination as to whether the net increase in tax for such taxable 
years exceeds $9, 500 shall be made with reference to the increase or 
decrease in tax of the corporation. Any election under section 4(b) 
of the Act to pay the net increase in tax in installments shall, to the 
extent the increase in tax is attributable to years for which the cor- 
poration was an electing small business corporation, be made by the 
shareholders separately. The determination in such a case as to 
whether the net increase in tax for such taxable years exceeds $9, 500 
shall be made with reference to the increases or decreases in the tax 
of each shareholder attributable to the adjustments to taxable income 
of the electing small business corporation resulting from the election. 

(b) Time and manner of making eleclion8. — (1) In genera/. — Any 
election made under the Act shall be made by the taxpayers described 
in paragraph (a) of this section before September 1, 1960, by filing 
a statement with the district director with whom such taxpayer's in- 
come tax return for the taxable year in which the election is made is 
required to be filed. A. copy of the statement of election shall be 
attached to and 61ed with sucli taxpayer's income tax return for such 
taxable year. 

(9) Election to h, aisle 8ection /PZ apply. — An election under section 
~& of the Act shall be made in the form of a statement which shall 
include the f olio wing: 

(i) A clear mdication that an election. is being niade under 
section 8 of the Act; 

(ii) Information sufhcient to establish eligibility to make the 
election; and 

(iii) The year of change as defined. in section 8(b) of the Act. 
An amended income tax return refiecting the increase or decrease in 
tax attributable to the election shall be 6led for the year of change 
together with schedules showing how the tax was recomputed under 
section 481 of the Code. If income tax returns have been 61ed for 
any taxable years subsequent to the year of change, amended returns 
refiecting the proper treatment of dealer reserve income for such 
years shall also be filed. In the case of. partnerships and electing 
small business corporations under subchapter S, chapter 1 of the 
Code, amended returns shall be filed by the partnership or electing 
small business corporation, as well as by the partners or shareholders, 
as the case may be. Any amended return shall be filed with the office 
of the district director with whom the taxpayer 6les his income tax 
return for the taxable year in which the election is made and, if prac- 
ticable, on the same date the statement of election is filed, but amended 
returns shall be filed in no event later than November 80, 1060, unless 
an extension of time is gr anted under section 6081 of the Code. When- 
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ever the amended returns do not accompany the statement of elec- 
tion, a copy of the statement shall be sub»iitted with the amended 
returns. 

(3) E/ection not to hara, section lj81 apply. — An election under sec- 
tion 4(a) of the Act shall be made in the for»i of a staten!ei!t ivliicli 
shall i!!elude the followIng: 

(i) A clear indication that aii election is being niade under 
section 4(a) of the Act; 

(ii) Information suAicient to e. tablisJ& eligibility to niake the 
election; a»d. 

(iii) The taxable years to ivhich tlie election applies. 
Amended income tax returns rejecting the increu-e or deere;!se in 
tax attribut;ible to the election shall be filed for the tax;ilrle yeaiis 
to which the election applies. If income tax returns have been filed 
for any'subsequent taxable yeaiw, amended returns refiecting the pi oper 
treatment of dealer reserve income for such years shall also be filed. 
In the c;ise of partnerships and electing small business coi por;!tio»s 
under subchapter S, chapter 1 of the Code, amended returns sh, !Jl 
be filed by the partnership or electing small business corpor;itio», as 
well as by the partners or shareholders, as the case may be. Any 
amended return shall be filed with the oSce of the district direct&&r 
with whom the taxpayer files his income tax return for the taxable 
year in which the election is made and, if practicable, on the sanie 
date the statement of election is filed, but amended returns shall be 
filed in no event later than November 30, 1060, unless an extension 
of time is granted under section 6081 of the Code. Whenever the 
amended returns do not accompany the statement of election, a copy 
of the statement shall be submitted with the amended return. 

(4) Election to pay tax in installments. — (i) Except as otherwise 
provided in subdivision (ii) of this subparagraph, if the taxpayer 
making the election under section 4(a) of the Act also desires to make 
the election under section 4(b) of the Act to pay the increase in tax 
in installments& then the statement of election shall include the follow- 
ing additional information: 

(a) A clear indication that an election is also being made under 
section 4 (b) of the Act; 

(b) A summary of the total increases and decreases in tax, together 
with interest thereon, in sulficient detail to establish eligibility to make 
(he election; and 

(c) The number of annual installments in which the taxpayer elects 
to pay the net, increase in tax. 

(ii) Where a partnership or electing small business corporation 
under subchapter S, chapter 1 of the Code, has made an election under 
section 4(a) of the Act, and any partner or shareholder, as t3ie case 
may be, desires to make an election under section 4(b) of the Act, a, 
statement, of election shall be filed by such partner. or shareholder co»- 
taining the following information: 

(a) A. clear indication that an election is being made un&Jer 
section 4 (b) of the A &. t; 

(b) A. suminaiy of ihe total increases and decrea-e, in tax, 
together ivith interest thereon, of such partner or shareholder in 
suJJicient detail to establish eligibility to make the, election; 

(c) The number of annual installments in i&hich tJie pariiier or 
sharehol&lei elects to p;iy the net increase ii! tiix;, !nd 
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(it) The once of the district director and the date on which the 
election under section 4(a) of the Act was filed by such partner- 
ship or corporation. 

Tile statement of election under section 4(b) of the Act shall be ac- 

companied by a copy of the statement of election under section 4(a) 
of tlie Act made by the partnership or electing small business corpora- 
tion under subchapter S, chapter 1 of the Code, as the case may be. 

(c) Effect of election. — An election made under section 6 or 4 of 
the Act, shall become irrevocable on September 1, 1960, and shall be 

binding on the taxpayerfor all taxable years to which it. applies. 

AMENDMENT OF INCOME TAX REGULATIONS 

PAR. 9. Paragrapli (c) (5) of $ 1. 481 — 9 is amended to read as 
follows: 

$ 1. 481 — 2 LrMrrarroN oN Tax. — 

(c) Rules for computation of taa. ": 

(5) (i) In the case of a change in method of accounting by a partnership, the 
adjustments required by section 481 shall be made wth respect to the taxable 
income of the partnership but the limitations on tax under section 481(b) shall 

apply to the individual partners. Each partner shall take into account his dis- 
tributive share of the partnership items, as so adjusted, for the taxable year of 
the change. Section 481(b) applies to a partner whose taxable income is so 
increased by more than $8, 000 as a result of such adjustments to the partuership 
taxable income. It is not necessary for the partner to have been a member of 
the partnership for the two taxable years immediately preceding the taxable year 
of the change of the partnership's accounting method in order to have the 
limitation provided by section 481(b) (1) apply. Further, a partner may apply 
section 481(b) (2) even though he was not a member of the partnership for all 
the taxable vears affected by the computation thereunder. 

(ii) In the case of a change in method of accounting by an electing small 
business corporation under subchapter S, chapter 1 of the Code, the adjust- 
ments required by section 481 shall be made with respect to the taxable income 
of such electing corporation in the year of the change, but the limitations on 
tax under section 481(b) shall apply to the individual shareholders. Section 
481(b) applies to a shareholder of an electing small business corporation whose 
taxable income is so increased by more than $8, 000 as a result of such ad- 
justments to such corporation's taxable income. It is not necessary for the 
shareholder to have been a member of the electing small business corporation, 
or for such corporation to have been an electing small business corporation, 
for the two taxable years immediately preceding the taxable year of the 
change of the corporation's accounting method in order to have the limitation 
provided by section 481(b) (1) apply. Further, a shareholder may apply section 
481(b) (2), eveu though he was not a shareholder, or the corporation was not 
an electing small business corporation, for all the taxable years affected by the 
computation thereunder. . 

(This Treasury Decision is issued under the authority contained 
in paragraph (f), section 5, of the Dealer Reserve Income Adjust- 
ment A~ct of 1960, 74 Stat. 128, and section 7805 of the Internal 
Revenue Code of 19M; 68A. Stat. 917; 96 U. S. C. 7805. ) 

DANA LATHAM, 
Commissioner of Interna/ Eevenne. 

Approved August 80, 1960. 
DAvln A. Iizr osAr, 

Acting 8eeretory of the Treesttry. 
(Filed by the Division of the Federal Register ou August 80) 1900& 2:15 p. m„ 

and published in the issue of the Federal Register for September 1, 1960, 
25 J&'. R. 8809) 
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PUBLIC DEBT AND TAX RATE EXTENSION ACT OF 1060 

96 CFR 1. 0003: Statutory provisions; 
section 4 of Public Law 86 — 781 (74 Stat. 1017). 

(A. iso Part I, Section 618. ) 

T. D. 6409' 

TITLE 26 — INTERNAL REVENUE, 1954, — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953 

Regulations under se«tiou 302(c) (2) of the Public Debt and Tax 
Rate Extension Act of 1960, as ainended. 

DEPARTMENT OF THE TREASURY) 
OFFICE OF COMMISSIONER OF INTERVAL RKVKNUFi 

W'IIshinqton PG, D. C. 
To Officers ctnd Em ployees of the Internal Ee penMe 8ervI'ce IInd Others 

Concerned: 
The regulations set forth below are hereby prescribed under section 

602(c) (o) of the Public Debt and Tax Rate Extension Act of 1060 
[P. L. 86 — 564, page 681, this Bulletin], as amended: 

TABLE OF CONTENTS 
Section 
1. 9003 Statutory provisions; section 4 of Public I aw 86 — 781 (74 Stat. 1017). 
1. 9003 — 1 Election to have the provisions of section 613(c) and (2) and (4) of 

the 1964 Code, as amended, apply for past years, 
1. 9003 — 2 Effect of election. 
1. 9003 — 3 Statutes of limitation. 
1. 9003 — 4 Manner of exercising election. 
1. 9003 — 6 Terms; applicability of other laws. 

$ 1. 9008 STATUTCRY PRovIsIQNs; SEcTIGN 4 oF PUBLIc LAW 86 — 781 
(74 STAT 1017) i APPROVED SEPTEMBER 14I 1960 

Sec. 4. Subsection (c) of section '302 of the Public Debt and Tax 
Rate Extension Act of 1060 (Public Law 86 — 564 [I. R. B. 1960 — 85, M]; 
74 Stat, . Qi)6) is anlended to read as folloivs: 

(c) EFFEcTIvE DATE. — 
(1) IN «ENERAL. — Ex«ept » provided iu paragraph (2), the aniendments 

niade by subse«tious (a) and (b) shall be applicable only with respect to 
taxable years beginniug after December 31, 1960. 

(2) CALCIUM CARBONATES, ETC. — 
(A) ELEcTIoN FoR PAsT YEAR8. — Iil the case of calcium carbonates or 

other minerals when used in making cement, if an election is made by 
the taxpayer under subparagraph (C)— 

(i) The amendments made by subsection (b) shall apply to 
taxable years ivith respect to which such election is effective, and 

(ii) Provisions having the same effect as the amendments made 
by subsection (b) shall be deemed to be included in the Internal 
Revenue Code ot 1939 and shall apply to taxable years with respect 
to which such election is effective in lieu of the corresponding provi- 
sions of such (. 'ode. 

(B) YEARs To wiIIcH APPIOABLE. — An election made under subpara- 
graph (C) to have the provisions of this paragraph apply shall be 
effective for all taxable years beginning before January 1, 1961, in 
respect of which- 

(i) The assessment of a deficiency, 
(ii) The refund or credit of au overpayment, or 

' 25 F. R. 6964. 
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(jli) The commencement of a suit for recovery of a refund under 

section 7405 of the Internal Revenue Code of 1964, 
is not prevented on the date of the enactment of this paragraph by the 
operation of any law or rule of law. Such election shall also be eifec 
tive for any taxable year beginning before January 1, 1961, in respect 
of which an assessment of a deficiency has been made but not collected 
on or before the date of the enactment of this paragraph. 

(C) TIME AND MANNER oF ELEGTIoN. — An election to have the pro- 

visions of this paragraph apply shall be made by the taxpayer on or 
before the 60th day after the date of publication in the Federal Register 
of final regulations issued under authority of subparagraph (F), and 

shall be Inade in such form and manner as the Secretary of the Treasury 
or his delegate shall prescribe by regulations. Such election, if made, 
may not be revoked. 

(D) STATUTEs oF LIMITATIoN. — Notwithstanding any other law, the 

period within which an assessment of a deficiency attributable to the 

application of the amendments made by subsection (b) may be made with 

respect to any taxable year to which such amendments apply under au 
election made under subparagraph (C), and the period within Ivhich a 

claim for refund or credit of an overpayment attributable to the applica- 
tion of such amendments may be made with respect to any such taxable 
year, shall not expire prior to one year after the last day for making 
an election under subparagraph (C). An election by a taxpayer under 
subparagraph (C) shall be considered as a consent to the application oi 
the provisions of this subparagraph. 

(F) TERMs; APPLIOARILITY oI' CTIIER LAws. — Except where otherwise 
distinctly expressed or manifestly intended, terms used in this paragraph 
shall have the same meaning as when used in the Internal Revenue Code 
of 1964 (or corresponding provisions of the Internal Revenue Code oi 
1969) and all provisions of lave shall apply with respect to this paragraph 
as if this paragraph were a part of such Code (or corresponding 
provisions of the Internal Revenue Code of 1969) . 

(F) REOULATIONS. — The Secretary of the Treasury or his delegatI 
shall prescribe such regulations as may be necessary to carry out thI 
provisions of this paragraph. 

$ 1. 9008 — 1 ELEGTIQN To HAvE THE PRovisloNs or SEOTIoN 618(c) 
2) AND (4) oI'THE 1954 CoDE) As AMENDED) APPLY FoR PAsT YEARs. — 
a) Ivt general. — Section 4 of Public Law 86 — 781, amended sectioI 

802(c) of the Public Debt and Tax Rate Extension Act of 196( 
[P. L. 86 — 564, page 681, this Bulletin] to permit, certain taxpayers fol 
taxable years beginning before January 1, 1961, to apply the pro 
visions of section 802(b) of that Act. Section 802(b) of the Ac( 
ainended section 618 (c) (2) and (4) of the Internal Revenue Code o'. 

1954 to read in part as f ollows: 
(2) MININS. — The term "mining" includes not merely the extraction o 

the ores or minerals from the ground but also the treatmeut processe 
considered as nfining described in paragraph (4) (and the treatment proc 
esses necessary or incidental thereto), and so Iuuch of the transportation 
of ores or minerals (whether or not by common carrier) from the poin 
of extraction from the ground to the plants or DIills in which such treatmen 
processes are applied thereto as is not in excess of 50 miles unless th 
Secretary or his delegate finds that the physical and other requirement 
are such that the ore or mineral must be transported a greater distanc 
to such plants or mills. 

(4) TREATM'ENT PRocEssEs coNRIDERED As MINING. — The following trea 
ment processes where applied by the mine owner or operator shall b 
considered as mining to the extent they are applied to the ore or mineral i 
respect of which he is entitled to a deduction for depletion under section 611 

(F) In the case of calcium carbonates and other minerals when use 
in making cement — all processes (other than preheating of the kil 
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feed) applied prior to the introduction of the kiln feed into the kiln, 
but not including any subsequent process; 

(b) Election. — Under section 302 (c) (2) of the Act, the taxpayer, in 
the case of calcium carbonates or other minerals when used by him in 
making cement, may elect to apply the provisions of section 613(c) 
(2) and (4) of the 1954 Code as amended in lieu of the corresponding 
provisions of prior law. The taxpayer must make the election in 
accordance with $ 1. 9003& on or before November 15, 1960 (the 60th 
day after the publication in the Federal Register of final regulations 
issued under section 302(c) (2) of the Act), and the election shall 
become irrevocable on such 60th day. 

(c) E'ears to which the election is applicable. — If the election de- 
scribed in paragraph (b) of this section is made by the taxpayer, the 
provisions of section 613 (c) (2) and (4) as amended by section 302 (b) 
of the Act apply to all taxable years beginning before January 1, 1961, 
in respect of which- 

(i) The assessment, of any deficiency, 
(ii) Refund or credit of any overpayment, 
(iii) Commencement of a suit for recovery of a refund. under 

section 7405 of the Internal Revenue Code of 1954, 
is not prevented on September 14, 1960, by the operation of any law 
or rule of law. The election also applies to taxable years beginning 
before January 1, 1961, in respect of which an assessment of a defi- 
ciency has been made but not collected on or before September 14, 
1960. 

) 1. 9003 — 2 EFFEOT oF Er. EOTION. — (a) In generaL — If a taxpayer 
makes the election described in paragraph (b) of $ 1. 9003 — 1, he shall 
be deemed to have consented to the application of section 302(b) of 
the Act with respect to all taxable years to which the election applies. 
Thus, subparagraph (F) of section 613(c) (4) of the 1954 Code as 
amended must be applied in determining gross income from mining 
for the taxable years to which. the election applies (including years 
subject to the 1939 Code) whether or not the taxpayer is litigating 
the issue. Further, the election shall apply to all calcium carbonates 
or other minerals mined and used by the taxpayer in making cement. 

(b) Effect on gross income from mining. — The election is only de- 
terminative of what constitutes "mining" for purposes of computing 
percentage depletion and has no eGect on the method employed in 
determining the amount of gross income from mining. In applying 
the election to the years afi'ected there shall be taken into account the 
efi'ect that any adjustments resulting from the election shall have on 
other items affected thereby, such as charitable contributions, foreign 
tax credits, net operating loss, and the e8ect that adjustments to any 
such items shall have on other taxable years. The provisions of sec- 
tion 302(b) of the Act are applicable with respect to taxable years 
subject to the Internal Revenue Code of 1939 for purposes of applying 
sections 450 and 453 of that Cod. e. 

$ 1. 9003 — 3 STATUTEs oF LI1UIITATIoN. — Under section 302(c) (2) 
of the Act, the period within which the assessment of any deficiency 
or the credit or refund of any overpaylnent attributable to the election 
may be made shall not expire sooner than 1 year after November 15, 
1960. Thus, if assessment of a deficiency or credit or refund of an 

5S5726' — 61 SS 
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overpayment, whichever is applicable, is not prevented on September 
14, 1960, the time for making assessment or credit or refund shall not 
expire for at least 1 year after November 15, 1960, notwithstanding any 
other provision of law to the contrary. Even though assessment of 
a deficiency is prevented on September 14, 1960, if commencement of 
a suit for recovery of a refund under section 7405 of the 1954 Code 
may be made on such date, then any deficiency resulting from the 
election may be assessed at any time within 1 year after November 15, 
1960. If the taxpayer makes the election he shall be deemed to have 
consented to the application of the provisions of section 30o(c) (9) of 
the Act extending the time for assessing a deficiency attributable to 
the election. Section 60O (c) (o) of the Act does not shorten the period 
of limitations otherwise applicable. An agreement may be entered 
into under section 6501(c) (4) of the 1954 Code and corresponding 
provisions of prior law to extend the period for assessment. 

$ 1. 9006 — 4 AIANNER oF EXKRcisixo ELEcTIoN. — (a) By ahem 
election i8 to be made. — Generally, the taxpayer whose tax liability is 
afi'ected by the election shall make the election. In the case of a 

partnership, or a corporation electing under the provisions of sub- 
chapter S, chapter 1 of the 1954 Code, the election shall be exercised 
by the partnership or such corporation, as the case may be. 

(b) Time and manner of making election. — The election shall be 
made on or before November 15, 1960, by filing a stateinent with the 
district director with whom the taxpayer's income tax return for the 
taxable year in which the election is made is required to be filed. The 
state!nent shall include the following: 

(1) A clear indication that an election is being made under 
section 802(c) (2) of the Act, and 

(2) The taxable years to ~~vhich the election applies. 
Amended income tax returns refiecting any increase or decrease in 
tax attribut;ible to the election shall be fi]ed for the taxable years to 
which the election applies. In the case of partnerships and electing 
small business corporations imder subchapter S. chapter 1 of the 1954 
Code, amended returns shall be filed by the partnership or electing 
small business corporations, as well as by the partners or shareholder. . 
as the case may be, . Any amended return shall be filed with the Ofhce 
of the disti ict director with whom the taxpayer files his income tax 
return for the taxable year in which the election is made and, if prac- 
ticable, on the same date the statement of election is filecl, but amended 
returns shall be filed in no event later than February &8, 1961, unless 
an extension of tinie is granted under section 6081 of the Code. APien- 
ever the amended returns do not accompany the statement of election, 
a, copy of the statement shall be submitted with the amended retui'ii' 
The amended returns shall be accompanied by payment of the addi- 
tional tax (together with interest, thereon) resulting from the electioin 

$ 1. 9003 — 5 TERMS; APPLICABILITY' OF OTIIER LAWS. — All 0 lier 
terms which are not otherwise specifically defined shall have the same 
meaning as when used in the Internal Revenue Code of 1954 (or tlie 
corresponding provisions of prior law) except where otherwise dis- 
tinctly expre~ssed or manifestly i~tended to the contrary. Further, 
all provisions of law contained in the 1954 Code (or the corresponding 
provisions of prior law) shall apply to the extent that, they can apply. 
Thus, all of the provisions of subtitle F of the 1954 Code and the 



501 

corresponding provisions of prior law shall apply to the extent they 
can apply, including the provisions of law relating to assessments, 
collection, credit or refund, and limitations. For purposes of this 
section and g 1. 9008 — 1 to 1. 9008 — 4, inclusive, the term 'Act" means 
the Public Debt and Tax Rate Extension Act of 1960 [P. L. 86 — 564, 
page 681, this Bulletin] as amended. 

Because this Treasury Decision is designed to inform taxpayers as to 
how, when, and where to perform certain acts required or permitted 
under section 809(c) (9) of the Public Dept and Tax Rate Extension 
Act of 1960 as amended, it is found unnecessary to issue this Treasury 
Decision with notice and public procedure thereon under section 4(a) 
of the Administrative Procedure Act, approved June 11, 1946, or 
subject to the effective date limitation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained 
in section 802(c) (9) (F) of the Public Debt and Tax Rate Extension 
Act of 1960 (74 Stat. 9M) as amended by section 4 of Public Law 
86 — 781 (74 Stat. 1017). ) 

CIIARLES I. Fox) 
Acting C'ommissioner of Internal Eeventfe. 

Approved September 14, 1960. 
FRED C. SCRIBNKRt JR. 

& 

Acting 8ecretary of the Treasury. 

(Filed bv the Division of the Federal Register on September 15, 1960, 9:49 a. m. , 
and published in the issue of the Federal Register for September 16, 1960, 25 
F. R. 8904) 

PUBLIC DEBT AND TAX RATE EXTENSION ACT OI' 1960, 
AS AMENDED 

(Also Part I, Section 618. ) Rev. Rul. 60 — 319 ' 
Method or formula for allocating costs and prodts between mining 

and non-mining operations by certain cement producers for taxable 
years beginning before January 1, 1961. 

Advice has been requested by taxpayers mining calcium carbonates 
and other minerals used by them in making cement as to whether, if 
an election is made under section 4 of Public Law 86 — 781, page 796, 
this Bulletin, approved September 14, 1960, the method or formula~ 
previously acceptable to the Internal Revenue Service for allocating 
costs and props between mining and non-mining operations in com- 
puting gross income from mining may continue to be used for that 
purpose for the taxable years afFected by the election. 

An election made by such taxpayers under section 4 of P. L. 86 — 781 
requires the application of the provisions of section 809(b) of the 
Public Debt and Tax Rate Extension Act of 1960, P. L. 86 — 564, page 
681, this Bulletin, approved June 80, 1960, in computing gross income 
from mining for purposes of the percentage depletion allowances, for 
certain taxable years beginning before January 1, 1961. 

In a number of instances, in connection with the examination of 
income tax returns filed by certain taxpayers mining calcium carbon- 
ates and other minerals used by them in making cement, a particular 
method of, or a forlnula for, allocating costs and profits between 

'Also released as Tecbnical Information Release 25S, issued September 29, 1960. 
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mining and non-mini«g operations in computing the taxpayer's gross 
income was found acceptable by tkie Service. 

It is the position of the Service that, in computing the tax liability 
of such taxpayers who make the election under section 4 of P. L. 86 — 781 
for the taxable years afi'ected) the method or formula (based upon a 
determination that miiiing ceased prior to introduction of the kiln 
feed into the kiln) previously approved by the Service will not be 
disturbed if it was accepted after a thorough consideration of the 
matter on its merits. This position will not apply to the extent there 
has been a significant change in the facts and circumstances previously 
taken into account, . 

SECTION 3 OF THE VINS()N ACT, AS AMENDED 

26 CFR (1080) 16. 5: Manner of determining T. D. 6511 
liability. 

TITLE 26 — INTERNAL REYENUE, 1639. — CHAPTER I, SUBCHAPTER A, PART 16. — 
EXCESS PROFITS ON ARMY CONTRACTS FOR AIRCRAFT 

Amendment of the Excess Profits Regulations relating to setoifs 
of deficiencies in profit against excess profits under section 14 of 
the Act of April S, IM9, as amended, and other provisions. 

DEPARTMENT OF THE TREASURY 
OFFICE OF COMMISSIONER OF INTERNAL RKYKNUE) 

IVaahington 85) D. C. 
DEPARTMENT OI THE ARKIY) 
DEPARTMENT OF THK AIR FORCE) 

Wa8hington 8o) D. r"'. 

To Off/cer8 amE Emp/oyeee of the Treasury Department, the Depart- 
ment of the Army, the De/&art&»&'nt of the Air 1&orce) and Others 
t, 'oncerne(/: 

On tune 28, 1060, notice of proposed rulemaking regarding au 
amendment of the Excess Profits Regulations (26 CFR (1089) Part 
16), relating to setoii's of deficiencies in profit, against excess profits un- 
der section 14 of the Act of April 8, 1080 [C. B. 1989 — 1 (Part I, 430)]) 
as amended, to conform to the decision in Emerson E/ectric llann- 
factnring Oom pany (1957) 28 T. C. 1000, was published in the Federal 
Register (25 F. R. 5766). No objection to the rules proposed having 
been received during the 80-day period prescribed in the notice, tile 
regulations as so proposed are hereby adopted. 

PARAURAPH 1. Section 16. 5 is amended by revising paragraph (c) 
(2) and (8) to read as follows: 

(2) The ainount of any net loss allowable as a credit in deteianiiiing the 
ex& ess profit for the income-taxable year (see f Ig. fi): and 

(S) The amount of any deficiency in profit a]loivable as a credit in determin- 
ing excess profit for the incoine-taxable year (see ) 16. 0). The ainount remain- 
iug after such subtraction is the amount of excess profit for the income-taxable 
year. 

) 26 F. R. 12142. 
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Example. On September 1, 1939, the B Corporation, which keeps its books 
and makes its Federal income tax returns on a calendar year basis, entered into 
a contract for the construction of Army aircraft coming within the scope of ihe 
act, the total contract price of which was $200, 000. On March 10, 1940, the 
corporation entered into another such contract, the total contract price of which 
was $40, 000. Both contracts were completed within the calendar year 1940, the 
first at a cost of $155, 000 and the second at a cost of $45, 000. During the year 
1940, the B Corporation also completed at a deficiency in profit of $2, 000 a 
contract entered into after April 8, 1939, for the construction of naval aircraft 
coming within the scope of 10 U. S. C. 2382 (formerly section 8 of the Act of 
March 27, 1934 (48 Stat. 505)). For the year 1989, the B Corporation sustained 
a net loss of $1, 500 and a deficiency in profit of $1, 000 on all contracts and sub- 
contracts entered into after April 8, 1989, for Army aircraft coming within the 
scope of the act and completed within the calendar vear 1939. For the year 
1939, the B Corporation also sustained a net loss of $1, 000 on a contract, entered 
into after April 8, 1989, and completed within the calendar year 1939, for naval 
aircraft coming within the scope of 10 U. S. C. 2382 (formerly section 3 of the 
Act of March 27, 1984 (48 Stat. 505) ). Fior purposes of the Federal income 
tax, the net income of the B Corporation for the year 1940, on which the tax 
was paid, amounted to $96, 000, which included the total net profit of $40, 000 
upon the two contracts entered into on September 1, 1939, and March 10, 1940. 
The excess profit liability is $4, 332, coiuputed as follows: 
Total contract prices: 

Coutract No. 1 
Contract No. o 

$200, 000 
40, 000 

$240, 000 

PAR. o. Section 16. 6 is amended by revising the example to read 
as follows: 

Less: Cost of performing contracts: 
Contract No. 1 
Contract Xo. 2 

Net profit on contracts 
Less: 12 per cent of total contract prices (12 per ceut of 

$240, 000) 
Deficiency in profit (in uaval aircraft contracts) in 

1940 
Net loss (in Army aircraft contracts) from 1939 
Net loss (iu naval aircraft contracts) from 1989 
Deficiency in profit (in Army aircraft contracts) from 

1939 

Excess profit for year 1940 
Less: Credit for Federal income taxes (Federal income tax 

on $5, 700 at rates for 1940) 

155, 000 
45, 000 

28, 800 

2, 000 
1, 500 
1, 000 

1, 000 

200, 000 

40, 000 

84, 800 

5, 700 

1, 368 

4, 832 Amount of excess profit payable to the United States 
PAR. 8. Section 16. 9 is amended— 
(A) 13y revising paragraphs (a) and (b) to read as follows: 

(a) The term "net loss" as used in the act and as applied to contracts and 
subcontracts for aircraft or portions thereof coming within the regulations pre- 
scribed under the act or under 10 U. S. C. 2382 (formerly section 8 of the Act of 
March 27, 1934 (48 Stat. 505) ) means the amount by which the total cost of 
performing all such contracts and subcontracts for aircraft entered into after 
April 3, 1939, and completed by a particular contracting party within the income- 
taxable year exceeds the total contract prices of such contracts and subcon- 
tracts. As to the meaning of income-taxable year, see $ 16. 1. 

(b) The term "deficiency in profit", as used in the acts and as applied to 
contracts and subcontracts for aircraft or portions thereof coming within the 
regulations prescribed under the act or under 10 U. S. C. 2382 (foruierly section 
8 of the Act of March 27, 1984 (48 Stat. 505) ), means the amount by which 12 



percent of the total contract prices of all such contracts and subcontracts for 
aircraft eiitered into after April 3, 1939, and conipleted by a particular contract- 
ing party within the income-taxable year exceeds the net profit upon all such 
contracts and subcontracts. 

(B) Hy revising the first sentence of paragraph (c) to read as fol- 
lows: 

(c) A net loss or a deficiency in profit sustained by a contracting party for an 
income-taxable year is allowable as a credit in coniputing the contracting party' s 
excess profit on contracts and subcontracts for aircraft coming within the regu- 
lations prescribed under the act or under 10 U. S. C. 2382 (formerly section 3 of 
the Act of March 27, 1934 (48 Stat, &05) ) aml completed during the four next 
succeeding income-taxable years. 

(C) By revising the example in paragraph (e) to read as follows: 
Example. For the calendar year 1939, the A Corporation, which keeps its 

books and makes its Federal income tax returns on a calendar year basis, sus- 
tained a net loss of $30, 000 on the contracts and subcontracts for Army aircraft 
and portions thereof coming within the scope of the act and completed within 
that year. During the year 1939, the A Corporation also completed contracts for 
naval aircraft coming within the scope of 10 U. S. C. 2382 (formerly section 3 of 
the Act of March 27, 1934 (48 Stat. 505) ) at a deficiency in profit of $10, 000. In 
1940, the A Corporation completed similar contracts for Army aircraft totaling 
$175, 000 at a cost of $155, 000, whereby the A Corporation realized a net profit 
of $20, 000 but sustained a deficiency in profit of $1, 000 (i. e. , 12 percent of $175, 000, 
or $21, 000, less $20, 000). During the year 1940, the A Corporation also completed 
contracts for naval aircraft coming within the scope of 10 U. S. C. 2382 (formerly 
section 3 of the Act of March 27, 1934 (48 Stat. 505) ) at a net loss of $2, 000. In 
1941, the A Corporation completed contracts for Army aircraft coming with the 
scope of the act totaling $400, 000 at a cost of $300, 000, or at a net profit of 
$100, 000. After deducting from the net profit of $100, 000 for the year 1941 the 
amoimt of $48, 000 (i. e. , 12 percent of the total contract price of $400, 000), there 
remains $;&'&, 000 in excess profit on the contracts completed in the year 1941. 
The A Corporation may deduct from such!l»2, 000, in determining the amount of 
excess profit it must pay for the year 1941 with respect to the contracts completed 
in such year, the net loss of $30, 000 and the deiiciency in profit of $10, 000 sus- 
tained in 1939 on Arniy and naval aircraft contracts, respectivelv, and the net 
loss of $2, 000 and the deficiency in profit of $1. 000 sustained in 1940 on naval 
and Ai my aircraft contracts, respectively. 

(This Treasury Decision is issued under the authority contained in 
sec. 8, 48 Stat. 505, as amended, 56 Stat. 467, sec, 14, 53 Stat. 560; 
34 U. S. C. 496& 26 IT. S. C. 6791& 10 Q. S. C. 31 1& 812. ) 

CHARLEs L Fox, 
Aetzng Commas&'oner of Internal Eetenne, 

Approved November 60, 1060. 
DAVID A. . LINDSAY& 

Aett'ny See& etang of the Tream&'y. 
COOL&RTNEY JOIIN sON& 

Asst. 8eeretu&y of the Arn&y. 
(Logistics) Novembel 2, 1060. 

P. B. TAYLOR) 
Asst. Seereter y of the At'r Force. 

November 17, 1960. 
(Filed by the Division of the Federal Register ou December 5, I'960, 8:54 a. ni. , 

and published in the issue of the Federal Register for December 6, 1960, '&& 

I'. R. 12442) 
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26 CFR (1989) 17. 7: Manner of determining liability T. D. 6512 ' 
with respect to contracts or subcontr;icts for com- 
plete naval aircraft or portions thereof. . 

TITLE 26 — INTERNAL REVENUE, 1989. — CHAPTER I, SUBCHAPTER A, PART 17. — 
EXCESS PROFITS ON NAVY. CONTRACTS 

Amendment of the Excess Profits Regulations relating to setous 
of deficiencies in profit against excess profits under section 8 of 
the Act of March 27, 1984, as amended. 

DEPARTMENT OF TIIE TREASURY& 
OrrICE or COMMISSIONER OF INTERNAL PiKVI'. NVE, 

lV ashi ngton 8$, D. C. 

DEPARTMENT OI TIIE NAVY! 
ll ashington 85, D. C. 

To OffIcers and Employees of the Treasury Department, the Depart- 
ment of the Navy, and Others Concerned: 

On June 28, 1960, notice of proposed rulemaking regarding an 
amendment of the Excess Profits Regulations (26 CFR (1939) Part 
17), relating to seto8s of deficiencies in profit against excess profits 
under section 3 of the A. ct of March 27, 1'M4, as a~mended, to conform 
to the decision in Emerson L'7ectric manufacturing Company (1957) 
28 T. C. 1090, was published in the Federal Register (25 F. R. 5767). 
Xo objection to the rules proposed having been received during the 80- 
day period prescribed in the notice, the regulations as so proposed are 
hereby adopted. 

PARAORAFII 1. Section 17. 7 is amended— 
(A. ) By revising paragraph (c) (2) and (8) to read. as follows: 
(2) The amount of any net loss which was sustained in the same or a prior 

! ncome-taxable year with respect to contracts or subcontracts for the construction 
or manufacture of any complete aircraft or any portion thereof, and ivhich is 
allowable as a credit in determining the excess profit for the income-taxable year 
with respect to contracts and subcoutracts entered into for the construction or 
manufacture of complete aircraft or any portion thereof (see $ 17. 10(b) ); and 

(8) The amount of any deficiency in profit which was sustained in the sanie 
or a prior income-taxable year with respect to contracts or subcoutracts for the 
construction or manufacture of any complete aircraft or any portion thereof, and 
which is allowable as a credit in determining the excess profit for the income- 
taxable year with respect to contracts and subcontracts entered into for the 
construction or manufacture of coruplete aircraft or any portion. thereof (see 
f 17. 10(c) ). 

(B) By revising the example in paragraph (e) to read as follows: 
Example. On September 1, 1939, the B Corporation, which keeps its bool-s 

and makes its Federal income tax returns on a calendar year basis, entered 
into a contract with the Secretary of the Navy for the construction of naval 
aircraft coming ivithin the scope of the act, the total contract price of which 
was $200, 000. On March 10, 1940, the B Corporation entered into another such 
contract, the total contract price of which was $40, 000. Both contracts were 
completed within the calendar year 1940, the first at a cost of glofi, 000 and the 
second at a cost of $4o, 000. During the year 1940, the B Corporation also 
completed at a deficiency in profit of $2, 000 a contract entered into for the con- 
struction of Army aircraft coming vvithin the scope of the act. During the 
vear 1940, the B Corporation also completed at a loss of $10, 000 two contracts 
eutered into for the construction or nianufacture of portions of a naval vessel 
coming within the scope of the act. For the year 1989, the B Corporation 

i 29 I'. R. 12448. 



506 

suet;&iued» n& t loss of, '$2, 500 aud a &le!i«icncy in profit of $1, 000 on all coutra«ts 
and sub«antra«ts for naval aircraft co»ii»g within the s«op« of the a«t and 
complet«&l within the &»lendar year 393!). For the year 1939, the B Corporation 
also su, t;&ined a net loss of $1, 800 on; & «antra& t for the «onstruction of Army 
airer»ft c&m&ing wi!hin tl&c s«&pe of th«a& t &vhich vvas completed v'ithin the 
calm&dai' ye &r 1939. Fo& the purpo, &. of the I'ederi&1 income tax, the net i&i«& i»e 
of the B Corporation for the ye;ir 1940, on which the tax was paid, amon»ted 
to $96, 00&), ivhi&h included the uet pro!it of $40, 000 upon the contracts en!ered 
i»to on Septen&ber 1, 19, '39, and March 10, 1940. The ex&ess profit liability of 
t)&e B ('orporation for l940 is payable with re, pect to the contracts for i&ay»i 
»ir&raf! whi&h mere &ornpleted i&i 1940. The l&&, , of $10, 000 on the coutia&. &s 

for portions of a riaval vessel co&npleted iu 1940 does not enter into the coiii 
l»it»tio» of such liability. Accordingly, the & x& e. 'i profit liability of the B 
Corporatio&i for 1940 is, '$2, 964 computed as fo)lorna: 

Total cmitract prices: 
Contract No. 1 $200, 000 
('ontract No. 2 40. 000 

$240, 000 
l. ess: (. 'os& of performing contracts: 

Contract No, 1 
Con!ract No. " $155, 000 

45 ooo 

Net profit on contracts 
Less: 12 percent of total contract prices (12 percent of 

$240, 000) 
Defi&iency in profit (in Array aircraft contracts) in 

1940 
Net loss (in naval aircraft contracts) from 1939 
Net loss (in Army aircraft contracts) from 1939 
Deficiency in profit (in naval aircraft contracts) from 

1939 

$28, 800 

2, 000 
", 500 
1, 800 

1, 000 

200, 000 

40, 000 

36, 100 

Excess profit for year 1940 3, 900 
Less: Credit for Federal income taxes (Federal income tax on 

y3, 900 at rates for 1940) 936 

Amount of excess profit payable to the Dnited States 2, 964 

PAR. 2. Section 17. 10 is amended— 
(A) By revising paragraphs (b) and (c) to read as follows: 
(b) Net loss on contracts and sabcontra&ts for aircraft or portions thereof. — 

1n the case of contracts or subcontracts for the construction or manufacture of 
any complete aircraft or any portion thereof coming withiu the scope of the 
act which are completed within an income-taxable year ending after April 3, 
1939, the term "net loss" as used in the act and in these regulations means the 
:imount by which the total costs of performing all such contracts and subcon- 
tracts couipleted ivithin such i»con&e-taxable year ex&eeds the total coutract 
pri«cs of such contracts an&1 subcontracts. Such net loss sustained by a con- 
tracting party for an income-taxable year ending after April 3, 1939, is allow- 
able as a credit in &omputing the contracting party's excess profit on contract 
an(1 subcontracts for the construction or u&anuf»«ture of any complete air& raft 
or any portion thereof vvhich are completed within the four next succeeding 
income-taxable years. 

(c) Depeienc!g in t&roftt. — The term "deficiency in profit" as used in the act 
and in this part relates to contracts and subcoutracts coming within the scope 
of the act which are for the &onstruction or ruanufacture of any complete air- 
craft or any portion thereof and are completed within an income-taxable year 
ending after April 3, 1939. As so used, the term "deficiency in profit" means 
the amount by which 12 percent of the total contract prices of such «ontracts 
and subcontracts which are completed by a particular &ontracting party within 
the income-taxable year exceeds the net profit upon su«h co»tracts aud sub- 
&. ontracts. A deficiency in profit sustained by a contracting party with respect 
to such contracts and subcontracts for the construction or i»»nufacture of com- 
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piete aircraft or any portion thereof and completed within any income-taxable 
year ending after April 8, 1989, is allowable as a credit in computing the cou- 
tracting party's excess profit on contracts and subcontracts for the construction 
or manufacture of complete aircraft or any portion thereof which are completed 
within the same or the four next succeeding income-taxable years. 

(B) By revising example (9) in paragraph (e) to read as follows: 
Example (2). For the calendar year 1989, the B Corporation, which keeps 

its books and makes its Federal income tax returns ou a calendar year basis, 
sustained a net loss of $10, 000 and a deficiency in profit of $85, 000 upon all 
contracts and subcontracts for naval aircraft and portions thereof coming within 
the scope of the act and completed within that year. During the year 1989, the 
B Corporation also completed contracts for Army aircraft coming within the 
scope of the act at a net profit which was $15, 000 in excess of 12 per cent of 
the total contract prices of such contracts. On all contracts and subcontracts for 
naval aircraft coming within the scope of the act and completed within the cal- 
endar year 1940, the B Corporation realized a net profit which was '$25, 000 in 
excess of 12 per cent of the total contract prices of such contracts and subcon- 
tracts while sustaining a deficiency in profit of $10, 000 on like contracts and 
subcontracts for Army aircraft. On all contracts and subcontracts for naval 
aircraft coming within the scope of the act and completed within the calendar 
year 1941, the B Corporation realized a net profit which was $20, 000 in excess of 
12 per cent of the total contract prices of such contracts. The net loss of $10, 000 
and deficiency in profit of $85, 000 (or a total of $45, 000) sustained in 1989 with 
respect to contracts and subcontracts for naval aircraft completed withiu that 
rear mav be taken as a credit to the extent of $15, 000 in computing the excess 
profit on the contracts and subcontracts for Army aircraft completed in 1989. 
The remainder of such net loss and such deficiency in profit ($45, 000 minus 
gl, i, 000, or $80, 000) may be combined with the deficiency in profit of' $10, 000 
sustained in 1940 on contracts for Army aircraft and taken as a credit to the 
extent of $25, 000 in computin the excess profit on the contracts and subcon- 
tracts for aircraft completed during 1940. The sum of such net loss and such 
deficdency in profit then remaining ($40, 000 minus $25, 000, or $15, 000) may be 
taken as a credit in computing the excess profit realized on the contracts and 
subcontracts for aircraft completed in the year 1941. 

(This Treasury Decision is issued under the authority contained 
in sec. 6, 48 Stat. 505, as amended, 53 Stat. 467, 58 Stat. llo; 64 U. S. C. 
496, 26 U. S. C. 8791, 96 U. S. C. 650, 651. ) 

C~iARLys L Fox, 
Acting Comm& sioner of Interne/ Revenue. 

Approved Xovember 80, 1960. 
DAvm A. LrNnsAv, 

Acting secretary of the Treasury. 
AVrLr, lx~r B. FRAXICK. 

Secretary of the sVavy. 
October 19, 1960. 

(Filed by the Division of the Federal Register on December 5, 1960, 8:54 
a. m. , and published in the issue of the Federal Register for December 6, 1960, 
2o F. R. 12448) 





PART III 
ALCOHOL TAX RULINGS AND DECISIONS 

SUBPART A. — RULINGS AND DECISIONS UNDER THE 
INTERNAL REVENUE CODE OF 1954 

Rulings and decisions published in Part III, Subpart A, of the 
Internal Revenue Bulletin are based on the application of provisions 
of the Internal Revenue Code of 1954 and, unless othenvise noted 
therein, are published without consideration as to any application of 
the provisions of the Internal Revenue Code of 1989, the Federal 
Alcohol Administration Act, or other public laws. 

SUBTITLE E. — ALCOHOL, TOBACCO, AND CERTAIN 
OTHER EXCISE TAXES 

CHAPTER 51. — DISTILLED SPIRITS, WINES, AND BEER 

SUSCHAPTER A. — GALLONAGE AND OCCUPATIONAL TAXES 

PART L — GALLONAGE TAXES 

Subpart A. — Distilled Spirits 

SECTION 5006. — DETERMINATION OF TAX 

26 CFR 201. 26: Time for tax determination. Rev. Rul. 60 — 881 

Section 5006(a) (2) of the Internal Revenue Code of 1954 provides, 
in part, that, with certain specified exceptions, the internal revenue tax 
on distilled spirits entered for deposit in internal revenue bond must 
be determined within twenty years from the date of original entry 
for deposit in such storage. One of these exceptions covers spirits of 
190 degrees or more of p~roof. Held, the twenty-year bonding period 
limitation is not applicable to spirits distilled and entered into bondecl 
storage at 190 degrees or more of proof, even though such spirits «re 
subsequently reduced in proof. Where spirits entered for storage in 
bond at 190 degrees or more of proof are subsequently reduced, such 
spirits should continue to be carried in the proprietor's records as 
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exer»~)t from the twenty-year bonding period. However, a supple- 
r»entai entry to show the quantity of such reduced spirits shouhl be 
made at item six of Form, '382, Statement by binds, Seasons, and Years 
of Production of Spirits in Bonded 5Varehouses. 

SECTION 5008. — ABATEMENT, REMISSION) REFUND, 
AND ALLOWANCE FOR LOSS OR DESTRUCTION OF 
DISTILLED SPIRITS 

26 CFR 201. 4M: Rinsing of packages. Rev. Rul. 60 — 205 

Section 5008(c) (1) of the Internal Revenue Code of 1054 pro- 
vides, in part. , that whenever any distilled spirits withdrawn from 
bond ou payment or determination of tax for rectihcation or bottling 
are lost before the completion of the bottling and casing, or other 
packaging of such spirits for removal from the bottling premises of 
the distilled spirits plant to which removed from bond, the Secre. — 

tary of the Treasury or his delegate shall, under such regulations 
as he may prescribe, abate, remit, or without interest, credit or refund 
the tax imposed on ~such spirits under section 5001(a) (1) of the Code 
to the proprietor of the distilled spirits plant who withdrew the 
distilled spirits on payment or determination of tax for removal to 
his bottling premises. Section 201. 464 of the Distilled Spirits Plants 
Regulations provides, in part, that all wooden packages (except pack- 
ages treated so as to preclude contact of the spirits with the wood 
surface) emptied on bottling premises, and the char and wood chips 
therein, if any, shall be thoroughly rinsed after dumping. If the 
packages were not rinsed at the time of tax determination, the rinse 
water obtained at the bottling premises shall be destroyed or shall 
be taxpaid as provided in section 201. 4M. 11eld, distilled spirits tax- 
paid on bottling premises contained in rinsings are not withdrawn 
from bond on payment or determination of tax. Therefore, such 
distilled spirits are not eligible for loss allowance under s~ection 
5008(c) of the Code. 

26 CFR 201. 482: A. llowable losses. 

The inclusion as bottling losses of additional taxable gallons of 
imported spirits resulting from difFerence between proof determined 
by a, Bureau of Customs gauger and the true, proof determined by a 
Custoins' chemist. See Rev. Proc. 60 — 2:3, page 007. 

26 CFR 201. 601: Samples for analysis or testing. 

Refund or credit, of tax on samples of distilled spirits removed 
for use of the United States. See Rev. Proc. 60 — 81, page 1010. 
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Subpart B. — Rectification 

SECTION 5021. — IMPOSITION AND RATE OF TAX 

26 CFR 170. 616: Products classed as rectified liquors. 

Provisions relating to the imposition of commodity tax on alcoholic 
preparations classed as rectified liquors, including cordials or liqueurs. 
See T. D. 6484, page 512. 

Rev. Rul. 60 — 888 26 CFR 201 28: Rectification tax. 
(Also Section 5207; 201. 628. ) 

Section 5021 of the Internal Revenue Code of 1054 imposes a tax on 
each proof gallon and a proportionate tax at a like rate on all frac- 
tional parts thereof on all distilled spirits and mines rectified, puri- 
fied, or refined in such nianner, and on all mixtures produced in such 
nianner, that the person rectifying, purifying, refining, or mixing the 
same is a rectifier. It is also pro~vided by this section and by section 
201. 28 of the Distilled Spirits Plants Regulations that a rectifier shall 
not be required to pay such tax twice because of separate acts of recti- 
fiication of a lot of spirits or wines, pursuant to an approved formula, 
between the tinie the spirits or wines are received on the bottling 
premises and the time they are removed therefrom. FIeld, at the time 
any of the rectified products of a distilled spirits plant become located 
on the general premises of. that phint, mhetlier by virtue of a curtail- 
ment of its bottling premises and redesignation as general premises, of 
the room in which the products are located, or by virtue of physical 
niovement of the products, such products atre considered as reinoved 
from the bottling premises for the purpose of section 5021 of the Code. 
Accordingly, the rectification tax due on such products must be paid or 
determined before such removal, and the records maintained pursuant 
to section 201. 628 of the regulations must reflect such removal. JIel&l 
jurther, a, subsequent extension of tlie bottling premises to return a 
previously excluded room to the bottling premises does not cliange the 
fact that any of the plant's rectified products remaining in the room 
at the time of such extension are products which were previously re- 
moved from the bottling premises. Therefore, in the event such prod- 
ucts are re-rectified, thev will again be subject to the rectification tax. 

26 CI'R 201. 424: Use of alcoholic 
flavoring materials. 

Refund or credit, of tax on samples of distilled spirits removed 
for use of the United States. See Rev. Proc. 60 — 81, page 1010. 
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SECTION 5025. — EXEMPTION FROM RECTIFICATION TAX 

26 CFR 170. 611: Scope of subpart. 
(Also Sections 5021, 5081; 170. 616, 170. 618. ) 

T. D. 6484 ' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PARTS 
170 AND 235 

Provisions of 26 CFR (1939) 171. 1(a) are deleted and certain 
provisions of 26 CFR (1939) Part 171 and 26 CFR (1954) Part 235 
are included in 26 CFR (1954) Part 170. 

DEPARTMENT OF TIIE TRKASURV& 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 
JVashin(eton Zr, D. C. 

Zo Orders and Efuployees of the Interna/ Ee l&ent(e Sert&7'ce and Other s 

Concerned: 
On . June 7, 1960, a notice of proposed rulemaking (1) to delete 26 

CFR (1989) 171. 1(a), (2) to revise and include in 26 CFR (1954) 
Part 170 certain provisions of 26 CFR (1989) Part 171 and 26 CFR 
(1954) Part 285, and (8) to implement the changes in section 5025(i), 
I. R. C. , was published in the Federal Register (25 F. R. 4995). In 
accordance with the notice, interested parties were afforded an oppor- 
tunity to submit written comments or suggestions pertaining thereto. 
No comments or suggestions werc received within the 80-day period 
prescribed in the notice. Accordingly, the following amendment» 
are hereby adopted. 

The purposes of this Treasury Decision are to delete certain obso- 
lete material now contained in 26 CFR (1989) Part 171, to revise and 
include in 26 CFR Part 170 certain regulatory provisions now con- 
tained in 26 CFR (1989) Part 171 and in Subparts C, D, and E of 26 
CFR Part 285, and to implement the changes in section 5025 (i), I. R. C. , 
as amended by Public I aw 85 — 859, 72 Stat. 1818 t C. B. 1958 — 8, 92]. 

Pursuant to the above: 
(A) 26 CFR (1989) Part 171 is amended by deleting— 
(1) obsolete $ 171. 1(a); and 
(2) $$ 171. 6 and 171. 7, the provisions of which are revised and 

incorporated in Subpait U of 26 CFR (1954) Part 170. 
(P) 26 CFR (1954) Part 285 is amended and superseded in iis 

entirety by deleting g 285. 40 through 285. 42, 285. 50 through 285. 61, 
285. 75, and 285. 76, the provisions of which are revised and incorpo- 
rated in subpart. U of 26 CFR (1954) Part 170. 

(C) 26 CFR Part, 170 is amended by adding, immediately follow- 
ing 5 170. 585, a new Subpart U, as follows: 

Subpart U. — Manufactule and Sale of Certain Compounds, Preparations, and 
Products Containing Alcohol 

PRRAktRLR: The regulations in this subpart shall not affect any act done or 
any liability or right accruing or accrued, or any suit or proceeding had or eonl- 
nlenced before the effectiv date of the re nlations in this subpart. 

r The publication of this Treasury Decision in 25 F, R. 7100, dated Julv27. contains (1) instructions for modifying the notice of proposed rulemakigg published in 
25 F. R. 4995, dated June 7, 1960. and (2) the full context of the regulationa vrit(t such 
modifications. As here published, the Treasury Decision reflects the full context of such 
regulations. The individual inetrnctiona have been omitted. 
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Section 
170. 611 Scope of subpart. 
170. 612 Meanings of terms. 

COMMODITY TAX STATUS OF PRODUCTS 

170. 618 Products exempt from commodity taxes. 
170. 614 Other exempt U. S. P. and N. F. preparations. 
170. 616 Change of formula; when required. 
170. 616 Products classed as rectified products. 

SPECIAL (OCCUPATIONAL)' TAX STATUS OF APOTHECARIES AND MANUFACTURERS 

170. 617 Apothecaries and manufacturers exempt. 
170. 618 Sale of products for beverage use; special tax. 

AUTIIORITY: $4% 170. 611 — 170. 618 issued under 68A Stat. 917; 26 U. S. C. 7805. 
Other statutory provisions interpreted or applied are cited to text in parenthesis. 

II 170. 611 ScoPE oF SUBPART. — This subpart contains provisions relating to tbc 
special tax status of persons who compound, mix, manufacture, or sell com- 
pounds, mixtures, preparations, or products containing taxpaid distilled spirits 
or vvines, and the commodity tax status of such compounds, mixtures, prepara- 
tions, and products. 

$ 170. 612 MEANINGs oF TERMs. — When used in this subpart, where not other- 
wise distinctly expressed or manifestly incompatible with tbe intent thereof, 
terms shall have the n&eaning ascribed in this section. Words in the plural form 
shall include the singular, and vice versa, and words importing the masculine 
gender shall include the feminine. The terms "includes" and "including" do 
not exclude things not enumerated which are in the same general class. 

Assistant regional comn&issio»cr. — An assistant regional commissioner (alcohol 
and tobacco tax) ivho is responsible to, and functions under the direction and 
supervision of, a regional commissioner of internal revenue. 

Commodity taa. — The tax or taxes imposed bv sections 6021 and 6022, I. R. C. , 
on products of rectification. 

Director. — The Director, Alcohol and Tobacco Tax Division, Internal Revenue 
Service, Treasury Department, Washington, D. C. 

Distilled spirits, or spirits. — That substance knov n as ethyl alcohol, ethanol, 
or spirits of wine, including all dilutions and mixtures thereof. 

I. R. C. — Tbe Internal Revenue Code of 1964, as amended. 
Liquors. — Distilled spirits and/or &vines. 
Person. — An individual, trust, estate, partnership, association, company or 

corporation. 
Special taz. — The special (occupational) tax imposed by sections 6081, filll, 

and 6121, I. R. C. , on rectitiers and dealers in liquors. 
Taapaid distilled spirits, or nines. — Distilled spirits or wines, as the case may 

be, on which the distilled spirits tax imposed by section 6001, I. R. C. , or the wine 
taxes imposed by section 6041, I. R. C. , have been paid or determined. 

This chapter. — Chapter I of Title 26 of the Code of Federal Regulations. 
U. S. C. — The United States Code. 

COMMODITY TAX STATUS OF PRODUCTS 

$ 170. 616 PRCDUcTs ExEMPT FRCM CGMMCDITY TAxEs. — (a) Products meeting 
reqni&e»tents. — Except as provided in $ 170. 616(b), apothecaries, pharmacists, 
and manufacturers are not required to pay commoditv taxes on medicines, 
medicinal preparations, food products, flavors, and fiavoring extracts manufac- 
tured or compounded by them, if the tax bas been paid or determined on all of 
the distilled spirits and/or ~ines contained therein, as follows: 

(1) Medicines and medicinal preparations. — Medicines and medicinal 
preparations (including such preparations manufactured in accordance with 
formulas prescribed by the United States Pharmacopoeia, the National 
Formulary, or the Homeopathic Pharmacopoeia of the United) that are 
unfit for use for beverage purposes. 

(2) Patent medicines. — Patented, patent, and proprietary medicines that 
are unfit for use for beverage purposes. 

(8) Toilet preparatio»s. — Toilet, medicinal, and antiseptic preparations 
and solutions that are unfit for use for beverage purposes. 
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(4) Fiaroriup eatracts. — Flavoring extra& ts, sirups, and concentrates that 

are uiifit f«& use for beverage purposes. 
(fi) Lab&erato&. y reap««ts. — Laboratory reagents, stains, and dyes that are 

unfit for use for beverage purposes. 
(6) Salted mines. — Salted wines which contain not in excess of 21 percent 

alcohol by volume and not less than lsI granis of salt per 100 cubic centi- 

meters. 
(7) Sauces. — Sauces, or sirups consisting of sugar solutions and liquors, 

in which the alcohol content is not more than 12 percent by volume and the 

sugar content is not less than 60 grams per 100 cubic centimeters. 
(8) Brarcdied fruits. — Brandied fruits consisting of solidly packaged 

fruits either whole or segmented, and liquors not exceeding the quantity 
and al&ohol content necessary for flavoring and preserving. 

(9) Food, pro&aguets. — Food products such as minceineat, plum pudding, and 
fruit cake, where only suificient liquor is used for fiavoring and preserving; 
and ice cream and ices ivhere only sufficient liquor is used for fiavoring 
purposes. 

(b) Formulas aud sacrcplesf mkeu requice&l. — On request of the Director, or 
when in doubt as to the classification of his product, the manufacturer shall 

submit to the Director the formula for and a saniple of his product for exam- 

ination to verify the manufacturer's claim of exemption from tax. (72 Stat. 
1828; 26 U. S. C. 002O. ) 

&j 170. 614 OIHER ExEII YT U. S. P. Aivn N. F. PEEFARAnoNS, — The following 
United States Pharmacopoeia and National Formulary preparations which are 
used by physicians and pharmacists principally as vehicles may be made with 
distilled spirits without incurring liability for rectification and special taxes for 
their manufacture and sale: 

Ellxii' al'on'ia tlcil111. 
Elixir aromaticuni rubrmn. 
Elixir aurantii aniari. 
Elixir cardamom compositum. 
Elixir glycyrrhizae. 
Elixir taraxaci conipositum. 
Elixir terpini hydratis. 
Spiritus aetheris, 
Splritiis mvl'cise conlposi'tiis. 
Tinctura aurantii dulcis. 
Tinctura limonis. 

$170. 616 CIIANSE oF FORI&IULA; AVHEN REQUIxED. — If the assistant regional 
commissioner finds at any time that any product manufactured under this 
subpart as an unfit product exempt from tax is being used for beverage purposes, 
or for mixing with beverage liquors other than bv a rectifier, he shall notifV 
the manufacturer to desist the manufacturing of such product until the formula 
is so changed as to render the product not susceptible of beverage use and such 
change is approved by the Director: Pro ctded, That the provisions of this section 
shall not be so construed as to prohibit tlie use of such unfit products in 
small quantities for flavoring drinks at the tiine of serving for inmiediate 
consumption. %~here, pursuant to notice, the manufacturer does not de. ist. 
or the formula is not so modified as to render the product unsusceptible of 
beverage use, the manufacturer shall immediately qualify as a rectifier and 
pay the rectification tax on such product. 

$170. 616 PRoDUcTs CLAssED As RECTIFIED LIQUoRs. — (a) Rectified ttqccore. — 
United States Pharmacopoeia tincture of ginger is held to be rectified liquor. 
Bitters, patent medicines, and similar alcholic preparations which are fit for 
beverage purposes, although held out as having certain niedicinal properties, 
are also classed as rectified liquors. The comniodity tax imposed by section 
5021 or 5022, I. R. C. , as the case niay be, is required to be paid on alcholic 
lneparations classed as rectified liquors (including cordials or liqueurs). Such 
preparations are required to be nianufactured in the rectifving facilities of a 
distilled spirits plant, taxpaid, bottled or packaged, stamped. recorded, Dnd 
disposed of in accordance with the procedure prescribed in Part 201 of this 
chapter for other rectified spirits or products. Sellers of such preparations 
will be subject to the provisions of part 194 of this chapter with respect to 
spe«ial tax« . 
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(b) P&o&iurts soZ&Z fo& bever&tye use. — Any product described in &j&j 170618— 
170. 614, or;&ny other product declared by the Director to be unfit for use 
for beverage purposes, or any taxpaid distilled spirits recovered from any 
such product, which is sold for bevcr;lge purposes, or is sold lmder circumstances 
from which it &night reasonably appear that it is the intention of the purchaser 
to procure the same for sale or use for beverage purposes, is subj«&. to coln- 
modity iax. (72 Stat. 1828; 26 U. S. C. 5021, 5022. ) 

SPECIAL TAX STATUS OF APOTHECARIES AND MANUFACTURERS 

&j 170. 617 APoTHEcARIEs AND MANUFAGTURERs ExEMPT. — (a, ) Compo&&a&ters or 
ma&&ufa&t«& c&'s. — An apothecary, a pharmacist, or a manufacturer is not required 
to qualify as a rectiiier, or pay special (occupational) tax as a rectifier or, 
except as provided in &j 170. 618, to qualify as a dealer in liquors in order to 
prepare, manufacture, or sell products described in i[I[170. 618 — 170. 614, or prod- 
ucts declared by the Director to be unfit for use for beverage purposes. 

(b) Mar&ufact«vers recovering ta~pat&Z atcol&OZ. — A manufacturer Ivho re- 
covers taxpaid distilled spirits from dregs or mare of percolation or extraction, or 
from medicines, medicinal preparations, food products, fiavors, or flavoring 
extracts, which do not meet the manufacturer's standards, is not required to 
qualify or pay special tax as a rectifier, if such manufacturer uses the 
recovered distilled spirits exclusively in the manufacture of medicine, medicinal 
preparations, food products, fiavors, or fiavoring extracts, which are unfit for 
use for beverage purposes. 

(c) IZccords. — Each lnanufacturer intending to recover taxpaid distined 
spirits under the provisions of paragraph (b) shall notify the assistant regional 
commissioner of his intention to do so and advise where such operations will 
be conducted, Such manufacturer shall keep a record of the distilled spirits 
recovered and the subsequent use to which they are put. The records shall 
show, (a) the date of recovery, (b) the commodity froln which the spirits were 
recovered, (c) the amount of distilled spirits recovered, (d) The amount of 
recovered distilled spirits reused, (e) the commodity in which the recovered 
distilled spirits were reused, and (f) the date of such reuse. Such records 
shall be retained at the premises lvhere the recovery operations are conducted 
for not less than t&vo years, and shall be available during regular business 
hours for examination by internal revenue officers. (7" Stat. 1328; 26 U. S. C. 
5025. ) 

&j 170. 618 SALE OF PRODUCTs FOR BEVERAGE USE; SPECIAL TAX. — Any pel' on 
(including the manufacturer) who sells for beverage purposes any of the pro- 
ducts described in &j&j 170. 618 — 170. 614, or any other product declared by the 
Director to be unfit for use for beverage purposes, or any distilled spirits re- 
covered as provided in tj 170. 617(b), or who sells any such substance ullder 
circumstances from which it might reasonably appear that it is the intention of 
the purchaser to procure the same for sale or use for beverage purposes. is 
required to pay special tax as a wholesale dealer in li&nlors or a retail dealer 
in liquors, as the case may be, an&1, in the case of a manufacturer, may also be 
required to pav special tax as a rectifier (plus anv penalties and interest clue). 
(72 Stat. 1888, 1840, 1848; 26 U. S. C, 5081, 5111, 5118, 5121. ) 

This Treasury Decision shall be effective on the first day of the 
fiist, month which begins not less than 30 days after the date of p»bli- 
cation in the I& ederal Register. 

(This Treasury Decision is issued un(ler the authority contained in 
section 7805 of the Internal Revenue Code of 1054 (68A ~+tat. 917; 
06 I7. H. C. 7805). ) 

DANA I ATIIAM, 
Commt'sst'or& eT of Interr&a/ Eev e ntte 

Approved July oo, 1960. 
DAVID A. IiINDSAv, 

4ett'r&g 8eeret&try of the l't'eos«ey, 

(Filed by the Division of the Federal Register on July 26, 1960, 8:49 a. m. , and. 
published in the issue of the Federal Register for July 27, 1060, 25 F. R, 
7100) 

basis& * — 61 64 
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subpart D. — Beer 

SECTION 5056. — REFUND AND CREDIT OF TAX, OR 
RELIEF FROM LIABILITY 

26 CFR 245. 155: Return of undelivered beer. Rev. Rul, 60 — 297 
(Also 245. 168. ) 

Section 245. 155 of the Federal Beer Regulations provides that 
undelivered beer returned to the brewery on the same business day 
it is removed shall be returned to stock, and need not be accounted 
for as having been removed for consumption or sale. FIeld, kegs or 
cases of beer which are undelivered because of having sufFered losses 
less than their original contents and which are returned to the brewery 
on the same day that they were removed may be considered as 
coming within the scope of section 245, 155 of the regulations. Upon 
the return of such containers to the brewery, the original contents 
should not be entered into the brewery record as a removal from the 
brewery, but the records should support the quantity of returned 
undelivered beer and also accurately refiect the losses. EIowever, 
in the event the contents of a keg or case are completely destroyed, 
the loss should be considered as a casualty and a claim for such loss 
made under section 245. 168 of the regulations. 

Rev. Rul. 60 — 882 26 CFR 245. 161: Notice by brewer. 
(Also 245. 225. ) 

Section 245. 161 of the Beer Regulations provides, in part, that when 
brewer possesses taxpaid beer (or beer on v. hich the tax has been 

determined), which is removed from the market and which he desires 
to destroy, i' his brewery or elsewhere, or which after return to the 
brewery he desires to recondition, use as material, or return to the 
stock of the racking room or bottling house, he shall give written notice 
of his intention, in triplicate to the Assistant Regional Commissioner, 
Alcohol and Tobacco Tax. A"eM, beer removed from the market and 
on which the brewer does not intend to file a claim for credit or 
refund of tax may be dumped by the brewer without the filing of a 
"Notice of Intent" and without supervision of the destruction of the 
beer. Brewers intending to dispose of beer in this manner must main- 
tain the records required by section 245. 225(h) of the regulations. 

(Also 245. 165. ) Rev. Rul. 60 — 296 

Revenue Ruling 60 — 82, C. B. 1060 — 1, 711, holds that a brewer may 
rcmove tapped kegs and leaking kegs of beer from the market, but that 
he may only claim credit or refund of the tax on the quantity of beer 
which he can prove v-as, in fact, returned to the brewery or, if not 
so returned, was destroyed unde~r supervision as required in section 
245. 162 of the Federal Beer Regulations. The ruling further provided 
that if such kegs contain less than the original contents, and the 
brewer intends to claim credit or refund of the tax, the kegs must be 
weighed at the time of receipt at the brewery, or place of storage. 
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FleAE, other methods, including gan«ing by stick, or in the case of an 
accumulation tank by gauge gl~a~~, may be used in place of. weighing as 
set forth in Revenue Iluling~60 — 8'& to determine the quantity of beer 
in partly tilled kegs withdrawn froni the market and returned for 
credit or refund of tax provided that their use results in accuracy 
approximating that of weighing, and will not increase manpower 
requirenlents. 

Revenue Ruling 60 — 82, C. B. 1060 — 1, 711, modified. 

26 CFR 245. 166: Beer lost or destroyed 
by fire, casu;llty, or act of God. 

Undelivered containers of beer returned to brewery on the same 
day on which they were removed. Sce Rev. Rul. 60 — 207, page 516. 

26 CFR 245. 165: Claims for allo~ance of 
credit for tax. 

Alternative methods for measurin«quantity of beer in returned 
partially full ke«s. See Rev. Rul. 60 — 205& page 510. 

26 CFR 245. 225: Records. 

Bumping of beer removed froni the market without filing notice 
or havin« the destruction supervised. See Rev. Rul. 60 — 68'&, page 516. 

Subpart E. — General Provisions 

SECTION 5061. — METHOD OF COLLECTING TAX 
26 CFR 170. 402: General. 
(Also 245. 117a. ) 
TITLE 26 — INTERNAL REVENUE, 1904. — CHAPTER I, SUBCHAPTER E, PARTS 

170 AND 240 

Miscellaneous ai»endments, inclu&ling incorporation of semi- 
monthly or prepayment return system provisions in Part "ds&. 

DEPAI(TMENT ol THE I REASURY& 
OrrICE oF Co)&f wrissioNFR or IN TERNAL REvENUE, 

5V &ishi 

nest 

on '&& 
& 
D. O. 

1'o Ofjioers ond Enhptoyees of the Intern&i/ Ftepentle 8efm('oe d&«&'. 

Others Concealed& 
On April 15, 1060, a notice of proposed rulelnaking to ainend 26 

CFR PRHS 170, Miscellaneous Regulations Relating to Liquor, and 
245, Beer, was published in the Fedet'a1 Register (25 F. R. 6'&5)0). 

' The publication of this Treasury Decision in 20 F. R, 3063, dated June 29, 19&le. con- 
tains (I) instrnctions for modifying the notice of proposed rulemahing publishmi in 2, & F. R. 3269, dated April 1(L 1960. and (2) the full context of the regulations with such 
modifications. As here publishe&l, the Treasury Decision reflects the full context of eu&h 
regulations. The individual instructions have been omitted. 
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In accordance with the notice, interested persons were a6orded an 
opportunity to submit written data, views, or arguments pertaining 
thereto. No comments or objections having been received, the fol- 
lowing amendments are hereby adopted. 

In order to (1) provide rules in the beer regulations (Part 245) 
for the payment of beer tax by semimonthly or prepayment return, 
(2) provide a revised basis for calculation of the penal sum of a 
brewer's bond, (8) ™plement certain administrative changes, and 

(4) make certain technical changes, 26 CFR Part 170, Miscellaneous 
Regulations Relating to Liquor, and 26 CFR Part 245, Beer, are 
aniended as follows: 

26 CFR Part 170 is amended as follows: 

$ 170. 402 [Amendment] 
Section 170. 402 is amended by inserting immediately after the 

phrase "on and after June 24, 1959, " the phrase "and before July 1, 
1960, ". 

26 CFR Part 245 is amended as follov-s: 

bN 245. 5 [Amendment] 
Section 245. 5 is amended as follov. s: 
1. By adding, immediately following the definition entitled "Dis- 

trict Director, " a new definition to read: 
Executed. under penalties of perjury. — "Executed under penalties of perjury" 

shall mean signed with the prescribed declaration under the penalties of perjury 
as provided on or with respect to the return, claim, form, or other document 
or, where no form of declaration is prescribed, with the declaration: "1 declare 
under the penalties of perjury that this (insert 
type of document such as statement, report, certificate, application, claim, 
or other document), including the documents submitted in support thereof, has 
been examined by me aud, to the best of my 1-nowledge and belief, is true, 
correct, and complete. " 

2. By adding, immediately following the definition entitled "Re- 
moved. for consumption or sale, " two new definitions to read: 

Secretary. — "Secretary" shall mean the Secretary of the Treasury. 
Tufa chapter. — "This chapter" shall mean Chapter I, Title 26, Code of Fed- 

eral Regulations. 

$ 245. 41 [Amendment] 
Section 245. 41 is amended as follows: 
1 ~ By changing the period at the end of paragraph (m) to a comma 

and adding the words "showing their residence and business ad- 
dresses. "; and 

2. By changing the citation to read "(72 Stat. 1388; 26 U. S. C. 
5401) ". 
$ 245. 42 [Amendment] 

Section 245. 42 is amended by changing the period at the end thereof 
to a comma and adding the words "except that a certified true copy, 
in triplicate, of a resolution of the board of directors authorizing a 
person to sign or act on behalf of the brewer will be accepted as evi- 
dence of the authority of such person to so sign or act. " 
$ 245. 45 [Amendment] 

Section 245. 45 is amended as follows: 
1. By striking from the first sentence the words "in trip»cate, "; and 
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2. By changing the citation to read "(7" Stat. 1388; 26 U. S. C. 
5401) ". 
f 245. 46 [Amendment] 

Section 245. 46 is amended by striking, at the end thereof, the rvords 
"nor be less than $1, 000. ", and inserting in lieu thereof the rvords 
"where the tax on bee~r is to be prepaid, or $500, 000 Ivhere payment of 
such tax is to be defer& ed as provided in $ 2&45. 1170, and that the penal 
sum of any such bond shall be not less than $1, 000. " 

A neiv section, section 2&45&. 46a, is added, immediately following sec- 
tion 24;&. 46, to read: 

(! 21. ). 46a TAX DEFERRAL: EXTENSION OF TFRMS OF ExisrINO Bovn. — Avhere a 

brewer intends to eornmenee deferring tax on beer as provided in $ 245. 117a 
and his existing bond {or bonds) is in a sufficient penal suni, or where a brewer 
files a strengthenin bond to increase the total penal sum of the existing bond 
(or bond, ) to a sufficient penal sum to defer the tax, a consent of suretv, Form 
15&33, shall be filed to extend the terms of the existing bond (or bonds) to cover 
future transactions. in either ease, the consent shall properly identify the bond 
(or bonds), Forni 1566, to ivhich it applies and shall contain the following 
statement of purpose: 

To continue in effect said bond (or bonds) (including all extension or 
limitations of ternis and conditions previously consented to and approved), 
notwithstanding that the tax on beer removed for consumption or sale vvill 

be paid untler a semimonthly return system. 

Section 245. 52 is amended to read: 
$ 245. 5&2 CoRPORArE SORErv. — Surety bonds may be given only with surety 

companies holding certificates of authority from the Secretarv as acceptable 
sureties on Federal bonds, subject to the limitations as set forth in the current 
revision of Treasury Department Circular 570. (61 Stat. 648; 6 U. S. C. 6. ) 

$ 245. 53 [Amendment] 
Section 245. 58 is amended by striking from the proviso the Ivords 

"Treasury Department Form 356 — Revised. " and by inserting in lieu 
thereof the Ivords 'the current revision of Treasury Department 
Circular 570. " 

Section &45&. 60 is amended to read: 
$ 245. 60 XoricE oF BoNn TEPIiis AIION. — On tern&ination of the surety's 

liability under the bond, as provided in $ 245&. 58, the assistant regional conimis- 
sioner ivill notify the principal and sureties. 

A. neiv section. section 24;&. illa, is added, immediately follovving 
section '&45. 111. to read: 

t( 245. 111a TIPES oF CoNTAINERS. — Beer may be removed from a breivery 
for consumption or sale only in barrels, kegs, bottles, and siniilar containers, 
as provided in tiiis part. Beer may be bottled only in bottles as defined in 
section 245. ;&. A container which the Director, Alcohol and Tobacco Tax Di- 
vision, deterniines to be similar to a bottle or can shall be treated as a bottle 
for the purposes of this part. A container which the Director, Alcohol and 
Tobacco Tax Division. determines to he siniilar to a barrel or lreg and which 
eonforn&s to one of the sizes prescribed for barrels or kegs in $ 24;i. 113, shall be 
treated as such for the purposes of this part. (72 Stat. 1380, 1300; 26 U. S. C. 
5412. 5416. ) 

Ia 245. 112 [Amendment] 
Section 245. 112 is amended as folloirs: 
1. By stril-ino the words "&$ 2&45&. 2&27 to 245. 22!)" from the first 

sentence thereof and inserting in lieu thereof tlie ivords "s~$ 245. 117a, 
245. 1174, and 245. 117c. ": and 
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9. By changing the citation to read "(68A Stat. 777, 778, 79 Stat. 
1385; 26 U. S. C. 6311, 6818, 5061) ". 
$ 245. 115 [Amendment] 

Section 245. 115 is amended by inserting, as the first entries under 
the headings "Number of bottles per case, " "Fluid contents (ounces) 
of each bottle", and "Barrel equivalent", the figures "1", "288", and 
"0. 07958", respectively. 

Section 945. 116 is amended to read: 

$ 24o. 116 TIME oE TAx DETERMINATION AND PAxMENT. — The tax on beer 
shall be determined at the time of its removal for consumption or sale, and 
shall be paid by return as provided in this part. (72 Stat. 1884, 1885; 26 U. S. C. 
5054, 5061, ) 

$ 245. 117 [Deletion] 
Section 945. 117 is revoked. 
Three new sections, designated $ 945. 117a, $ 945. 117b, and ) 945. -. 

117c, are added, immediately following $ 945. 116, to read as follows: 

$ 245. 117a SEMIMONTHLv RETURN. — The tax on beer shall (unless prepaid) 
be paid by semimonthly return on Form 2084, which shall be filed, with remit- 
tance, for the full amount of tax due as shown on the return. The quantities of 
1 eg and bottled beer removed daily for consumption or sale during the period 
covered by the return, and the aggregate quantity thereof, shall be reported in 
the tax return. Form 2084 shall be filed as a semimonthly return regardless of 
whether tax has been prepaid as provided in $ 245. 117c during the return period. 
The brewer shall include for payment on his return the full aruount of tax re- 
quired to be determined (and which has not been prepaid) on all beer removed 
for consumption or sale during the period covered by the return. Prepayments 
made by the brewer during the semimonthly period shall be separately shown on 
the return. The brewer shall file his tax return, Form 2084, semimonthly, cov- 
ering the period from his business day beginning on the 9th day of a month 
through his business day beginning on the 28rd day of the same month, and the 
period from this business day beginning on the 24th day of a month through his 
business day beginning on the 8th day of the next succeeding month. The 
semimonthly tax return, Forni 2084, shall be filed not later than the close of the 
third calendar day next succeeding the 8th or 28rd calendar day of the month, 
as the case may be, excluding Saturdays, Sundays, legal holidays of the District 
of Columbia, and Statewide legal holidays of the State in which the return is 
required to be filed: Provided, That the return for the period ending at the close 
of the brewer's business day which began on June 28rd of any year shall be filed 
not later than the close of the second next succeeding calendar day after June 
28rd, excluding Saturdays, Sundavs, legal holidays of the District of Columbia, 
and Statewide legal holidays of the particular State in which the return is re- 
quired to be filed. Where the semimonthly return and remittance are delivered 
by United States mail to the once of the district director, the date of the oflicial 
postmark of the United States Post Office stamped on the cover in which the 
return and remittance were mailed shall be deemed to be the date of delivery of 
of such return and remittance: Provided, That where the postmark on the cover 
is illegible, the burden of proving when the postmarl- was made will be on the 
brewer: Provided flirt)acr, That where the return and remittance are sent bV 
registered mail, the date of registry, or where the return and remittance are sent 
by certified mail, the date of the postmark on the sender's receipt, shall be 
treated as the postmark date of the return and remittance. A return, Form 2084, 
shall be filed covering each return period even though no beer was removed for 
consumption or sale during the period. (72 Stat. 1885; 26 U. S. C. 5061. ) 

5 245. 117b BRKIwER IN DEFAlJLT; TAx To BE PREPAID. — Where a check or 
money order tendered in payment of taxes on beer is not paid on presentment, 
or where the brewer is otherwise in default in payment of tax under g 245. 117a, 
no beer shall be removed for consumption or sale or taken from the brewery for 
removal for consumption or sale until the tax thereon has been prepaid as pro- 
vided in $ 245. 117c. The brewer shall continue to so prepay during the time that 
he is in default and thereafter until the assistaut regional commissioner finds 
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the revenue will not be jeopardized by deferred payment of tax as provided in 
$ 245. 117a. Any remittance made while the brewer is required to prepay under 
this section shall be in cash or shall be iu the form of a certified, cashier' s, or 
treasurer's check draivn on any bank or trust company incorporated under the 
laws of the United States, or under the laws of any State or possession of the 
United States, or a uioncy order, as provided in rj 301, 6311 — 1 of this chapter. 

f24, "E117c PREFAFMEN'r oF' TAx. — IiVhere a brewer is required to prepay tax 
under f 24fi. 117b, or where the penal sum of the bond (or bonds), Form 15i66, is 
insufiicient for deferral of payment of tax on beer to be removed for consunip- 
tion or sale, or where a brewer is not, because of the provisions of $ 245. 46a, 
entitled to defer the tax, the brewer shall prepay the tax before any beer is re- 
moved for consumption or sale, or taken out of the brewery for renioval for 
consumption or sale. Prepayment shall be made by forivarding or delivering 
to the district director a tax return, Form 2034, with remittance, covering the 
tax on beer. The word "Prepayment" shall be prefixed to the title of such form. 
For the purpose of complying with this section the terni "fonvarding" shall 
mean depositing in the United States mail, properly addressed to the district 
director. (OSA Stat. 777, 72 Stat. 1335; 26 U. S. C. 6311, 5061. ) 

g 245. 148 [Amendment] 
Section 245. 148 is amended as follows: 
1. By striking the word "application" in paragraph (a) and insert- 

ing in lieu thereof the word "claim"; 
2. By striking the words "an application" in the jIrst sentence of 

paragraph (b) and inserting in lieu thereof the words "a claim"; 
3. By striking the word "application" in the last sentence of para- 

graph (b) and inserting in lieu thereof the word "claim"; and 
4. By changing the citation to read "(72 Stat, . 1385, 1889; 26 U, S. C. 

5056, 5414)". 
Secti'on 245. 148 is amended to read as follows: 
li 246. 143 CI, AIMs FoR BEMIssioN oF TAx. — Claims for remission of tax on 

beer lost in transit betweeu breweries of the same ownership shall be prepared 
on Form 2633 by the brewer or his duly authorized agent and submitted with 
Form 103 of the receiving brewery for the month in which the shipment is 
received. lVhere the loss is by casualty, the claim shall be submitted rvith the 
Form 103 for the month in which the loss is discovered. lyhere, for valid 
reason, the required claim cannot be submitted with such report, a statement 
shall be attached to the monthly report setting forth the reason ivhy the claim 
cannot: be filed at that time and specifying when it will be filed. No claim shall 
be allowed unless filed with the assistant regional commissioner within 6 months 
after the date of loss. The claim shall set out: 

(a) The date and serial number of the shiprrent (as shown on the transfer 
paper). 

(b) The quantity of beer lost (number and size of packages and their equiva- 
lent in barrels). 

(c) The percent of loss. 
(d) The specific cause of the loss. 
(e) The nature of the loss (leakage, breakage, casualty, etc. ). 
(f) Full information as to whether the claimant has been indemnified by 

insurance or otherwise in respect of the tax or has any claim for indemnification. 
Full deta. ils shall be furnished on losses due to casualty or accident, supported 
if possible, by sratenien(s of the carrier or other parties having personal 
knowledge of the loss. 
(72 Stat. 1336, 1330; 26 U. S. C. MOO, 5414. ) 

$ 245 158 [Amendment] 
Section 245. 158 is amended as follows; 
1. By striking therefrom the first three sentences ancl inserting in 

lieu thereof two new sentences to read: "Beer on which the tax has 
been paid, or on which the tax has been determined and therefore 
is to be repor(ed for payment, which is removed from tl. e market, may 
be returned (o and store($ in the brev cry, and refund or credit of tax 
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may be claimed thereon in accordance with the provisions of subpart 
T. Unless such beer is to be returned to the stock of the racking room 

or bottling house, it shall be identified as beer removed from the 
market be completely segregated from all other beer, and be acces 

0) 
sible for inspection by internal revenue oKcers. 

$ 245. 160 [Amendment] 
Section 945. 160 is amended by striking therefrom the second sen 

tence, which begins "Such beer shall be". 

$ 945. 161 [Amendment] 
Section 945. 161 is amended as follows: 
1. By striking from the first sentence the words "again remove for 

consumption or sale, " and by inserting in lieu thereof the words 
"return to the stock of the racking room or bottling house, "; 

9. By changing the third sentence to read "The notice shall be 
executed under penalties of perjury as defined in $ 945. 5. "; 

9a. By inserting in ( 245. 161, immediately following the fourth 
sentence, which begins "If the beer is to be destroyed, reconditioned, 
or used as material, " a new sentence to read. "In the event the brewer 
is not notified that the disposition described in the notice is to be 
supervised or an internal revenue oScer has not visited the brewery 
for the purpose of supervising such disposition on or before the date 
stated, the brewer may, unless otherwise advised by the assistant 
region~al commissioner, dispose of the beer in the manner stated in the 
notice on the day following the scheduled date if the scheduled date is 
10 days subsequent to the date of the notice, or at any time after 19 
noon of the scheduled date if such date is 11 or more days subsequent 
to the date of the notice. "; 

8. By changing the sentence immediately preceding paragraph (a) 
to read "The notice, which shall be serially numbered, shall contain 
the following information 

4. By changing paragraph (a) to read "(a) The number and sizes 
of kegs and the actual quantity of beer contained therein expressed in 
barrels; or the number of cases, the number and size in ounces of the 
bottles comprising the cases, and the actual quantity of beer contained 
therein expressed in barrels. (The burden of proof of establishing 
the correct quantity of beer is on the brewer and ~here kegs or cases 
containing less than the original contents are involved, the actual 
quantity of beer shall be determined by weight unless the assistant 
regional commissioner has authorized the use of another method. )"; 

~5. By redesignating paragraphs (d) and (e) as paragraphs (e) 
and (f), respectively, and by inserting a new paragraph (d) to read: 
"(d) If returned, the name of the person from whom returned. "; and 

6. By striking from redesignated paragraph (e) the words "again 
to be removed for consumption or sale. ", and inserting in lieu thereof 
the words "to be returned to the stock of the racking room or bottling 
house. ". 
$ 245. 169 [Amendment] 

Section 945. 162 is amended as follows: 
1. By inserting in the first sentence, immediately following the words 

"destruction of the beer, " the word "or" and by striking from such 
sentence the words "or its return to the stock of the racking room or 
bottling house, "; 
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9. By striking the la. st sentence and inserting two new sentences to 
read "If the lnevver desires to destroy such beer at some place other 
than the brewery, the assistant regional commissioner may require 
that the disposition of the beer be delayed pending arrangeme»( of a 
convenient time for supervision, and, if the place of destruction is not 
readily accessible to an inspector, the assistant regional commissioner 
may require that the beer be moved to a more convenient, location. 
The assistant regional commissioner may, at any time, to substantiate 
claims for refund or credit of tax on beer returned to the stock of the 
racking room or bottling house, notify the brewer that, u»! il further 
notice, ~supervision will be required of any further return of beer to 
such stock, " 

Section 245&. 164 is amendecl to reatl: 
II 245. 104 C&. xrx&s FoR REFvvn oF Tax. — Claims for refuud of tax shaH be filed 

on Form 843. Such claims, if for refund of tax ou beer removed from the 
market, shall show (a) the name and address of the breiver, (b) the quantity of 
beer covered by the claim, (c) the amount of tax for whi& h the claim is filed, (d) 
the reason for removal of the beer from the market and the facts relatin thereto, 
(e) whether the breiver is indeniniiied by insurance or otherwise in respect of the 
tax, and, if so, the nature of such indemnification and (f) the claimant, 's rea- 
sons for believing that the claim should be anoived. If the claim is for refuiid 
of tax oii beer lost or destroyed by fire, casualty, or act of Cod, it shaH contain 
the inforination specified in paragraphs (a), (b), (c), (e), and (f) of this sec- 
tion, and a statement of the circumstances surrounding the loss; the claim shall 
also show the date of the loss, and, if lost in transit, the name of the carrier. 
The brewer's notice reqnircd by () 245. 161 or $ 245. 163 shall be incorporated, by 
refereuce, in the clairu aud, &vhen feasible, the claim should be filed at the same 
time as the notice. Claims covering losses shan be supported, ivhenever possible, 
by affidavits of persons having knowledge of the loss, unless such aflidavits are 
contained in the notice given under &j 245. 103. The assistant regional commis- 
sioner may require the subniission of additional evidence in support of any claim 
filed under this section vvhen deemed necessary for proper action on the claim. 
Any claim on Form 843 shaH be filed with the assistant regional commissioner 
having jurisdiction over the region in which the tax vvas paid within 6 months 
after the date of removal from the market or loss or destruction by fire, casualty, 
or act of God. Such claims will not be allowed if filed after the prescribed time 
or if the claimant was indemnified bv insurance or otherwise in respect of the 
tax. (72 Stat. 1335; 26 U. S. C. 5056. ) 

Section o45. 165 is amended to read: 
&j 245. 165 C&, AIv&s FOR AtuowA&vcE OF CREDIT FoR T&&x. — In lieu of filing a claim 

for refund of tax as provided in e) 245. 104, a brewer may file with the assistant 
re ional commissioner haviug jurisdiction over the region in ivhi&h the tax was 
paid, a claim on Form 203&& for anoivance of credit for the tax paid. Any 
claim for credit filed on Form 2635 shan include aH of the information required 
under &j 245. 164 ivith respect to a claim for refmid on Form 843. The brewer' s 
notice required by &j 245. 161 or 245. 163 shaH be incorporated, by reference, in the 
claim on Form 263'&, and, when feasible, the claim should be filed at the same 
time as the notice. The brewer shall not anticiliate anoivance of a credit or 
&nake an adjusting entry therefor in a tax return pen&ling consideration and 
action on the claim by the assistant regional commissioner. When written noti- 
flcation of allowance of the credit or any part thereof is received from the 
assistant regional conimissioner, the breiver may make a proper adjusting entry 
and explanatory statement in the next subsequent beer tax return (or returns) 
to the extent necessary to exhaust the credit. The assistant regional commis- 
sioner may require the subniission of additional evidence in support of any claim 
filed under this section when deenied necessary for proper action on the claim. 
A claim for anoivance of credit for tax paid on beer must be filed ivithiu 0 
months after the date of removal from the market, loss, or destruction l&y fire, 
casualty, or act of God. A claim will not be anoived if filed after the pres&-ribed 
time or if the brewer was indemnified by insurance or othenvise in respect of 
the tax. (72 Stat. 1335; 26 U. S. C. 50o6. ) 
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Section 245. 170 is a, mended to read: 
$ 245. 170 GENERAL. — Beer may be renioved from the brewerv without pay- 

ment of tax (a) for exportation, (b) for use as supplies on vessels and aircraft, 
or (c) for transfer to and deposit in foreign-trade zones for exportation or for 
storage pending exportation, in accordance with the provisions of Part 252 of 
this chapter. Taxpaid beer may be exported, delivered for use as supplies on 
certain vessels and aircraft, or transferred to and deposited in foreign-trade 
zones, with benefit of drawback, under the provisions of Part 252 of this chapter. 

(bR 245. 171 — 245. 194 [Deletion] 
Sections 245. 171 to 245. 194, inclusive, are revoked. 

Subpart V [Deletion] 
Subpart V, consisting of sections 245. 195 to 245. 200, inclusive, is 
revoked. 

$ 245. 225 [Amendment] 
Section 245. 225 is amended as follows: 
1. By changing paragraph (e) to read: "(e) Cereal beverage re- 

moved from tice brewery. "; 
2. By inserting a new paragraph (f) to read: "(f) Beer removed 

for consumption or sale and beer removed without payment of tax, 
showing with respect to each removal the date of removal, the iden- 
tity of the person to whom the beer was shipped or delivered (not 
required in the case of sales in quantities of I/~ barrel or less for deliv- 
ery at the brewery), and the quantities of beer removed in kegs and 
bottles: Provided, That where the brewer keeps, at the brewery, cop- 
ies of invoices or other commercial records containing the information 
required as to each such removal, such copies may be used in lieu of 
any other record required by this paragraph if they are maintained 
in such manner that the assistant regional commissioner is satisfied 
that the information may be readily ascertained therefrom by internal 
revenue oKcers. "; 

3. By redesignating paragraph (f) as paragraph (g); 
4. By redesignating paragraph (b) as par~agraph (h), and chang- 

ing it to read: "(h) Beer returned to the breI~ ery, showing separately 
such beer destroyed, used as material, reconditioned, and returned 
to the stock of the racking room or bottling house; 

5. By redesignating paragraphs (h) through (1) as paragraphs (i) 
through (m); 

6. By striking from the last sentence thereof the opening phrase 
which reads "Except as provided in the first proviso of $ 245. 116, " 
and by capitalizing the word "all" so that the sentence will begin 
"All entries in the records"; and 

7. By changing the citation to read "(68A. Stat. 896, 72 Stat. 1890, 
1895; 26 U. S. C. 7503, 5415, 5555)". 

Section 245. 227 is amended to read: 
$245. 227 BEER TAx RETvRN, FORM 2094. — All entries in the return, Form 

2034, shall be fully supported by accurate and complete records. The brewer 
shall file the copy returned to him bv the district director as a part of his records 
at the brewery. (72 Stat. 163, 1990, 1395; 26 U. S. G. 5061, 5415, 5555. ) 
$f 245, 228 and 245. 229 [Deletion] 

Sections 245. 228 and 245. 229 are revoked. 
Section 245. 281 is amended to read: 
$ 245. 231 KXEcvTION UNDER PENALTIEs oF PERJvnx. — When a return, form, 

or other document called for under this part is required by this part or in the 
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instructions on or with the return, forni, or other document to be executed 
under penalties of perjury, as defined in $ 245. 5, it shall be so executed, and 
shall be signed by the brewer or other dulv authorized person. 

Section 245. 282 is amended to read: 
) 245. 232 RETENTIGN oF REcoRDs, REPGRTs, AND RETURNs. — A brewer shall 

retain, at the brewery for a period of not less than four years, all records, 
reports, and returns required by this part. Such records, reports, and returns 
shall be readily available during the brewer's regular business hoiirs for exam- 
ination and taking abstracts therefrom by internal revenue o&cers. (72 Stat. 
1300; 26 U. S. C, 5415. ) 

A. new section, section 245. 288 is added to read: 
$ 245. 233 PHGTGGRAPHIc CoPIEs or REcoRDS, — Brewers who desire to record, 

copy, or reproduce records required to be preserved under f 245. 232, by any 
photographic, photostatic, microfilm, microcard, miniature photographic, or 
other process which accurately reproduces or forms a durable medium for so 
reproducing the original record, shall make application to the assistant regional 
commissioner, in triplicate, to do so, describing: 

(a) The records to be reproduced. 
(b) The reproduction process to be employed. 
(c) The manner in which the reproductions are to be preserved. 
(d) The provisions to be made for exainining, viewing, and using such 

reproductions, 
The assistant regional commissioner shall not approve any application, unless 
the Director, Alcohol and Tobacco Tax Division, has approved that type of 
record for reproduction and the reproduction process to be employed, and 
unless the manner of preservation of the reproductions and the provisions for 
examinin, viewing, and using such reproductions are, in the assistant regional 
comiuissioner's opinion, satisfactory. Whenever records are reproduced under 
this section, the reproduced records shall be preserved in conveniently accessible 
files, and provisions shall be niade for examining, viewing, and using the repro- 
duced record the sanie as if it ivere the original record, and it shall be treated 
and considered for all purposes as though it were the original record; all 
provisions of law and regulations applicable to the original record shall be 
applicable to the reproduced record. As used in this section "original record" 
shall mean the record required by this part to be maintained or preserved by 
the breiver, even though it may be an executed duplicate or other copy of the 
document, (72 Stat. 1395; 26 U. S. C. 5555. ) 

Because this Treasury Decision is a part of an integrated recodi- 
fication program under chapter 51, I. R. C. , and in order that the 
entire program may be efiective on July 1, 1060, it is found that it 
is contrary to the public interest to issue this Tre~asury Decision sub- 
ject to the eRective date limitation of section 4(c) of the Administra- 
tive Procedure Act (60 Stat, 288; 5 U. S. C. 1008). Accordingly, this 
Treasury Decision shall become efi'ective on July 1, 1060. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code (68A Stat. 017; 26 U. S. C. 
7805). ) 

WII. LIAM H. LoER, 
r4cting Commissioner of Interna/8'eeenue. 

Approved June 22, 1060. 
FRED C. SCRIBNER, JR. , 

Acting 8ecretary of the Tr easily. 
(Filed by the Division of the Fedei'al Register on June 28, 1060, 8:45 a. ni. , 

and published in the issue of the Federal Register for June 20, 1060, 25 F, R. 
5063) 
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T. D. 6475 ' 26 CFR 170. 4M: General. 
Also 240. 591. ) 
Also Sections 5873, 5682; 240. 490, 
240. 1041, 240. 586. ) 

TITLE 26 INTERNAL REVENUE 1954 CHAPTER I SUBCHAPTER E PARTS 
170 AND 240 

Miscellaneous amendments 

DEPARTMENT OF THE TREASURY& 

OFFICE or COMMISSIONER OF INTERNAL REVENUE, 
Washington 85, D. C. 

To Officers and EraplotIees of the Internal Revenue Service and 
Others Concerned: 

On May 12, 1960, a notice of proposed rulemaking to amend 26 
CFR Part 170, Miscellaneous Regulations Relating to Liquor, and 
26 CFR Part 240, Wine, was published in the Fed. eral Register (25 
F. R. 4244) . 

In accordance with the notice, interested parties were afforded an 
opportunity to submit written comments or suggestions or to request 
a public hearing. No written comments or suggestions or requests 
for a public hearing having been received, the following amendments 
are hereby adopted. 

In order to (1) incorporate in permanent regulations the temporary 
regulations relating to the semimonthly return system for taxpayment 
of wine now in Subpart, S of 26 CFR Part 170; (2) authorize the 
use of distillates containing aldehydes in the fermentation of wine 
for use as distilling material; (6) make certain clarifying, liberaliz- 
ing, and simplifying changes; (4) provide for taking credit on tax 
returns of drawback allo~ed under section 5062, I. R. C. ; (5) authorize 
the return to bond of certain wines withdraw)I without payment of 
tax; and (6) in conformity with administrative decisions to in- 
corporate into 26 CFR Part 252 all procedures relating to exportation 
of liquors, to remove from 26 CFR Part 240 those procedures relating 
to the exportation of wine, use on certain vessels and aircraft, trans- 
fers to customs manufacturing warehouses, class six, and transfer 
to and deposit in a foreign-trade zone, the regulations in 26 CFR 
Part 170, "Miscellaneous Regulations Relating to Liquor" and 26 
CFR Part 240, "Wine", are amended as follows: 

In Part 170, section 170. 452 is amended to read: 
$ 170. 452 GENznar. . — Notwithstanding any other provision of Part 240 of 

this chapter relating to the payment of taxes on wines by proprietors of bonded 
ovine cellars qualified under chapter 51, I. R. C. , such taxes determined on and 
after June 24, 1959, and before July 1, 1960, shall be paid and collected on the 
basis of a semimonthly or prepayment return as provided in this Subpart. 

' The publication of this Treasury Decision in 25 F. R. 6184, dated July 1, 1960. con- 
tains (1) instructions for modifying the notice of proposed rulcmaking published 'in 25 F. R. 4244, dated May 12, 1960, and i2) the full context of the regulations vritb such 
modifications. As here published, the Treasury Decision reflects the full context of such 
regulations. The individual instructions ha. ve been omitted. 
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26 CFR Part 240 is amenclcd in tire follorving respects: 
Section 240. 10a is amended to reacl: 

rj 240. 19a DrsTrrrE» SrrarTs PzwvT. — "Distilled spirits plant" slrall mean an 
est;rblishrnent &lualifie&i under 1';&rt 201 of this el&»pter for the production, 
bonded storage, or bottling of sl&irits, or for rectihcation, or for any corubina- 
tion of such operatious. 

By inserting a r&erv section irn»recli;rtely after ( 240. 21: 
II 240. 2la. Exscv&E» UN»ER PExxz. rrEs or PERzvRE. — Signed with the pre- 

scribed declaratiou under the pe»alties ot perjury as provided on or rvith respect 
to the return, & lainr, forrrr, or other &locur»eut or, rvhere uo form of de&. laration is 
pr&, & ribed, with the declaratiorr: "I declare under tire penalties of perjury that 
this (irrsert type of &locunrent such as state»rent, report, certificate, 
application, claim, or other docmnent), including the docu»rents sr&br»itted in 
support thereof, has been examiued by me aud, to the best of my ku&rwledge aud 
belief, is true, correct, and complete. " 

Section 240. 27 is arne»decl to reacl: 
$ 24&&. 21 IN Bovn. — When used rvith respect ts wine spirits, "iu bond" means 

such spirits possessed under bond to secure the payment of tire internal revenue 
tax thereon an&1 in respect to which the tax has not been deteruriued as pro- 
vided in this chapter, and iucludes such spirits rvithdrarvn without payment of 
tax»neer section &214(a) (5), I. R. C. , aud with respect to which relief from lia- 
bilitv has not yet occurred. When used rvith respect to wine "in bond" nreans 
wine po sessed under bond to secure the paynrent of the internal revenue tax 
thereon aud iu respect to which the tax thereou has uot been determined as 
provided iu this chapter, and includes such &vines on the bonded prenrises of a 
boa&led wine cellar, in transit to a bonded wine cellar, and such wine rvithdrarvn 
without payruent of tax under section 5202, I. R. C. , aud with respect to rvhich 
relief from liability has not yet o&. curred. 

Section 240. 58 is anrenclecl to read: 
ii 240. 58 UNrTE» Srxvss Wrxs. — "United States wine" sh:rll mean wine pro- 

duced ou bonded &vine cellar prenrises in the United States. 

Section 240. 124 is amended to read: 
) 240. 124 BoTrzrsc oE TAxpArn Wrivs. — Everv per~on desiring to bottle or re- 

bottle taxpaid rvine at prenrises other than the bottliu, premises of a distilled 
spirits plant shall establish taxpaid wine bottling house premises iu conrpliance 
with the provisions of regulations set forth in Part 281, Title 20, of the Code 
of Federal Regulations. 

f 240. 188 [Amenclment] 
Section 240. 188 is amenclecl: 
1. By striking the fourth sentence; and 
2. By chang&ing tire citation to read "(72 Stat. 1880, 1881; 26 U. S. C. 

5861, 5865) ". 
g 240. 140 [Amendme»t] 

Section 240. 140 is amencled: 
1. By changing the last sentence to read "Except for necessary open- 

ings for ventilation and for the passage of water, electric, sewer, or 
silnilar lines, the rvine cellar must, be separated from adjourning 
buildings or rooms by solicl unbroken partition: Prorri&JEd, That where 
a bonded wine cellar, a distillecl spirits plant, a taxpaid wine bottling 
house, another bonded wine cellar, or a wine vinegar plant are located 
in contiguous buildings or rooms, pipelines may be installed for the 
transfer of vvine or wine spirits, ancl, if approved by the assistant re- 
gional commissioner, doors nray be placed in the partitions separating 
the bonded wine cellar from the production facility of a distilled 
spirits plant, taxpaid wine bottling house, wine vinegar plant, other 
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bonded wine cellar, or a contiguous taxpaid room operated by the 
proprietor"; and 

2. By changing the citation to read "(72 Stat. 1379; 26 U. S. C. 
7) 

Section 240. 148 is amended to read: 
$ 240. 148 OFFIGE FAcILITIEs. — Where wine spirits are to be used in the pro- 

duction of wine, other than use in small quantities for dosages or preparation of 
essences, the proprietor shall provide and maintain on the wine cellar premises 
in a convenient location suitable oflice facilities, including a desk, chair, file case, 
and such other office furniture as may be necessary for the keeping of Govern- 
ment records, for the use of internal revenue ofilcers: Prosidcd, That where the 
proprietor operates a distilled spirits plant on adjacent premises, and a Govern- 
ment offic conforming to the requirements specified in Part 201 of this chapter 
is provided on such premises, and such offlee is so located as to be suitable for 
the use of internal revenue otficers assigned at the wine cellar, separate oflice 
facilities need not be provided on the wine cellar premises. There shall also. be 
provided a metal cabinet of adequate strength and size, suitably equipped for 
locking with a Government seal lock, for use in safeguarding Government seals, 
keys, and other Government property. Each such cabinet shall contain shelving 
or compartments of proper size for the filing of Government records. Con- 
veniently located toilet and lavatory facilities shall also be provided and made 
available for the use of internal revenue officers. Such facilities shall be subject 
to approval by the assistant regional commissioner. (72 Stat. 1379; 26 U. S. C. 

857 ) 

i~ 240. 144 [Revocation] 
Section 240. 144 is revoked. 

( 240. 169 [Amendment] 
Section 240. 169 is amended: 
1. By changing the first sentence to read, "Pipelines used for the 

conveyance of wine spirits from the bonded premises of a distilled 
spirits plant to wine spirits storage tanks, measuring tanks, weighing 
tanks, and wine spirits addition tanks shall be constructed in accord- 
ance ivith the requirements of regulations prescribed in Part 201 of 
Title 26, Code of Federal Regulations"; and 

2. By changing the citation to read "(72 Stat. 1895; 26 U. S. C. 
5552) ". 
5 240. 171 [Amendment] 

Section 240. 171 is amended: 
1. By changing the first sentence to read "The pipeline used to 

transfer taxpaid wine from the bonded wine cellar to the bottling 
premises of a distilled spirits plant or to a taxpaid wine bottling 
house shall be a fixed unbroken line of permanent character, securely 
constructed and connected, and so arranged as to be exposed to view 
throughout its entire length"; and 

2. By changing the citation to read "(72 Stat. 1895] 26 U. S. C. 
5552) ". 
$ 240. 172 [Amendment] 

Section 240. 172 is amended: 
1. By striking in the first sentence immediately after the words 

&(L bonded wine cellars" the words "fruit, distilleries" and inserting in 
lieu thereof the ~ords "distilled spirits plants"; and 

2. By changing the citation to read "(72 Stat. 1379; 26 U. S. C 
5357) " 
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$ 240. 174 [Amendment] 
Section 240. 174 is amended: 
1. By striking in the first sentence immediately after the worcls ";In 

adjacent" the words "distillery or intern;Il revenue Ivarehouse" and 
inserting in lieu thereof the words "distilled sl&irits plant"; and 

2. By changing the, citation to read "(72 &tat. 1305; 26 U. S. C. 
555'&)" 

) 240. 103 [Amendnlent] 
Section 240. 1M is amended: 
1. By changin&r the erst sentence to read "If the activities to be 

conducted on the bonded Ivine cellar prelnises are such that a wine 
producer's basic permit is required under the Federal Alcohol Ad- 
ministration Act. and regulations, the applicant may request on Form 
698, for designation of the premises as a bonded winery. "; and 

2. By changing the citation to read "(72 Stat. 1378; 26 U. S. C. 
5351) ". 

Section 240. 107 is amended to read: 
&i 240. 197 DEscRIPTIos oF EquIPMENT. — All equipuIent, including tanks, crush- 

ing aml pressing equipment, instruments and measures for testing and measuring 
wine must be described on the Form 698. Each tank shall be listed by serial 
number an&1 capacity. Barrels or other readily portable containers uuder siztv 
gallons capacity nee&l uot be listed but the approsimate number of such containers 
use&1 for the storage of wine shall be shown. I. nless required by the assistant 
regioual commissioner, hoses, filters, pumps, pasteurizer, coolers, aud similar 
equipment need uot be listed on the Form 698. (&2 Stat. 1879; 26 E. S. C. S&886 ) 

Section '&40. 204 is amended to read: 
$240. 204. LIsT oF OFFIcERs, DIREOTDRS, Ar&D STocKHoLDERs. — In the case of 

corporations and similar legal entities, there shall be submitted with Form 698 
at the com&neucernent of business, a list, in triplicate, giving the names aud 
addresses (business and residence) of all ofiicers, directors, stockholders aud 
other persons interested in the corporation, or other legal entity, aml the amount 
and nature of the stock holdiug or other interests of each, Ivhether such interest 
appears in the name of the interested party or in the name of another for him: 
Pro&;!de&1, That if there are more than ten holders of any class of stock, only the 
names, addresses and holdings of the ten persons havin the largest ov!nership 
or other iutere. t iu each of the classes of stock need be included in the iist 
of stocl holders. 

Section 240. » 2 is, . mended to read: 
&i 240. 222 T sx DEFERRAL Bor&D, FoRM 2068. — Each proprietor of a bonded 

wine cellar desiring to remove wine for consumption or sale, where the taE 
uupaid at any or&e time amounts to more than $100, shall file a boud, Form 
2008, to insure payment of the tar& on such wine. The penal sum of a taK 
deferral bond, Form 2058, (or the total penal sums Ivhere origiual and strength- 
ening bonds are tiied), shall be iu an amount equal to the taz on the Inazimu&u 
quantity of &vine to be removed for consumption or sale during any semimouthly 
return period: I'ro&qde&l, That the magimum penal sum of such bond shall not 
ezcee&l . "' 

&0, 000, and in no case shall the penal sum be less than $'&00. (72 
Stat. 1879 26 U. S. &'. S&854. ) 

b~ '&40. '&'&3 [Revocation] 
Se& tion 240. 2&23 is revoked. 

$ 240. '»'4 |Revocation] 
Section 2&40. 224 is revoked. 
Section 240. 251 is amended to read: 
f 2-(0. 2. &1 TERIIIsRTIos oF Bovu, FDRM 1676. — Bond on Form 1676, coveriug 

the re&uoval of wine for transfer to a wine vinegar plant, will be terminated 
as to future !iability (a) pursuant to application by the suretv as l&I»vided 
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in $240. 252; (b) pursuant to approval of a superseding bond as provided in 

) 240. 257; or (c) upon discontinuance of the business covered by the bond as 
provided in g 240. 257. (72 Stat. 1380; 26 U. S. C. 5362. ) 

Section 240. 255 is amended to read: 
g 240. 255 ExTENT oF RELIEF, FoRM 1676. — If notice has been filed as provided 

in $ 240. 252 in respect to a boud on Form 1676 and is not in writing withdrawn, 
the surety shall be relieved of liability for tax on wine withdrawn for manu- 
facture of vinegar, after the date stated in the notice. Where such withdrawal 
is made wholly on or before the date named in the notice, the surety shall remain 
liable for the tax on wine so withdrawn, until the wine is fully accounted for. 
(72 Stat. 1380; 26 U. S. C. 5362. ) 

Section 240. 256 is amended to read: 
g 240. 256 RELEA$E oR TERMINATICN oF FGRM 700 oR 2053. — When the pro- 

prietor of a bonded wine cellar discontinues business and the notice of discon- 
tinuance has been approved, the assistant regional commissioner will issue 
Notice of Termination or Release of Bond, Form 1490, and will forward copies 
to the principal and to the surety; or, in the case of bond, Form 2053, Notice 
of Termination or Release of Bond, Form 1490, will be issued upon receipt 
from the proprietor of writtten advice that he has discontinued removals of 
wine requiring a tax deferral bond. When a valid superseding bond has been 
approveII, the assistant regional commissioner v ill issue Notice of Termination 
or Release of Bond, Form 1490, and will forward copies to the principal and 
to the surety. (72 Stat. 1379; 26 U. S. C. 5354. ) 

Section 240. 257 is amended to read: 
g 240. 257 RELEA. BE oR TERMINATIGN, FGRM 1676. — When the principal on a 

bond, Form 1676, notifies the assistant regional commissioner that he has 
discontinued the withdrawal of Ivine without payment of tax for use in the 
manufacture of vinegar, the assistant regional commissioner will issue Notice 
of Termination or Release of Bond, Form 1490. When a superseding bond 
on Form 1676 is approved by the assistant regional commissioner, he will issue 
Notice of TerInination or Release of Bond, Form 1490, for the superseded bond. 
(72 Stat. 1380; 26 U. S. C. 5362. ) 

Section 240. 250 is amended to read: 
$240. 259 RFI, EAsE OF CoI. I, ATERAI. , FoRM 1676. — Collateral pledged and de- 

posited to support a bond on Form 1676 will ordinarily be released by the assistant 
regional commissioner upon issuance of Notice of Termination or Release of 
Bond, Form 1490, provided all liabilities under the bond have been satisfied. (61 
Stat. 646; 6 U. S. C. 15. ) 

Section 240. 27o is amended to read: 
) 240. 273 CoNTIGvovs oa AOJAOENT PRE~Isxs. — Where a distilled spirits plant, 

taxpaid vvine bottling house, wine vinegar plant, or another bonded wine cellar, 
is maintained on contiguous or adjacent premises, the relative position of such 
premises and the bonded wine cellar, communicating doors and other openings, 
and all pipeline connections for transfer of wine and wine spirits betv-een the 
premises, must be shown on the plat. The pipeline used for conveying Ivine 
spirits from bonded premises of a distilled spirits plant to the bonded wine cellar, 
or for transfer of Ivine spirits within the bonded wine cellar premises shall be 
shown in blue on the plat. Pipelines for the conveyance of wine between non- 
contiguous portions of the bonded wine cellar will be shown. 

Section 240. 206 is amended to read: 
$ 240. 296 CHANGEB IN OFFIcERs, DIREcTCRs, oR STocKHCLDERs oF A CGRPORA 

TION. — Where there is a change in officers or directors, or in the stockholders re- 
quired to be listed under f 240. 204, the proprietor shall submit, within ten days 
of such cha. nge, a written notice to the assistant regional commissioner. The 
notice shall be filed in triplicate, shall describe the changes, and be prepared as 
required by $ 240. 204. 

$ 240. 812 [Amendment] 
Section 240. 812 is amended: 
1. By striking in the first sentence the word "triplicate" and insert- 

ing in lieu thereof the word "duplicate"; 



531 [jj 5061, 

2. By changing the third sentence to read "Upon approval, the as- 
sistant regional commissioner will return one copy of the report to the 

roprietor for attachment to the copy of Form 098 retained at the 
onded premises and retain one copy in his offic for filing with Form 

098. "; and 
3. By changing the citation to rend "(72 Stat. 1379; 20 U. S. C. 

5356) ". 
( 240. 320 [3 mendnlent] 

Section 240. 320 is amended: 
1. By changing the first sentence to read ")%hen the proprietor de- 

sires to discontinue operation of the bonded wine cellar, all wi»e and 
wine spirits must (except as provided herein) be lawfully removed 
from the premises or destroyed, and any outstnndi»g approved Forms 
257 authorizing the transfer of wine spirits to the wine cellar shnll be 
procured from the distilled spirits plant to which they were sent and 
returned to the assistant regional commissioner for cancellation. "; and 

2. By striking the period at the end of the last sentence and insert- 
ing "n»d, in lieu of the statement that all wine and wine spirits lrnve 
been lawfully removed. from the premises or destroyed, that all wine 
nnd wine spirits will be transferred to the successor as of the date the 
discontinuance is to be effective. All wine and wine spirits so trans- 
ferred shall be identified as "Transferred to successor" on the Form 
70& filed by the outgoing proprietor (in accordnnce with $ 240. 321); 
nnd identified as "Received from predecessor" on the initial Form 702 
filed by the successor. 

b~ 240. 301 (Amendment] 
Section 240. 361 is amended: 
1. By changing paragraph (c) to read "Yeast foods, sterilizing 

agents, or other fermentation adjuncts under the provisions of Sub- 
part 7Z. "; and 

2. By changing the citation to read "(72 Stat, . 1383&, 1384; 26 U. S. C. 
5381& 53&82, 5383) ". 
$ 240. 364 t Amendment] 

Section 240. 304 is amended: 
1. By changing the fourth sentence to read "If it is desired to use 

other acids, the requirements of $ 240. 1052 shall be followed. "; nnd 
2. By changing the citation to rend "72 Stat. 1383; 26 U. S. C. 5382) ". 

$ 240. 3&65 [Amendment] 
Section 240. 305 is amended: 
1. By striking in paragraph (b) "$$ 240. 529 and 240. 530" nnd in- 

serting in lieu thereof "Siibpart ZZ"; and 
2. By changing the citation to rend "(72 Stat, . 1384; 20 U. S. C. 

5383) ". 
Section 240. 376 is amended to read: 
$ 240. 376 GAEOE OF WIÃE SPmrrs. — If the wine spirits to be used are on 

deposit in the bonded wine cellar, or are received immediately prior to use from a 
distilled spirits plant not adjacent to the bonded wine cellar, tlie proprietor, 
under the supervision of the internal revenue officer, will gauge the wine spirits 
released to birn for use in wine production and sliall prepare Form 2629, in 
'triplicate, to cover each release of wine spirits; where the ivine spirits are in 
packages he shall also pi. epare Forin 2660, in triplicate, A copy of I'orm 2629 
and Form 2660, if any, shall be attached to each copy of Form 275. (72 Stat. 
1881; 26 U. S. C. 5867, N68. ) 

565726' — 61 65 
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( 240. 877 [Amendment] 
Section 240. 377 is amended: 
1. By changing the third sentence to read "If the wine spirits are 

received by pipeliiie from adjacent bonded premises of a distilled 
spirit plant, and are run directly into the wine spirits addition tank, 
the gauge of the wine spirits made on the adjacent premises will be 
used. "; 

2. By changing the last sentence to read "The internal revenue 
oScer at the a~cljacent premises will deliver two copies of Form 2629 
to the proprietor of the bonded wine cellar who shall acknowledge 
receipt of the wine spirits on both copies of the form and shall fo~r- 

ward one copy to his assistant regional commissioner. "; and 
8. By changing the citation to read "(72 Stat. 1881, 1882; 26 U. S. C. 

5867, 5878) ". 
f 240. 378 [Amendment] 

Section 240. 878 is amended: 
1. By changing the tliird sentence to read "If the packages have 

been received from contiguous bonded premises of a distilled spirits 
plant for immediate use, the packages need not be regauged in the 
bonded wine cellar unless there is some indication that the contents 
of the packages may not be in agreement with the withdrawal gauge. "; 
and 

2. By changing the citation to read "(72 Stat. 1881, 1882; 26 U. S. C. 
5866, 5867, 5868, 5878) ". 
$ 240. 879 [Amendment] 

Section 240. 879 is amended: 
1. By striking in the thircl sentence the number "1520" and insert- 

ing in lieu thereof the number "2629"; 
2. By striking in the parenthetica~l phrase of the fourth sentence 

the number "1520" anrl inserting in lieu thereof "2629 and Form 2680, 
if any, "; and 

8. By changing the citation to read "(72 Stat. 1881, 1882, 1888; 
26 U. S. C. 5867, 5878, 5882) ". 
$ 240. 885 [Amendment] 

Section 240. 885 is amended: 
1. By changing the second sentence to read "A. statement of process 

on Form 698 — Supplemental, in triplicate, giving details of the pro- 
duction process, sha, ll be filed with the Director, Alcohol and Tobacco 
Tax Division, Internal Revenue Service, washington 25, D. C. , and 
approved prior to the commencement of production. "; and 

2. By changing the citation to read "(72 Stat. 1882, 1888; 26 U. S. C. 
5878, 5882) ". 
$ 240. 401 [Amendment] 

Section 240. 401 is amended: 
1. By changing paragraph (b) to read "Yeast foods, sterilizing 

agents, or otlier fermentation adjuncts under the provisions of Sub- 
part ZZ. "; and 

2. By changing the citation to read "(72 Stat. 1888; 26 U. S. C. 
sass)". 
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f 240. 404 [Amendment] 
Section 240. 404 is amenclecl: 
l. By changing the sixth sentence to read eTf it is desired to use 

other acids, tlie requirements of $ 240. 1052 shall be followecl. "; and 
2. By changing the citation to read "(72 Stat. 1383; 20 U. S. C. 

5382) &' 

f 240. 405 [Amendment] 
S« t ion 240. 405 is amended: 
1. By striking in paragraph (b) "$( 240. 529 and 240. 530" and in- 

serting in lieu thereof "Subpart 27~"; and 
2. By clranging the cit&ation to Iead "(72 Stat. 1385; 20 U. S. C. 

5384) ". 
b~ 240. 441 [Amendment] 

Section 240. 441 is amended: 
l. By changing the second sentence to read "The formula and 

process will be described. on k'orm 098 — Supplemeni, al, which will be 
filed, in triplicate with the Director, Alcohol and Tobacco Tax 
Division, Internal revenue Service, 1Vashiiigton ";» D. C. "; 

2. By changing the third sentenc&e to read "Two 4/5 quart samples 
of the base wine used and two 4/5 quart samples of the finished special 
natural wine slrall be submitted under separate cover at the time of 
filing the formura"; and 

:&. By changing the citation to read "(72 Stat. 1380; 20 U. S. C. 
5&380) ". 
bs 240. 444 [Amendnient] 

Section 240. 444 is amended by striking the third, fourth, and fifth 
sentences and inserting in lieu of such sentences "Caramel, pure dry 
sugar, liquid sugar, or invert sugar syrup, or pure dry sugar-water 
solution of. not less than 00 degrees (Brix) may be used in special 
natural wine macle under this section: Provided, That the minin1um 00 
c1egrees (Brix) limitation contained in 8 240. 40a, ancl 240. 40b, and in 
this section, shall not apply to such materials used in the manufacture 
of vermouth. 9~here vermouth is produced under this section the 
fiiuishecl product shall contain not less than 80 percent, by volume of 
natural wine. " 

Section 240. 447 is amended to read: 
$ 2-10. 447 Ess&i'AcES AIADK Ei. srwHi:iis. — Before an essence, not macle on bonded 

wine cellar preinises, may be used in the production of special natural wine, 
the inanufacturer of such essence nuist secure approval from the Director, Al- 
cohol and Tobacco Tax Division, Internal Revenue Service, washington 2. &, D. C. , 
for its use in special natural wine. The iuanufaeturer will file a statement, in 
duplicate, of the materials and processes used in the nianufactnre of the essence, 
with the Director, Alcohol anil Tobacco Tax Divisioii, Internal Revemie Service, 
lvashington 25, D. C. A sample, not less than four ounces in amount, will be 
sui&mitted with the statement. Tlie essence will be iclentified by the name of the 
inanufacturer, and the name of the essence, or an ideutifying number. A separate 
statement and saniple must be submitted for each essence to be used for special 
natural wine prodnction. The required stateinent and sample shall he submitted 
for only those essences tlmt are not manufactured pursuant to an approved 
formula on Form 10&78, for a nonbeverage product. The Director, Alcohol and 
Tobacco Tax Division, wiu notify the inanufacturer of approval or &lisalu&roval 
of the essence for use in wine production. If approved, ihe proprietor of a 
bonded &vine cellar &nay describe the essence on Fi&inn 608 — Supplemental by 
showing the name of the manufacturer, the inanufacturer's nonbeverage diam- 
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back formula number, if any, and the date of approval by the Director; without 
subinitting additional samples of the essence. (T2 Stat. 1386; 26 U. S. C. o386. ) 

$ 240. 465 [Amendment] 
Section 240. 465 is amended: 
1. By changing the last sentence to read "The formula and process 

v. ill be described in detail on Form 698 — Supplemental which will be 
filed in triplicate with the Director, Alcohol and Tobacco Tax Divi- 
sion, Internal Revenue Service, Washington 25, D. C. "; and 

2. By changing the citation to read "(72 Stat. 1386; 26 U. S. Q. 
5887) ". 
g 240. 482 [Amendment] 

Section 240. 482 is amended by changing the second sentence to read 
"The formula will be filed on Form 698 Supplemental, in triplicate, 
with the Director, Alcohol and Tobacco Tax Division, Internal Rev- 
enue Service, Washington 25, D. C. " 
$ 240. 485 [Amendment] 

Section 240. 485 is amended: 
1. By striking in the last sentence the words "assistant regional 

commissioner" and inserting in lieu thereof the words "Director, Al- 
cohol and Tobacco Tax Division, Internal Revenue Service, Was'h- 
ington 25, D. C. , "; and 

2. By changing the citation to read "(72 Stat. 1880, 1881, 1387; 
26 U. S. C. 5361, 5864, 5388) ". 
b& 240. 486 [Amendment] 

Section 240. 486 is amended: 
l. By inserting, immediately after the second sentence, a new sen- 

tence reading, "Distillates containing aldehydes may be used in the 
fermentation of wine to be used as distilling material as provided in 
8 240. 490 and 240. 491 and Subpart YY of this part. "; and 

2. By changing the citation to read "(72 Stat. 1380, 1881, 1382; 
26 U. S. C. 5361, 5364, M78) ". 
$ 240. 489 [Amendment] 

Section 240. 489 is amended: 
1. By changing the parenthetical phrase in the second sentence to 

read "(49 Sta~t. 977; 27 U. S. C. 201) "; and 
2. By changing the citation to read "(72 Stat. 1381, 1883; 26 U. S. C. 

5864, 5881) ". 
By inserting immediately after $ 240. 489 an undesignated center 

heading and new fg 240. 490 and 240. 491: 
USE OF DISTILLATES CONTAINING ALDEHYDES 

$240. 400 OENERAr. . — Distillates containing aldehydes, withdrawn under the 
provisions of 26 CFIt Part 201, may be used in fermentation of wine to be used 
as distilling material at the distilled spirits plant from which such distillates 
were withdrawn. Distillates produced from one kind of fruit shall not be used 
in the fermentation of wine made from a different fruit. (72 Stat. 1382; 26 
U. S. C. 6373. ) 

$ 240. 401 Arrz. icATioN. — Where a distillate containing aldehydes is to be used 
in fermentation of wine to be used as distilling material the proprietor of the 
bonded wine cellar, unless he is also the proprietor of the distilled spirits plant 
from which the distillates are to be withdrawn, shall submit an application, 
in duplicate, to the assistant regional commissioner, and state therein (a) the 
name, address, and registry number of the distilled spirits plant from which 
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ihe distulate is to be withdrawn, (b) the kind of distillate, (c) the kind of wine 
in which the distillate will be used, and (d) a stateiuent describing the method 
by which such distillate will be added in fermentation of wine to be used as 
distilling material. Where the proprietor of the bonded wine cellar is also the 
proprietor of the distilled spirits plant, the approval of the application required 
under 26 CFR Part 201 will also authorize the receipt and use of the distillates 
at the bonded wine cellar. Distillates containing aldehydes ivill be procured 
under the provisions of Subpart YY of this part. Record of receipt and use 
of such distillates will be kept in accordance with Subpart UU of this part and 
reported on Form 702. (72 Stat. 1381, 1382; 26 U. S. C. 5367, 5373. ) 

Section 240. 500 is amended to read: 
$ 240. 500 GENERAL. — Wine or wine lees may be refermented except that wine or 
wine lees in which sugar sweetening ivas used may not be referinented for use 
as distilling material at a distilled spirits plant for the production of brandy or 
wine spirits. (72 Stat. 1382; 26 U. S. C. 5373. ) 

b& 240. 501 [Revocation] 
Section 240. 501 is revoked. 

g 240. 510 I Amendment] 
Sect, ion 240. 510 is amended: 
1. By striking tlie second sentence in its entirety; and 
2. By changing the citation to read "(72 Stat. 1888; 26 U. S. C. 

N82) ". 
f 240. 518 [Amendment] 

Section 240. 518 is amended: 
1. By striking in the first sentence the words "assistant regional 

commissioner" and inserting in lieu thereof the words "Director, 
Alcohol and Tobacco Tax Division, Internal Revenue Service, Wash- 
ington 25, D. C. , "; 

2. By striking in the fifth sentence the ivord "quadruplicate" and 
inserting in lieu thereof the word "triplicate"; and 

8. By changing the citation to read "(72 Stat. 1883, 1387; 26 U. S. C. 
%82, 5387) ". 
$ 240. M4 I Amendment] 

Section 240. 524 is amended: 
1. By changing the last sentence to read "Specifically authorized 

materials are listed in Subpart ZZ. "; and 
2. By changing the citation to read "(72 Stat. 1888, 1383; 26 U. S. C. 

5082, 5882) ". 
5 240. 528 [Amendment] 

Section 240. 528 is amended: 
1. By striking in the last sentence the numbers ")240. 580" and 

inserting in lieu thereof "Subpart ZZ"; and 
2. By changing the citation to read "(72 Stat. 1888; 26 U. S. C. 

5382) ". 
$ 240. 529 [Revocation] 

Section 240. 529 is revoked. 

$ 240. MO [Revocation] 
Section 240. 530 is revoked. 
By inserting immediately after $240. 585 an undesignated center 

heading and new $$ 240. 586 to 240. 539: 
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REDUCTION OF ACID CONTENT 

$ 240. 536 GENERAL. — Standard wine may have the acid content reduced below 
5 parts per thousand by use of authorized neutralizing materials or methods: 
Provided, That such neutralizing materials or methods does not change the 
character of the wine to an extent inconsistent with good commercial practice 
and does not result in any increase in the voluine of the wine. (72 Stat. 1333; 
26 U. S. C. 5382. ) 

II 240. 537 APPLICATION. — Avhere a proprietor desires to reduce the acid content 
of wine below 5 parts per thousand he shall file an application with the assistant 
regional commissioner. The application shall be filed in letter form and in 
triplicate. The application shall contain the following information: 

(a) name, address, and registry number of the proprietor; 
(b) statement of process or method to be used in effecting the acid 

reduction; 
(e) gallons of wine to be treated; and 
(d) kind of wine to be treated. 

A one pint sainple of the wine prior to treatment shall be submit. ted by the 
properietor, direct to the Regional laboratory at the same time the application 
is filed. The sample will be labeled and marked in a manner that it may be 
readily identified. The proprietor shall not proceed to reduce the acid content 
of the wine until he receives approval of the application by the assistant regional 
commissioner. (72 Stat. 1383; 26 U. S. C. 5332. ) 

&l 240. 538 SAMPLE oF TREATED (VINE. — After completion of the acid reduction 
treatment a one pint sample of the wine shall be submitted by the proprietor to 
the Regional laboratory. The sample will be labeled and marked in a manner 
that it may be readily identiiied and associated with the sample subinitted prior 
to treatnient. (72 Stat. 1333; 26 U. S. C. 5382. ) 

&) 240. 530 ADDITICN oF AcID. — Acid may be added to wine treated under 
)$240. 536 — 240. 538 only for stabilization. (72 Stat. 1383; 26 U. S. C. 5382. ) 

ea 
240. 540 [Amendment] 
Section 240. 540 is amended: 
1. By striking in the first sentence the word "still"; and 
2. By changing the citation to read "(72 Stat. 1881; 26 U. S. C. 

5042) ". 
$ 240. 541 [Amendment] 

Section 240. 541 is amended: 
1. By changing item (d) to read: "wine made by a partnership, 

except as provided in $ 240. 760, or produced at a bonded wine cellar 
by two or more heads of families jointly;"; and 

2. By changing the citation to read "(72 Stat. 1881; 26 U. S. C. 
5042)". 

Section 240. 561 is amended to read; 
II 240. 561 SERIAL NUMBERs. — All containers used for removing wine shall be 

marked with a serial number at the time the containers are prepared for removal, 
except as provided herein. Serial numbers shall commence with "1" and con- 
tinue in order until the number 1, 000, 000 is reached, when the series may start 
again with "1": Provided, That a neiv series may be commenced when 100, 000 
has been reached if no number will be used more than once during a 12-month 
period. If desired, separate series of numbers preceded by identifying letters 
may be used for bulk containers and for cases, or for eases filled on different 
bottling lines, or for reniovals from different loading docks. On filing a notice 
with the assistant regional commissioner the proprietor may, unless notified 
by the assistant regional commissioner to the contrary, (a) mark the serial 
numbers on the cases at the time of filling the eases or (b) mark the cases I&ith 
the filling date in lieu of serially numbering the cases. The notice shall be filed 
in duplicate not less than 10 days prior to the date on which the proprietor 
intends to commence marking the serial numbers on the eases at the time of 
filling the cases or the date on which the proprietor intends to commence mark- 
ing cases with the filling date. A proprietor who marks cases with the filling 
date shall maintain appropriate cellar records to identify the wine. A proprietor 
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who marks serial numbers on the cases at the time of filling shall maintain a 
daily record of cases filled, by serial number, and type of wine. A proprietor 
who marks serial numbers ou containers at the time of removal shall maintain 
a daily record, by serial numbers, of containers removed. Where the assistant 
regional commissioner has approved the numbering of eases at the time of filling, 
such numbers need not be shown on Form 703 covering transfer of the cases in 
bond. A proprietor who has given notice of his intention to mark serial num- 
bers on the cases at the time of filling the cases or to mark the filling dates on 
the cases shall use such procedure exclusively until the assistant regional com- 
missioner requires or authorizes the case to be marked as otherwise provided in 
this section. Where domestic or foreign wine is recased in the taxpaid room 
the proprietor shall mark such cases preparatory to shipment with the date 
of repackaging, preceded by the letter "R", in lieu of serially numbering the cases. 
The serial nuinbering and alternate inarking provisions of this section shall 
also apply to domestic or foreign ii ines reconditioned on the bonded wine cellar 
premises. The provisions of this section do not apply to foreign wines excelit 
as specifically stated herein. 

( 240. 562 [Amendnlent) 
Section 240. 562 is amended: 
1. By changing the first sentence to read "Each cask, barrel, keg, 

tank, tank truck, railroad tank car, 01 case& or other approved con- 
tainer, used to remove wine shall be marked in a plain and durable 
manner with (a) the serial number, or the alternate marks in lieu of 
the serial numbers as provided in $ 240. 561, or (if recased in the tax- 
paid room) with the marks authorized in $ 240. 561 in lieu of the serial 
number, (b) the name of the proprietor and the registry number and 
location (by State, or city or town and State) of the wine cellar, (c) 
the kind (class and type) and the alcohol content of the wine, (d) the 
contents of the container in wine gallons, and (e) except for cases, the 
date of removal or shipn1ent. " 

2. By changing the period at the end of the last sentence to a colon 
followed by "Provided, That, the serial number, or the alternate marks 
in lieu of a serial number, nlay be placed on a sidr. other than the Gov- 
ernment side as described in ( 240. 564 7;here such other side bears 
no marks in conflict with such serial numbers or alternate Inarks. "; 
and 

3. By changing the citation to read "(72 Stat. 1381, 1387, 1407; 26 
U. S. C. 5368, 5388, 5662) ". 

Section 240. 575 is amended to read: 
$ 240. 676 REMARKIivG, REsHIPPIivG, oR TAXPAYIEG COITTAISEks REGEIVED FRGII 

OTHER PREMIsEs. — ivhen v ine received in bond from other preniises is re- 
moved, in the containers in which received, for consuruption or sale, the 
proprietor shall mark the containers with "Taxpairl" or "TP", followed bv 
the registry number and State of the taxpaying premises on the same side 
of the container as the original marks. When containers of wine received in 
bond are reshipped in bond, the proprietor of the reshipping premises shall 
mark the containers with "Transferred", followed bv the registry number and 
State of the bonded premises to which the wine is shipped on the same side 
of the container as the original marks. The transfer marks may be abbreviated, 
as "Trans. BW 100-NY". 

Subpart AA consisting of )$ 240. 590 through 240. 597 is stricken 
and in lieu thereof a new subpart AA consisting of $$ 240. 590 through 
240. 600 is inserted: 

Subpart AA. — Taxpayment of Wine 

$240. 600 TIIIE FOR DETERIIiivATIGN oF TAx LIADII, ITY. — The tax on wine 
shall be determined at the time of removal from the bonded ivine cellar 
premises (or transfer to a taxpaid room on the premises) for consuniption or 
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sale. Upon determination, the quantity of wine removed will be entered on the 
record prescribed by &j 240. 920. (72 Stat. 1881; 26 U. S. C. 5041. ) 

$240. 591 TIME Fos PATMENT oF TAx. — The tax on wine shall be paid liy 
return, Form 2050, which will be filed with remittance for the full amount of 
tax due as shown by the return. The quantities of wine by taxable grades re- 
moved daily for consumption or sale during the period covered by the return 
and the aggregate quantities thereof, shall be reported on the tax return, Form 
2050, prepared in quadruplicate. All entries in the return shall be fully sup 
ported by accurate and complete records satisfactory to the assistant regional 
commissioner. The proprietor shall include for payment on his return, Form 
2050, the full amount of tax required to be determined (and not prepaid) on 
all wine removed daily from the bonded wine cellar premises (or transferred 
to a taxpaid room on the premises) for consumption or sale during the period 
covered by the return. Prepayments of tax on wine during the period covered 
by the return shall be separately shown thereon. The proprietor shall file a tax 
return, Form 2050, with remittance for the full amount of tax due, semimonthly, 
covering the period from the 9th day of a month through the 28d day of the same 
month and the period from the 24th day of a month through the 8th day of 
the next succeeding month. The tax return shall be filed not later than the 
close of the 3d calendar day next succeeding the 8th or 28d calendar day of 
the month, as the case may be, excluding any Saturday, Sundav, or legal holiday 
of the District of Columbia or any statewide legal holiday of the State in which 
the return is required to be filed: Provided, That the return for the period 
ending on tune 28d of each year shall be filed not later than the close of the 2d 
next succeeding calendar dav after Zune 23d, excluding any Saturday, Sunday, 
or a legal holiday of the District of Columbia or a statewide legal holiday of 
the particular State in which the return is required to be filed. Except as pro- 
vided in $240. 592 a return shall be filed covering each return period even 
though no wine was removed for consumption or sale during the period. (68A 
Stat. 896, 72 Stat. 1885; 26 U. S. C. 5061, 7503. ) 

3I 240. 592 ExczPTIoN. — Where a tax deferral bond is not given under the provi- 
sions of 26 CFR 240. 222 and the proprietor has notified the assistant regional 
commissioner in writing that, until further notice, no wine in respect to which 
tax is required to be paid will be removed from the bonded wine cellar premises, 
and where no such wine is so removed, a proprietor will not be required to file 
a semimonthly return on Form 2050. This exception also applies where sub- 
standard wine only is removed for shipment to a vinegar plant for the produc- 
tion of vinegar. This exception shall not apply where intermittent removals sub- 
ject to tax are made, but only where future removals subject to tax are not 
anticipated. Notices required under this section shall be filed in letter form, in 
duplicate. 

&j240. 598 FAILURE To PAT TAx oR FILE RETURN AT THE Tile REqUIRED. — The 
law provides penalties for failure to pay tax at the time required, for willful re- 
fusal to pay such tax and for fraudulent nonpayment of tax. In addition to such 
penalties, there is a penalty for the delinquent filing of tax returns imposed as 
an addition to the tax shown by such returns, amounting to 5 percent for each 
month or fraction thereof of delinquency, not exceeding 25 percent in the aggre- 
gate, unless it is shown that such delinquency is due to reasonable cause and not 
to willful neglect. (68A Stat. 821, 72 Stat. 1407, 1410; 26 U. S. C. 5661, 5684, 6651. ) 

(W 240. 594 PREPATMENT oF TAx. — Where a proprietor is required to prepay tax 
under f 240. 595, or the penal sum of any tax deferral bond, Form 2053 (or the 
total penal sums where original and strengthening bonds are filed), is insufficient 
for deferral of payment of tax on wine to be removed for consumption or sale 
the proprietor shall, before removal of the wine, file with the district director 
a wine tax return, Form 2052, with remittance: provided, That ~here an ap- 
proved tax deferral bond is not on file the tax need not be prepaid where the total 
amount of tax unpaid does not exceed $100. The return, with remittance, shall 
be filed by forwarding or delivering it to the district director before the wine is 
removed for consumption or sale. For the purpose of complying with this sec. 
tion, the term "forwarding" shall mean deposit in the United States mail, prop- 
erly addressed to the district director. (68A Stat. 777, 72 Stat. 1885; 26 U. S. C. 
5061, 6811. ) 

&j 240. 595 PRoPRIETQR IN DEFAULT; PREPATMENT oF TAx. — Where a check 
or money order tendered in payment of taxes on wine is not paid on present- 
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ment, or where the proprietor is otherwise in default in payment of tax under 
) 240. 591, no Ivine shall be removed for consumption or sale until the tax has 
been paid as provided in g 240. 594, for the period of such default and until the 
assistant regional commissioner finds the revenue will not be jeopardized by 
payment of tax as provided in $240. 591. Any renzittance made during the 
periotl of such default shall be in cash, or shall be in the form of a certified, 
cashier' s, or treasurer's checl- drasvn on any bank or trust company incor- 
porated under the laws of the United States, or under the lasvs of any State, 
Territory, or possession of the United States, or money order, as provided in 
f 801. 6811 — 1 of this chapter. (68A Stat. 777, 72 Stat. 1885; 26 U. S. C. 5061, 6811. ) 

$ 240. 596. DATE GF MAILING AND DELIvERING oF RETURNs. — Where the re- 
turn, Form 2052 or Form 2050, as the case may be, and remittance are de- 
livered by United States mail to the office of the Ilistrict director, the date 
of the official postmark of the United States Post Office stamped on the cover 
in Ivhich the return and remittance were ntailed shall be deemed to be the date 
of delivery of such return and remittance: Prozided, That where the postmark 
on the cover is illegible, the burden of proving Ivhen the postniark was niade 
will be on the proprietor: Prozdded f«rt7U«. , That where the return is sent by 
registered mail the date of registry, or where the return is sent by certified 
mail the date of the postmark on the sender's receipt shall be treated as the 
postmark date of the return and remittance. 

$240. 597 TAx oN IVINE, — Section 5011, I. R. C. , imposes a tax, at rates pre- 
scribed therein, on all wines (including imitation, substandard, or artificial 
Ivine, and compounds sold as Ivine, which contain 24 percent or less of alcohol 
by volume) in bond in, produced in, or imported into, the United States; such 
tax to be determined as of the time of renIoval for consumption or sale. (Vine 
containing more than 24 percent of alcohol by voluIne shall be classed as dis- 
tilled spirits and taxed accordingly. The tax shall be determined and paid on 
the quantity of wine required to be marked on the containers as provided iu 
$$ 240. 562 and 240. 567, or (in case of pipeline removals) on the quantity deter- 
mined as provided in 5 240. 600. (72 Stat. 1881; 26 U. S. C. 5041. ) 

$ 240. 598 MARKING oF Co i TAINERs. — All containers of Ivine removed tax- 
paid, except cases, will be Inarked Ivith the word "Taxpaid" in addition to the 
niarks required by r) 240. 562: Prouide77, That cases nIust be so marked when 
required by g 240. 575. (72 Stat. 1881; 26 U. S. C. 5868. ) 

REMOVAL OF TAX DETERMINED WINE BY PIPELINE 

$ 240. 599 GENERAL. — The assistant regional commissioner may authorize the 
removal of tax determined wine by pipeline froIn a bonded Iviue cellar to the 
bottling premises of a distilling spirits plant or to a taxpaid Ivine bottling house, 
contiguous to, or in the immediate vicinity of the bonded wiue cellar. Authoriza- 
tion will be given only if the proprietor has installed pipelines and tanl-s as pre- 
scribed by $$ 240. 170 and 240. 171. (72 Stat. 1881; 26 U. S. C, 5041. ) 

$ 240. 600 PRocEDURE FoR DETERMINATION oF TAx. — Ii hen the proprietor de- 
sires to transfer wine to the taxpayment tank, he Ivill make certain that the 
outlet valve is closed, and open the inlet valve of the taxpayment tank. When 
the tank is filled, or the desired quantity of wine has been run into the tank, the 
proprietor Ivill close the iulet valve, accurately determine the quantity of Ivine in 
the tank, DIake entry in his cellar record shotving the date, the Iviue taxpayment 
tauk number; the kind, quantity, and alcohol content of the wine; and the plant 
to which the wine will be transferred. The proprietor shall close the outlet 
valve immediately after the tank has been emptied. The quantities of wine so 
removed will be shown in Form 2056 as taxable removals. The quantity of wine 
removed by pipeline will be recorded to the nearest whole gallon, 5 tenths gallon 
being converted to the next full gallon. 

Section o40. 611 is amended to read: 
$ 240. 611 MARKING CoNTAINERs. — In addition to the marks required bv 

s 240. 562, each container, except cases, of Ivine transferred in bond from one 
bonded Ivine cellar to another shall be plainly marl-ed "Transferred", follosved 
bv the registry number and state of the bonded premises to Ivhich the wine is 
shipped. The transfer nIarks may be abbreviated, as 'Trans. BW 100 — X. Y. " 
Containers reshipped in bond shall be marl-ed in accordance Ivith $ 240. 575. (72 
Stat. 1881; 26 U. S. C. 5868. ) 
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) 240. 616 [Amendment] 
Section 240. 616 is amended: 
1. By changing the last sentence to read: "Where there is a loss in 

transit from any shipment the consignee shall as required by $ 240. 785 
file a, claim for allowance of the loss. "; and 

2. By changing the citation to read "(72 Stat. 1881; 26 U. S. ('. 
5870) u 

Section 240. 680 is amended to read: 
I 240. 630 GENERAL. — Still wine may be removed without paymeut of tax, under 

the provisions of this Subpart, to the production facility of a distilled spirits plant 
for use as distilling material in the production of spirits. Form 703 will be pre- 
pared and handled in accordance with $rj 240. 613 through 240. 616 for all such 
removals. (72 Stat. 1380; 26 U. S. C. 5362. ) 

Section 240. 681 is amended to read: 
I 240. 631 PIPELINE To PRoDUGTIoN FAOILITY oF A DIsTILLED SPIRITB PLANT. — 

Where a bonded wine cellar and the production facilities of a distilled spirits 
plant are operated on adjacent premises, wine for use as distilling material may 
be transferred by fixed pipeline from the wine cellar to nieasuring or storage tanks 
in the plant. The quantity of distilling material may be determined at either 
the bonded wine cellar or the distilled spirits plant. Short detachable hose con- 
nections may be used between the tank and pipeline. (72 Stat. 1395; 26 U. S. C. 
5552. ) 

Section 240. 682 is amended to read: 
I 240. 632 SPECIAL NATURAL WINE. — Special natural wine may not be removed 

for use as distilling material at a distilled spirits plant for the production of 
wine spirits or brandy. (72 Stat. 1364; 26 U. S. C. 5215. ) 

) 240. 684 [Amendment] 
Section 240. 684 is amended: 
1. By changing the last sentence to read "AVhere Ii ine made with 

sugar other than the kinds, or fermented with sugar in excess of the 
quantities, authorized for a standard wine is removed for distilling 
material, the composition of the material must be marked on the 
containers and such wine may be transferred only to the production 
facilities of distilled spirits plants for the production of spirits other 
tlian wine spirits or brandy. "; and 

2. By changing the citation to read "(72 Stat. 1864, 1881; 26 U. S. C. 
5215, 5868)". 

Subpart EE consisting of sections 240. 670 through 240. 681 is 
stricken and in lieu thereof a new subpart EE consisting of $$ 240. 670 
through 240. 672 is inserted: 

WITHDRAWAL OF WINE WITHOUT PAYMENT OF TAX FOR EXPORTA- 
TION, USE ON VESSELS AND AIRCRAFT, TRANSFER TO A FOREIGN- 
TRADE ZONE, OR TRANSPORTATION TO A MANUFACTURING BONDED 
WAREHOUSE CLASPS SIX 

I 240. 670 GENERAL. — Wine may be removed fi om bonded wine cellars without 
payment of tax for exportation, for use on vessels and aircraft, for transportation 
to and rleposit in a manufacturing bonded warehouse class six, and for transfer 
to and deposit in a foreign-trade zone for exportation or for storage pending 
exportation. Such removals shall be in accordance with the procedures in Part 
252 of this chapter. (72 Stat. 1380; 26U. SC. 5362. ) 

RETURN OF WINE To BONDED STORAGE 

$240. 671 GENERAI. . — Wines which have been lawfully withdrawn without 
payment of tax under the provisions of part, 252 of this chapter may, subject to 
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the provisions of Part 252 applicable thereto, be returned to the bonded wine 
cellar from ivhich withdrawn for storage pe~ding subsequent removal for lawful 
puI7ioses. (72 Stat. 1680; 26 U. S. C. 5862. ) 

F& 240. 672 REcEIPT AlvD REcoaD OF RETUEEED lVIXE. — On return of wine to the 
bonded wine cellar under the provisions of ((240. 671 and receipt of an approved 
application therefor as provided in 26 CFP. Part 2 &', the proprietor shall record 
the receipt on the recor&ls required by this part, showing the gallonage of each 
tax classification so received and returned to storage on the bonded &vine cellar 
premises; and shall report such return in Part I of Form 702 for the month with 
an explanatory notation in Part X of Form 702. . &&kl provisions of this part ap- 
plicak&le to wine in bond on the bonded premises of a bonded wine cellar and to 
removals thereof shall be applicable to such wine returned to such bonded 
premises. (72 Stat. 1680; 26 U. S. C. 5662. ) 

Subpart FF consisting of sections 240. 600 through 240. 701 and 
Subpart GG consisting of sections 240. 710 througli 240. 715 are revoked. 

$ 240. 730 [Amendnient] 
Section 240. 780 is amendecl: 
1. By changing the first sentence to read "9'here the head of a 

family as defined in $ 240. 541& operates a bonded ivine cellar as an 
individual owner, or in partnership solely with members of such 
family, wine of his own production, not exceeding 200 gallons per 
year, may be removed without payment of tax for use of his family, 
the year to be reckoned as commencing on, July 1. "; and 

2. By changing the citation to read "(72 Stat. 1881; 26 U. S. C. 
5042) ". 
$ 240. 760 [Amendinent] 

Section 240. 760 is amended: 
1. By striking in the last sentence immediately after the ~ords 

"received on" the words "fruit distillerv" and inserting in lieu thereof 
the words "distilled spirits plant"; and 

2. By changing the citation to read "(72 Stat. 1880; 26 U. S. C. 
5861)». 

$ 240. 771 [Amendment, ] 
Section 240. 771 is amended by adding at the end thereof, a new 

sentence, as follows: ETlie assistant regional conimiissioner may grant, 
until further notice, continuing authority to convert efFervescent wine 
to still wine in amounts in excess of thirty gallons where he finds the 
revenue will not be jeopardized. " 
$ 240. 780 [Amendment] 

Section 240. 780 is amended: 
1. By changing the last sentence to read "Claim for allowance of 

losses by theft shall be filed as provided in this Subpart. . "; ancl 
2. By changing the citation to read "(72 Stat. 1881; 26 U. S. C. 

5870) ". 
$ 240. 782 [Amendment] 

Section 240. 782 is amended: 
1. By striking in the last sentence immediately after the words 

"to file" the ivords "an applica, tion" and inserting in lien thereof the 
word "claim"; and 

2. By changing the citation to read "(72 Stat. 1681; 26 U. S. C. 
5370)» 
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(5 240. 783 [Amendment] 
Section 240. 783 is amended: 
1. By striking in the fourth sentence the word "application" and 

inserting in lieu thereof the word "claim"; and 
2. By changing the citation to read "(72 Stat. 1381; 26 U. S. C. 

5370) ". 
Section 240. 785 is amended to read: 
$240. 785 LossEs IN TRANsIT. — Where the loss of wine in transit from any 

shipment in bond to another bonded wine cellar exceeds one percent (two per- 
cent on transcontinental shipments) of the quantity so shipped therein, the 
proprietor of the receiving wine cellar shall immediately notify the assistant 
regional commissioner or nearest designated internal revenue oificer. A claini 
for allowance of the entire loss shall be prepared in accordance with $ 240. 787 
and be attached to the report, Form 702, for the month in which the wine is 
received. If the loss does not exceed one percent (two percent of transconti- 
nental shipments), claim for allowance of the loss will be required if there are 
circumstances indicating that the wine lost, or any part thereof, was diverted 
to an unlawful purpose. (72 Stat. 1381; 26 U. S. C. 5870. ) 
8 240. 786 [Amendment] 

Section 240. 786 is amended: 
1. By striking in the last sentence the word "Application" and in- 

serting in lieu thereof the word "Claim"; and 
2. By changing the citation to read "(72 Stat. 1381; 26 U. S. C. 

5370) ". 
The undesignated center heading preceding f 240. 787 is amended 

to read "CLAIM FOR ALLOWANCE". 
$ 240. 787 PREPARATIoN AND SUBMIssloN. — Claim for allowance of wine re- 

ported lost shall be prepared by the proprietor or his duly authorized agent on 
Form 2685 and, except in the case of losses in transit, by fire or other casualty, 
or any other extraordinary or unusual losses, the claim shall be attached to 
and submitted with report, Form 702, for the month of June, or in the case of 
discontinuance of the premises or change in proprietorship, attached to the 
final report. Where for a valid reason the required claim cannot be submitted 
with the Form 702, a statement must be attached to the report setting forth 
the reason the claim cannot be filed at that time, and specifying when it will 
be filed with the assistant regional commissioner. (72 Stat. 1881; 26 U. S. C. 
5870. ) 

f 240. 788 [Amendment] 
Section 240. 788 is amended: 
1. By changing the headnote to read "Form 2635, Claim — Alcohol 

and Tobacco Taxes. "; 
2. By changing the erst sentence to read "Claim for allowance of 

losses of wine in bond shall be made on Form 2635, in duplicate, and 
shall set forth the following information:"; 

3. By striking in paragraphs (b), (c), and (f) the word "appli- 
cation" and inserting in lieu thereof the word "claim"; and 

4. By changing the citation to read "(72 Stat. 1381; 26 U. S. C. 
5370) ". 
$ 240. 789 [Amendment] 

Section 240. 789 is amended: 
1. By striking the word "Applications" and inserting in lieu thereof 

the word "Claims"; and 
2. By changing the citation to read "(72 Stat. 1381; 26 U. S. C. 

5370) ". 
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I) 240. 800 [Amendment] 
Section 240. 800 is amended by adding after'the last sentence ETax 

may not be refunded or credited unde7 the provisions of. this Sub- 
part in respect to tax paid on unmerchantable wine for which a claim 
has been or will be filed under Subpart 0 of Part 170 of this chapter. " 

Section 240. 806 is amended to read: 
$ 240. 806 CLAIMs FoR ALLowANGE oF CREDIT FQR TAX. — A proprietor may file 

with the assistant regional commissioner a claim, Form 268O, Claim — Alcohol and 
Tobacco Taxes, for allowance of credit for the tax paid on unn&erchantable, tax- 
paid l. nited States wine returned to bond. Such claim shall not be filed for a 
quantity on which credit of taz would be in an amount of less than $10. 00: Pro- 
Ei&(rd, That, as to any returned wine on which the 6 month period for filing a 
claim will spire, a claim for allowance of tax on a lesser quantity of v ine Inay 
be filed. Any such claim shall be submitted in triplicate and executed by the 
proprietor under penalties of perjury. The proprietor shall state in the body 
of the claim that the wine covered by the claim was returned to bond and so 
recorded on the records required by this part. A. copy of each notice filed under 
$ 240. 802, covering wine for which the claim is filed, shall be attached to the 
claim. AVhen allowance of the credit or any part thereof is made by the assistant 
regional commissioner, the proprietor shall make a proper adjusting entry and 
explanatory statement in the next subsequent wine tax return (or returns) to 
the extent necessary to exhaust the credit. (72 Stat. 1882; 26 U. S. C. 5044. ) 
( 240. 807 [Amendment] 

Section 240. 807 is amended by changing the next to last sentence 
to read "The proprietor shall state in the body of the claim that 
the Ivine covered by the claim was returned to bond and so recorded 
on the records required by this part. " 

By inserting immediately after $ 240. 808 a new section: 
$ 240. 809 INsURANcE CovERAGE. — The remission, abatement, or refund, or 

credit of, or other relief from, taxes on wine shall be allo~ed only to the eztent 
that the proprietor is not indemnified or recompensed for such taz. (72 Siat. 
1882; 26 U. S. C. 5871. ) 

$ 240. 821 [Amendment] 
Section 240. 821 is amended: 
1. By striking in the first sentence immediately after the word 

"from" the ~ords "any registered fruit distillery or internal revenue 
bonded warehouse" and inserting in lieu thereof the words "the 
bonded premises of a distilled spirits plant"; and 

2. By changing the citation to read. "(72 Stat. 1882; 26 U. S. C. 
5878) ". 

Section 240. 822 is amended to read: 
g 240. 822 AppLIGATIoN, FDR5I 2 &i. — AVhere it is desired to withdraw wine 

spirits for wine production, from the bonded premises of a distilled spirits plaut, 
application will be made by the proprietor on Form 2 &7. The proprietor shall 
specify in the application the approximate desired date of receipt of v-ine spirits 
and whether the wine spirits are to be withdra~n in packages, railroad tank 
cars, tank trucks, or by pipeline. The same application may not include wine 
spirits from more than one distilled spirits plant, nor two or more lots to be 
removed from the same bonded premises of a distilled spirits plant at different 
times, except where the bonded premises of the distilled spirits plant is adjacent 
to the bonded wine cellar, as provided in r&240. 825. (72 Stat. 1882; 26 U. S. C. 
5878. ) 

Section 240. 823 is amended to read: 
$ 240. 828 FII, ING oF Foam 257. — Application, Form 2, &7, shall be filed with the 

assistant regional commissioner or with such otficer as he may designate. The 
assistant regional commissioner will notify each desiguated internal revenue 
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officer of the amount of the proprietor's bond. He will also notify each proprietor 
concerned where Forms 2o7 are to be submitted to a designated internal revenue 
oflicer. (72 Stat. 1382; 26 U. S. C. 5373. ) 

Section 240. 824 is amended to read: 
$ 240. 824 TRANSFER OF WINE SPIRITs. — On receipt of the wine spirits at the 

bonded wine cellar they will be deposited in the wine spirits storage room or 
tank. If an internal revenue officer is not assigned to the bonded wine cellar, 
the proprietor will on receipt of the wine spirits request the assistant regional 
commissioner or designated officer to detail an oiffcer to supervise the deposit or 
immediate use, (72 Stat. 1382; 26 U. S. C. 5373. ) 

f 240. 825 [AInendment] 
Section 240. 825 is amended: 
1. By striking the words "distillery or warehouse" wherever they 

appear and inserting in lieu thereof the ~ords "distilled spirits plant"; 
and 

2. By changing the citation to read "(72 Stat. 1382; 26 U. S. C. 
7, j) 
Section 240. 826 is amended to read: 
5240. 826 IIEGEn T OF WINE SPIRITS IN PAcKAGEs. — When packages of wine 

spirits are received at the bonded wine cellar the proprietor will examine the 
packages and satisfy himself that the wine spirits are the same as described in 
Forms 2620 and 2630 (received from the distilled spirits plant) and then will 
deposit the wine spirits in the spirits storage room under the supervision of the 
internal revenue oiiicer. The proprietor, under the supervision of the officer, 
will gauge auy packages which appear to have been tampered with or from 
which wine spirits appear to have been abstracted or lost. The details of pack- 
ages so regauged will be reported on Form 2630, in quadruplicate, by the 
proprietor with a statement setting forth fully the apparent cause of the loss. 
(72 Stat. 1381, 1382; U. S. C. 5368, 5373. ) 

Section 240. 827 is amended to read: 
$240. 827 GENERAL. — Where the distilled spirits plant and the bonded wine 

cellar are located on adjacent premises wine spirits may be transferred from 
the bonded premises of the distilled spirits plant to the wine cellar by pipeline 
for immediate use in wine production, or may be transferred to wine spirits 
tanks for subsequent use. (72 Stat. 1360, 1362, 1382; 26 U. S. C. 5206, 5214, 5373. ) 

$ 240. 828 [Amendment] 
Section 240. 828 is amended: 
1. By striking the words "distillery or the warehouse" wherever 

they appear and inserting in lieu thereof the words "bonded premises 
of the distilled spirits plant"; and 

2. By changing the citation to read "(72 Stat. 1882; 26 U. S, C. 
5378) ", 

$ 240. 829 [Amendment] 
Section 240. 829 is amended: 
1. By striking the words "distillery or warehouse" v-herever they 

appear and inserting in. lieu thereof the words "bonded premises of 
the distilled. spirits plant"; and 

2. By changing the citation to read "(72 Stat. 1382; 26 U. S. C. 
5373) ". 
tI 240. 830 [Amendment] 

Section 240. 880 is amended: 
l. By changing the 6rst sentence to read "Wine spirits may be 

withdrawn in railroad tank cars (where shipping and receiving prem- 
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ises have suitable railroad siding facilities) and tank trucks, provided 
appropriate weighing tanl's or tanks suitable for measuring the spirits 
are provided in both the bonded premises of a distilled spirits Phtlit 
a»d the bonded wine cellar for gauging the wine spirits, or the wine 
spirits are transferred in accu~rately calibrated tank cars or ta»k 
trucks with calibration charts available at the distilled spirits Pht»t 
and. the wine cellar, and a wine spirits storage tank (or ta»l. -s) of 
sufhcient capacity to hold the wine spirits is provided in the wine 
cellar. "; and 

2. By changing the citation to read. "(72 Stat. 1860, 1862, 1382; 26 
U. S. C. 5206, 521, 5378) ". 

Section 240. 831 is amended to read: 
$ 240. 881 TANK CAE AND TANK TRUOIK REQUIREMENTS. — Railroad to. nl cars 

and tank trucks used to transport wine spirits for use in Ivine production must 
be constructed, marl-ed, filled, labeled, aud inspected, in the manner required by 
regulations in Part 201 of Title 26 of the Code of Federal Regulations. (72 Stat. 
1860, 1M2; 26 U. S. C. 5206, )214. ) 

$ 240. 832 [Anlendme»t] 
Section 240. 882 is amended: 
1. By changing the fourth sentence to read "In any case ~here a 
ume au e Is made, the actual measurements of the spi 

the gauging tank, tank car, or tank truck, and the temperature of the 
spirits, shall be recorded on Form 2620. "; 

2. By striking in the last sentence the Ivords "distillery or ware- 
house" and inseI ting in lieu thereof the words "distilled spirits plant"; 
and 

3. By changing the citation to read "(72 Stat. 1360, 1362, 13S1; 26 
U. S. C. 5206, 5214, 5866) ". 

Section 240, 883 is amended to read: 
$ 240. 868 REPoRT oF GAUGE AT OVINE CELLAR. — The proprietor Ivill prepare 

a report of his gauge on ForuI 2629, in quadruplicate, of the Ivine spirits received 
by tanl- car or tank trucl', and Ivill attach a copy of the forID to each copy of 
Form 2629 received frouI the distilled spirits plant. If there is a loss in escess 
of oue percent the proprietor will submit a report to the internal revenue officer 
supervising the receipt, stating the apparent cause of the loss aml all circum- 
stances having a bearing thereon. (72 Stat. 1860, 1862; 26 U. S. C. 5206, 5214. ) 

Section 240. 834 is amended to read: 
$ 240. 864 DIsposITIoÃ oE FDRM 2629. — lVheu the wine spirits have been 

deposited in the wine spirits storage room or storage tanl-, or run directlv into 
a Ivine spirits addition tanl. -, the proprietor will acknowledge receipt of the wine 
spirits ou each copy of Form 2629, forward promptly one copy, with Form 2680, 
if any, to the assistant regional commissioner, and retain the renIaining copy 
as a part of the bonded wiue cellar records. (72 Stat. 1681; 26 U. S. C. 5868. ) 

( 240. 836 [Amendme»t] 
Section 240. 836 is amended: 
1, By changing the headnote to read "0'ithdrawal from distilled 

spr its plant. "; 
2. By changing the third sentence to read "Such. Ivine spirits shall 

be received by the proprietor and placed under his lock in a secure 
room or locker on the bonded premises, and he shall acknowledge 
receipt of such Ivinc spirits on Form 2620. "; and 

8. By changing the citation to read "(72 Stat, 1381, 1383; 26 U. S. C. 
5373, 5882) ". 
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$ 240. 837 [Amendment] 
Section 240. 837 is amended: 
1. By striking the number "1520" wherever it appears and inserting 

in lieu thereof the number "2630"; and 
2. By changing the citation to read "(72 Stat 1382' 1383 i 26 U S, C. 

5373, 5382)". 

f 240. 838 [Amendment] 
Section 240. 838 is amended: 
1. By changing the last sentence to read "All spirits produced at 

the same production facility of a distilled spirits plant on the same day, 
if received in the same shipment, will be considered as constituting a 
lot of spirits, "; and 

2. By changing the citation to read "(72 Stat. 1382; 26 U. S. C. 
5373) ". 
f 240. 855 [Amendment] 

Section 240. 855 is amended: 
1. By changing the first sentence to read "Where any loss by theft 

occurs, claim for remission of tax on Form 2635, Claim — Alcohol and 
Tobacco Taxes, shall be made by the proprietor. "; and 

2. By changing the citation to read "(72 Stat. 1381; 26 U. S. C. 
5370) 

f 240. 857 [Amendment] 
Section 240. 857 is amended: 
1. By changing the headnote to read "Form 2635, Claim — Alcohol 

and Tobacco Taxes. "; 
2. By changing the first sentence to read "Claim for remission of tax 

shall be inade on Form 2635 and shall set forth the following 
information:"; 

3. By striking in paragraph (a) the word "Distillery" and inserting 
in lieu thereof the words "distilled spirits plant"; 

4. By striking in paragraph ( f ) the words "distiller, warehouse- 
man" and inserting in lieu thereof the words "proprietor of a distilled 
spirits plant"; 

5. By changing the next to last sentence to read "The claim will be 
executed by the proprietor or his authorized agent under penalties of 
perjury. "; 

6. By striking the last sentence in its entirety; and 
7. By changing the citation to read "(68A Stat. 649; 72 Stat, 1323& 

26 U. S. C. 6065, 5008) ". 
Section 240. 870 is amended to read: 
f 240. 870 GENER&L. — Wine spirits withdrawn by the proprietor of a bonded 

wine cellar and not used in wine production may be disposed of by transfer 
to the bonded premises of a distilled spirits plant or another bonded wine cellar, 
or by taxpayment and removal to a person authorized to receive such spirits, 
or may be voluntarily destroyed without payment of tax as authorized in 
$ 240. 874: provided, That packages from which a portion of the contents have 
been used may not be transferred to the bonded premises of a distilled spirits 
plant. (72 Stat, 1323, 1382; 20 U. S. C. 5011, 5373. ) 
$ 240. 871 [Amendment] 

Section 240. 871 is amended: 
1. By striking in the first sentence immediately after the ~ords 

"ivine spirits to" the words "an internal revenue bonded warehousen 
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and inserting the words "the bonded premises of a distilled spirits 
plant"; 

2. By striking in the last sentence immediately after the words 
"number of the" the word "distiller" and inserting in lieu thereof the 
words "distilled spirits plant. "; and 

8. By changing the citation to read "(72 Stat. 1882; 26 U. S. C. 
5878) ". 

Section 240. 872 is amended to read: 
$ 240. 872 TRANsFER To A DIsTILLED SPIRIT8 PLANT oR WINE CELLAR. — When 

it is desired to transfer wine spirits to the bonded premises of a distilled spirits 
plant or to a bonded wine cellar the application shall specify the name, number 
and location of such premises, and the means or containers by or in which it is 
proposed to transfer the wine spirits thereto. The application shall also specify 
whether the proprietor of the designated distilled spirits plant or wine cellar 
has agreed to receive the wine spirits and file consent of surety on his bond, 
extending the terms of the bond to cover transfer to his premises and storage 
thereat. (72 Stat. 1382; 20 U. S. C. 5878. ) 

$ 240. 874 I Amendment] 
Section 240. 874 is amended: 
1. By striking in the third sentence immediately after the words 

"bonded wine cellar or" the words "internal revenue bonded ware- 
house" and inserting in lieu thereof the words "bonded premises of a 
distilled spirits plant"; and 

2. By changing the citation to read "(72 Stat. 1882; 26 U. S. C. 
5878) ". 
$ 240. 900 [Amendment] 

Section 240. 000 is amended: 
1. By changing the first sentence to read "The proprietor of each 

bonded wine cellar shall prepare at the close of each month Form 
702, in duplicate, verified and executed under penalties of perjury 
and, on or before the tenth day of the succeeding month, will forward 
the original of the report to the assistant, regional commissioner. "; 
and 

2. By changing the citation to read "(72 Stat. 1881; 26 U. S. C. 
5867). )' 

Section 240. 001 is amended to read: 
)240. 901 FOR&I 2050. — The proprietor of every bonded wine cellar removing 

wine subject to tax will prepare Form 2050, in quadruplicate, showing thereon 
the number of gallons of wine of each tax class so removed during the period 
covered by the return, the amount of tax due by tax class, and the total tax 
due. There shall also be shown any increases or decreases in tax due to errors 
in previous returns, Form 2050, or credit under the provisions of Subpart 00 for 
unmerchantable wines returned to bond, or credit under the provisions of 
Part 252 of this chapter where such a credit is authorized by the assistant 
regional commissioner on Form 2089, and credit for the prepayment of tax as 
shown on Form 2052. Form 2050 will be serially numbered by the proprietor, 
commencing with "1" on January 1 of each year. Form 2050 shall be executed 
by the proprietor under penalties of perjury. The original and two copies of 
the Form 20o0 shall be filed with the district director as provided in $ 240. 591, 
and at the same time, a copy shall be forwarded to the assistant regional 
commissioner. 

Section 240. 902 is amended to read: 
$240. 902 FORM 2052. — When the proprietor is required to prepay tax, as 

provided in ($240. 594 and 240. 595, he shall first prepare Form 2052, in quad- 
ruplicate, covering a specific quantity of wine to be removed on that day. 
The original and two copies of Form 2052 shall be delivered to the district 

685726' — 61 66 
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director of internal revenue or deposited in the United States mail properly 
addressed to him, together Ivith a remittance as provided in ) 240. 594, prior to 
removal of the wine. Xt the same time a copy shall be forwarded to the 
assistant regional commissioner, Form 2052 will be serially numbered by the 
proprietor, commencing v ith "1" on January 1 of each year. Form 2052 shall 
be executed bv the proprietor under penalties of perjury. Credit for the amount 
prepaid on Form 2052 will be taken on the tax return, Form 2050, covering all 
removals for consumption or sale for the period covered by the return. 

Section 240. 904 is amended to read: 
$ 240. 904 FOR&Is 27 D 2629, AND 2680. — The proprietor of every bonded wine 

cellar using wine spirits in the productiou of Ivine shall prepare Forms 275 
and 2629, (and also Form 2680 if the wine spirits are in packages) at the time 
wine spirits are gauged aml added to wine, as prescribed in )$240. 876 and 
240. 879. (72 Stat. 1881; 26 I'. . S. C. 5867. ) 

$ 240. 906 [Amendment] 
Section 240. 906 is aniended: 
1. By inserting. in the last sentence immediately after the word 

"sugar" the words "or ameliorating material"; and 
2. By clianging tlie citation to read "(72 Stat. 1881; 26 U. S. C. 

5O67". 

Section 240. 912 is amended to read: 
) 240. 912 FOR&I 2621, REcoRD oF BDTTIED WIRE. — Bach proprietor who bottles 

wine or receives bottled wine, in bond, shall keep Form 2621, record of bottled 
wine, showing the gallons of wine bottled, the gallons of bottled wine received 
iu bond, and the gallons of bottled wine removed each day. (72 Stat. 1881; 
26 U. S. C. 5867. ) 

~g 240. 918 [Amendment] 
Section 240. 918 is amended: 
1. By striking in the first sentence immediately after the words 

"treatment of wine" the words "as authorized in this part, "; 
2. By changing the last sentence to read "Record of use of all 

chemicals except filter aids, inert fining agents, sulphur dioxide coni- 
pounds, oxygen, and the acids listed in $ 240. 917, shall be maintained, 
showing the kind, quantity, and date of use, and 1-ind and quantity 
of wine in which used. "; and 

8. By changing the citation to read "72 Stat. 1881; 26 U. S. C. 
5367) ". 

Section 240. 919 is amended to rea, d: 
f 240. 919 REcoRD oF lVIKE BAKED. — lvhere uiue is bal-ed on bonded wine 

cellar premises, any claim for allowance of losses due to such baking shall 
be supported by a complete aud up-to-date record maintained by the claimant 
shoiving (a) the serial number of each tanl-, (b) date Ivine is placed in the 
tank, (c) quantity and alcohol content of the wine, (d) date baking com- 
menced, (e) date bakiug coinpleted, (f) date wine removed from tanl-, and 
(g) quantity of wine removed and alcohol content thereof. In case wine is baked in barrels or puncheons, the record mav be Inaintained on the basis of 
groups of such containers filled at one time, rather than for each individual container. (72 Stat. 1881; 26 U. S. C. 5867, ) 
$ 240. 920 [Amendment] 

Section 240, 902 is amended: 
1. By changing tile second sentence to read "The record shall show 

the date of removal, the name and address of the person to whom 
shipped, the kind (class and type) and quantity of' wine, alcohol 
content (taxable grade), and serial numbers of containers other than 
cases: Provided, That if the wine is not sold for resale or shipped for 
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sale the name and address of the person to whom sold or shipped 
may be omitted from the record. "; and 

2. By changing the citation to rend "(72 Stat. 1381; 26 U. S. C. 
%67) ". 

Section 240. M1 is amended to read: 
$ 240. 021 TxxPwiD Roost REcoans. — Where a taxpaid room has been provided 

in accordance with f 240. 145, or is Iuaintained off the bonded preinises, the 
proprietor shall maintain records at such taxpaid room. Such records shall 
shotv, as to all wine received, the date of receipt, the quantities, kind, and 
alcohol content (taxable grade) of the wine. Also, such records shall show, 
as to all wine sold for resale or shipped for sale at another location, the date 
of removal, the quantities, kind, and alcohol content (taxable grade) of the 
wine, and the names and addresses of the consignees. The required record 
shall consist of (1) copies of invoices, or other commercial papers if the 
invoices or other cotnmercial papers contain all of the required information or 
(2) a book record containing all of the required information. A daily record 
shall also be kept of the total gallons of wine of each tax class removed, and 
not required to be recorded in the detailed removal record prescribed in this 
section. Removals from the taxpaid room of packages of bottles containing 
two gallons or less need not be serially numbered or marked in accordance with 
$$ 240. 561 and 240. 562. (72 Stat. 1381; 26 U. S. C. 5367. ) 
The following new subparts, Subpart YY and Subpart ZZ, are added 
immediately following $ 240. 1020: 

Subpart YY. — Withdrawal of Distillates Containing Aldehydes 
Section 
240. 1041 Who may withdraw, 
240. 1042 Application, Form 257. 
240. 1043 Receipt and deposit of distillates containing aldehydes. 
240. 1044 Other provisions applicable. 

$240. 1041 WHO lti&Y WITHDE+w. — The proprietor of a bonded wine cellar 
may, as provided in this part, tvithdraw, without payment of tax, distillates con- 
taining aldehydes, for use in the fermentation of wine Ivhich is to be used as 
distilling material. Such withdrawals may be made only from an adjacent 
distilled spirits plant. Application for withdrawal of distillates containing 
aldehydes will not be approved unless facilities for the receipt, storage, and use 
of such distillates have been approved by the assistant regional commissioner. 
A proprietor of a bonded wine cellar who is operating under bond, Form 700, and 
who intends to receive and use distillates containing aldehydes, shall furnish a 
consent of surety, Form 1533, which consent shall contain the following statement 
of purpose: 

"To extend the terms and conditions of said bond to cover payment of all 
taxes imposed by law now or hereinafter in force (plus penalties, if any, and 
interest) for which the principal may become liable on all distillates con- 
taining aldehydes removed from the bonded premises of a distilled spirits 
plant to his bonded wine cellar. " 

Such facilities may include short detachable hose connections between pipelines 
and tanks on the bonded wine cellar premises. The proprietor shall notify the 
assistant regional commissioner, or officer designated by him, sufficiently in 
advance of withdrawals so that an internal revenue officer may be designated to 
supervise the receipt of the distillates at the wine cellar. (72 Stat. 1382; 26 
U. S. C. 5373. ) 

$240. 1042 APPLIcxTION, Fosxi 257. — A proprietor who intends to withdraIv 
distillates containing aldehydes will make application on Form 257. The pro- 
prietor shall specify in the application the approximate desired date of receipt 
of the distillates and the method of conveyance, such as pipeline or packages. 
The same application may not include distillates from more than one distilled 
spirits plant. (72 Stat. 1382; 26 U. S. C. 5373. ) 

$ 240. 1043 RECEIPT AND DEPOSIT OF DISTILLATES CONTAINING ALDEHYDES. — 
Distillates containing aldehydes which are received at the bonded wine cellar 
(if not immediately used) shall be placed under the proprietor's lock in a secure 
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room or tank on the bonded premises. Distillates containing aldehydes shall 
not be mingled with wine spirits. If such distillates contain less than one tenth 
of one percent of aldehydes, they shall be subject to such additional conditions 
relating to the receipt, storage, and use as the assistant regional commissioner 
shall require to assure that such distillates will be properly used and accounted 
for. (72 Stat. 1382; 26 U. S. C. 5373. ) 

$ 240. 1044 OTHER PRovIBIoN8 APPLIGABLE. — The provisions of Subpart pp 
relative to the filing, execution, and disposition of Form 257, bond coverage, 
withdrawals (including monthly withdrawals), in package, tank cars, tank 
trucks, and by pipeline, and the transfer, receipt, deposit in wine spirits addition 
tanks or stored on bonded wine cellar premises, and records and supervision 
(including waiver of supervision), in respect of wine spirits, shall, subject to 
the provisions of this subpart, be applicable in respect of distillates to be de- 
posited in fermenters or stored on bonded wine cellar premises, as the case may 
be, for use under the provisions of this part. 

Subpart ZZ. — Materials Authorized for Treatment of Wine 
Section 
240. 1051 Materials authorized for treatment of wine. 
240. 1052 Notice. 

tj 240. 1051 MATERIALs AUTHCRIzED FoR TREATMENT oF WINE. — The following 
materials are approved, as being consistent with good commercial practice, for 
use by proprietors of bonded wine cellars in the production, cellar treatment, or 
finishing of wine (including distilling material), Ivithin the general limitations of 
g 240. 524, or the specific limitations sho~n in the table, or given in the sections 
referred to: 

M aterials Use Reference or limitation 

Actiferm (Roviferm) 
Activated carbon 

Aferrin 

Anion Exchange Resins: 
Amberlite IR — 45 
Duolite A-7 

(Tsrtex 180). 
Duolite A — 30 

(Tartex 181). 
SAF. 

Fermentation adjunct 
To assist precipitation 

during fermentation. 
To clarify and purify 

vine. 
To remove excess color 

in vr hite wine. 
To reduce trace metals 

from wine. 

To reduce the natural 
acidity of wine. 

2 pounds per 1, 000 gallons. 
fj ) 240. 361, 240. 366, 240. 401, 

240. 405 
fj 240. 524 

tj 240. 527 

No insoluble or soluble resi- 
due in excess of one part 
per million may remain in 
the finished wine, and the 
basic character of the 
wine may not be changed 
by such treatment. 
fj 240. 524 

May be used in a continuous 
column process for reduc- 
ing the natural acidity of 
wine provided the resins 
are essentially in the hy- 
droxyl (OH) state; the 
inorganic anion content of 
the wine is not increased 
more than 10 mg. per liter 
(10 parts per million) 
calculated as chlorine, sul- 
fur, phosphorous, etc. ; the 
treatment does not remove 
color in excess of that 
normally contained in the 
wine; and the basic char- 
acter of the vrine is not 
altered. Further, the nat- 
ural or fixed acids may 
not be reduced below flve 
parts per 1, 000. 
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Materials Use fteference or limitation 

Duolite A — 6 

A1VIA Special Gelatine 
Solut, ion. 

Antifoam "A" 
Antifoam AF Emulsion. 
Ascorbic acid 
Iso-ascorbic acid. 

Bentonite (Wyoming 
clay). 

Bentonite slurry 

Calcium carbonate 

Calcium sulphate (gyp- 
surn). 

Carbon 

Carbon Dioxide, COs 

Casein 

Treatment of white 
wines. 

To clarify wine. 

To reduce the foam in 
fermenters. 

To prevent darkening 
of color and deteri- 
oration in flavor of 
wines and wine ma- 
terials, and the over 
oxidation of ver- 
mouth and other 
wines. 

To clarify wine 

To clarify wine 

To reduce the excess 
natural acids in high 
acid wine. 

Production of Spanish 
type or Flor Sherry 
wine. 

To clarify and purify 
wine. 

To stabilize and pre- 
serve. 

To clarify wine 

Restrictions (above) imposed 
on use of other approved 
anion exchange resins ap- 
plicable. 

May be added to fruit, 
grapes, berries, and other 
materials used in wine 
production, to the juice of 
such materials, or to the 
wine, within limitations 
which do not alter the class 
or type of the wine. Its 
use need not be shown on 
labels. 

$ 240. 524 

One pound of Bentonite to 
not more than two gallons 
of water. Total quantity 
of water not to exceed 1% 
of volume of wine treated. 

$ 240. 524 
The natural or flxed acids 

may not be reduced below 
flve parts per 1, 000. 

$ 240. 385 
Finished wine may contain 

no more than 2 grams of 
gypsum per 1000 ml. of 
wine. 

$ 240. 524 

II( 240. 531 through 240. 535 

Il 240. 524 
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M at eri ale Use Reference or limitation 

Cation Exchange 
Resins: 

Amberlite IR — 120- 
H. 

Amberlite IR — 120 
Duolite C — 8 Na 

(Tartex 160) 
Duolite C-20 Na 

(Tartex 161). 
Duolite C — 25 Na 

(Tartex 162). 
Permutit Q. 
Permutit Q Spec 157. 
SAF. 

Citric acid 

ufex C 

Duolite C — 8 (Tartex 
160). 

Eggs (albumen or yolks) 
Gelatin 
Glycine (amino acetic 

acid). 
Granular cork 

Gum arabic 

Gypsum (See calcium 
sulphate). 

Isinglass 
Malic acid 

Mineral oil 

To stabilize wines 

To exchange sodium 
ions for undesirable 
metallic ions. 

To increase the acidity 
of wine. 

To stabilize grape wine. 
To remove trace metals 

from wine. 

To stabilize table wines 

To clarify wine 
To clarify wine 
Yeast food in fermen- 

tation of wines. 
To treat wines stored 

in redwood and con- 
crete tanks. 

To clarify and stabilize 
tvine. 

To clarify wine 
To increase acidity of 

wine. 
On surface of wine in 

storage tanks to pre- 
vent the access of air 
to the wine. 

May be used in a continuous 
column process. The 
resin must be essentially 
in the sodium state so that 
certain of the metallic 
elements in the wine will 
be replaced with sodium 
ions. After regeneration 
and before reuse the resin 
must again be essentially 
in the sodium state. The 
overall change in the pH 
of the wine before and 
after treatment shall not 
be greater than 0. 2 pH 
Units. The wine water 
eluate from the column 
during the "sweetening 
on" process of any wine 
contained in the wash 
water during the "sweet- 
ened off" process should 
be discarded or used solely 
for distilling material. 

f$ 240. 864& 240. 404. 

t7 f 240. 526, 240. 589. 
No insoluble or soluble resi- 

due in excess of one part 
per million may remain in 
the finished wine, and the 
basic character of the wine 
may not be changed by 
such treatment. 

May be used in a batch proc- 
ess employing no more 
than 4 pounds per 100 gal- 
lons of wine. 

ti 240. 524. 
$ 240. 524. 
Not more than 2 pounds per 

1, 000 gallons of wine. 
Not more than 10 pounds per 

1, 000 gallons of wine. 

2 pounds per 1, 000 gallons of 
wine. t7 240. 524. 

$ 240. 524. 
f7' 240. 864, 240. 404 

None of the oil may remain 
in the finished wine when 
marketed. 
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Materials Use Reference or limitation 

Nitrogen gas 

Non-Ionic and Con- 
ditioning Resins: 

Duolite S-30 
(Tartex 260) 

Duolite A-7 
Duolite A-30 
Amberlite IRA-401 
Amberlite IRA- 

401-S 

Oak chips (uncharred 
and untreated). 

Oak chips (charred) 

To maintain pressure 
during filtering and 
bottling of sparkling 
wine. To prevent 
oxidation of wine. 

For removing excessive 
oxidized color, for- 
eign flavors and 
odors, and for stabil- 
izing wines by the 
removal of heavy 
molecules and pro- 
teinaceous material. 

To treat wines 

To treat Spanish type 
blending Sherry. 

May not be contained in 
sparkling or still wine. 

5Iay be used in a continuous 
column process after suit- 
able conditioning and/or 
regeneration. Condition- 
ing agents and regenerants 
consisting of fruit acids 
common to the wine, and 
inorganic acids and bases 
may be employed pro- 
vided the conditioned or 
regenerated resin is rinsed 
with ion-free water until 
the pH of the effluent 
water is the same as that 
of the influent water. 
(Water equal in quality to 
water obtained by distilla- 
tion will be considered to 
be ion-free water. ) Tar- 
taric acid may not be used 
as a conditioning agent 
when the resin is to be 
used in treating wines 
other than grape. The 
inorganic anions or cations 
may not be increased more 
than 10 mg. per liter; 
color may not be removed 
in excess of that normally 
contained in the wine; 
the overall change in the 
pH of the wine before 
and after treatment shall 
not be greater than 0. 2 
pH units per; nor the 
acidity more than 0. 5 
grams per liter; and the 
basic character of the wine 
may not be altered. 

$ 240. 524. 

The finished product, after 
addition of oak chips must 
have the flavor and color 
of Spanish Type Blending 
Sherry commonly ob- 
tained by storage of sherry 
wine in properly treated 
used charred oak whisky 
barrels. 
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Materials T'se Reference or limitation 

xygen 0 

Pectolytic Enzymes: 
Pectinol 59L 

Klerzyme 

Pectinol 100D 
Pectinol 10M 
Pectinol R10 

Pectinase Concentrate 
Pectinol A 
Pectinol M 
Pectinol 0 
Pectinase Regular 
Pectinase D Regular 
Pectolase 
Phosphates 

Potassium metabisul- 
phite. 

Potassium salt of sorbic 
acid. 

Protovac PV — 7916 
Sparkaloid No. 1 
Sparkaloid No. 2 
Sodium bisulfite 

Sodium carbonate 

Sodium caseinate 
Sodium metabisulphite 

Sodium salt of sorbic 
acid, 

Sorbic acid 

In baking or maturing 
wine. 

To clarify wine 

To clarify wine 

To clarify wine 

To clarify wine 

To start secondary fer- 
mentation in manu- 
facturing champagne 
and sparkling wines. 

Sterilizing and preserv- 
ing wine. 

As a sterilizing and pre- 
servative agent and 
to inhibit mold 
growth and second- 
ary fermentations. 

To clarify wine 

As a sterilizing or pre- 
serving agent. 

To reduce excess nat- 
ural acidity in wine. 

To clarify wine 
Sterilizing and preserv- 

ing wine. 
As a sterilizing and pre- 

servative agent and 
to inhibit mold 
growth and second- 
ary fermentations. 

As a, sterilizing and pre- 
servative agent and 
to inhibit mold 
growth and second- 
ary fermentations. 

May be used provided it does 
not cause changes in the 
wine other than those 
occurring during the usual 
storage in wooden cooper- 
age over a period of time. 
Application must be filed. 

0. 3 pounds per 1, 000 gallons 
of wine. 

One half pound per 1, 000 
gallons of wine. 

1 pound per 1, 000 gallons of 
wine. 

10 pounds per 1, 000 gallons 
of wine. 

Small quantity only may be 
used. (The use of am- 
monium phosphate, am- 
monium sulphate or potas- 
sium acid phosphate as 
yeast food in the produc- 
tion of still vine is not 
permitted. ) 

The sulphur content of the 
finished wine shall not ex- 
ceed the limits prescribed 
in Part 4, Title 27, CFR. 

Not more than 0. 1% of 
sorbic acid or salts thereof 
may be used in wine or in 
materials for the produc- 
tion of wine. 

Two pounds to 1, 000 gallons 
of wine. 

$ 240. 528 

Natural or fixed acids not to 
be reduced below five 
parts per thousand. 
$ 240. 523 

$ 240. 523 
$ 240. 523 

Not more than 0. 1% of the 
sorbic acid or salts thereof 
may be used in wine or in 
materials for the produc- 
tion of wine. 

Not more than 0. 1% of the 
sorbic acid or salts thereof 
may be used in wine or in 
materials for the produc- 
tion of wine. 
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Materials Use Reference or limitation 

Sulphur dioxide 

Sulphuric acid 

Tannin 

Tartaric acid 

Urea 

Wine clarifier (contain- 
ing pure U. S. P. agar 
agar and standard 
supercel) . 

Sterilizing and preserv- 
ing wine. 

To effect a favorable 
yeast development 
in distilling material. 

Clarifying grape wine 

To increase acidity of 
grape wine. 

To facilitate fermen- 
tation of wine. 

To clarify wine 

ib 240. 523 

CI 240. 486 

When fining agents, such as 
gelatin and isinglass, which 
require the presence of a 
certain amount of tannin 
in grape vine in order to 
work efi'ectively, are used 
for clarification of grape 
wine, and the wine to be 
clarified does not contain 
sufficient tannin to permit 
the fining agents to pre- 
cipitate completely, a 
small amount of tannin 
may be added to the grape 
wine for the purpose of 
assisting the fining agents. 
Tannin may also be added 
to grape wine after clari- 
fication to the extent nec- 
essary to raise the tannin 
content of the wine to that 
normally contained there- 
in: Provided, That white 
wines in which tannin is 
used shall not contain 
more than 0. 08 gram of 
tannin per 100 ml. after 
clarification, and red grape 
wine in which tannin is 
used shall not contain 
more than 0. 3 gram of 
tannin per 100 ml. after 
clarification, unless the as- 
sistant regional commis- 
sioner authorizes a higher 
tannin content, pursuant 
to a showing of necessity 
therefor. Only tannin of 
a yellowish white or very 
light brown color, which 
does not color the wine, 
may be used in the 
cellar treatment of wine. 
The records required by 
Ib 240. 918 will be kept 
covering the use of tannin. 

$ 240. 364 

Not more than 2 pounds per 
1, 000 gallons of wine. 

2 pounds per 1, 000 gallons 
of wine. 

(72 Stat. 1383; 26 U. S, C. 5382. ) 
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11 240. 1. 052 NoTrcE. — If the proprietor desires to use materials or methods not 
specifically authorised in f 240. 1051 or elsewhere in this part, be must file notice, 
in triplicate, with the assistant regional commissioner. The notice will show 
the name and description of' the inaterial or method, the purpose, the manner 
and the extent to which it is to be used, together with any pertinent information 
in regard to tbe material or method. A sample of the material, if requested bv 
the assistant regional commissioner, will be forwarded. There may be forwarded 
u ith the notice any data or v ritten statements tending to show that the proposed 
use of the material or method is a cellar treatment consistent with good com- 
niercial practice. If the assistant regional commissioner has been advised by 
the Director, Alcohol and Tobacco Tax Division, that the use of the method or 
material is approved, he vill so inform the proprietor and state limitations, if 
any, which must be observed. However, if the assistant regional commissioner 
has not been so advised, he ivill forward the notice, with pertinent data, to the 
Director, Alcohol and Tobacco Tax Division for a decision regarding the use of 
the method or material. The proprietor should not use the proposed method or 
material until receipt of advice that the Director, Alcohol and Tobacco Tax 
Division has found its use not to be contrary to the provisions of this part. 
172 Stat. 1888; 20 II. S. C. 5882. ) 

Because this Treasury Decision is a part of an integrated recodi- 
hcation program under Chapter 51, I. R. C. , and in order that the entire 
program may be eRective on July 1, 1960, it is found that it is contrary 
to the public interest to issue this Treasury decision subject to the 
eRective date limitation of section 4(c) of the Administrative Pro- 
cedure Act (60 Stat. 268; 5 U, S. C. 1008). Accordingly, this Treasury 
decision slrall become eRective on July 1, 1960. 

(This Treasury Decision is issued under authority contained in sec- 
tion 7805 of the Interlral Revenue Code of 1954. (68A Stat. 917; 26 
U. S. C. 7805. ) ) 

'O'Ir, z, lair II. Loxu, 
Acting Comm& 8ioner of Interna/ Eei, enue. 

Approved June 24, 1960. 
FRED C. SCRIBBLER, JR. 

& 

ricting 8ecretory of the Trensury. 
(I&'ile&1 by the Division of tbe I'ederal Register on June 80, 1000, 8:-45& a. m. , and 

published in the issue of the Federal Register for July 1, 1000, 25 F. R. 6184) 

26 CFR 240. 591: Time for payment of tax. 
Provisions for the payment of the tax on wine under the semi- 

monthly return system, eRective July 1, 1960. See T. D. 6475, page 526. 

26 CFR 245. 117a: Semimonthly return. 
Provisions for the payment, of the tax on beer under the semi- 

monthly return system. See T. D. 647oo, page 517. 
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PART II. — OCCUPATIONAL TAX 

Subpart A. — Rectifier 

f$ 5121. 

SECTION 5081. — IMPOSITION AND RATE OF TAX 

26 CFR 170. 618: Sale of products for beverage use; 
special tax. 

Conditions under which lial&ility for special tax is incurred by the 
producer or vendor of products containing distilled spirits or wines 
declared unfit for beverage use. See T. D. 6484, page 512. 

Subpart D. — Wholesale Dealers 

SECTION 5112. — DEI INITIONS 

26 CFR 104. 24: Wholesale dealer in. liquor. 

Circumst;tnces under which ship chandler must secure basic per- 
i»its. See Rev. Rul. 60 — 200, page 610. 

Subpart E. — Retail Dealers 

SECTION 5121. — IMPOSITION A. ND RATE OF TAX 

26 CFR 194. 46: Sale by agencies and Rev. Rul. 60 — 264 
instrumentalities of the United States. 

Section 5121(a) of the Internal Revenue Code of 1954 provides 
that every retail dealer in liquors shall pay a special tax. Section 
194. 84 of the Liquor Dealers Regulations (1960 edition) provides 
that unless specifically exempted by law, a. ny agency or instrumentality 
of the United States, including post exchanges, ship's stores, ship' s 
service stores, and commissaries, or any canteen, club, mess, or simi- 
lar organization operated under regulations of any such a~gency or 
instrumentality, which sells or OA'ers for sale, distilled spirits, wines, 
or beer shall pay a special tax as a dealer in liquors or a dealer in 
beer, as the case may be, for carrying on such business. Held, an 
organization such as a Noncommissioned OScers' Open Mess is a 
separate entity from that of an Officers' Open Mess. Therefore, a 
Noncommissioned OKcers' Open Mess which sells liquor at retail, 
as well as an Overs' Open Mess, must pay a special tax as a, liquor 
dealer. Ho~ever, each separate entity may sell at as many locations 
as desired on the reservation without incurring additional special tax. 
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SECTION 5122. — DEFINITIONS 

Rev. Rul. 60 — 854 26 CFR, 1M. 60: Restaurants serving 
liquor with meals. 

Section 104. 80 of the Liquor Dealers Regulations provides that 
proprietors of restaur;ints and other persons who serve liquors with 
meals to customers, though no separate or specific charge for the 
liquors is made, are required to pay the special tax. Held, a person 
who sells co8ee, tea or other beverage with distilled spirits added is 
liable for the special tax as a retail liquor dealer whether or not such 
coQ'ee, tea or other beverage is served ~ ith meals. 

Subpart F. — Noubeverase Domestic Drawbacit Claimants 

SECTION 5181. — ELIGIBILITY AND RATE OF TAX 

Rev. Rul. 60 — 861 

Distilled spirits produced in Puerto Rico which are withdrawn 
taxpaid and shipped to the United States for use in the manufacture 
of food products are not eligible for drawback of tax under section 
5181 of the Internal Revenue Code of 1054. 

Advice has been requested whether distilled spirits produced in 
Puerto Rico which are withdrawn taxpaid and shipped to the United 
States are eligible for drawback of tax under section 5181 of the In- 
ternal Revenue Code of 1954, ithen used in the manufacture of food 
products. 

Section 5131(a) of the Code provides as follows: 
Zr. zorsiLrrx FoR DR&wmcK. — Any person using distilled spirits produced in 

a domestic registered distillery or industrial alcohol plant and withdrawn from 
bond, or using distilled spirits withdrav n from the bonded premises of a dis- 
tilled spirits plant, on which the tax has been determined, in the manufacture 
or production of medicines, medicinal preparations, food products, favors, or 
fiavoring extracts, which are unfit for beverage purposes, on payment of a 
special tax per annum, shall be eligible for drawbacl- at the time when such dis- 
tilled spirits are used in the manufacture of such products as provided for in 
this subpart. 

Distilled spirits produced in Puerto Rico and brought into the 
United States are not produced in a domestic registered distillery or 
industrial alcohol plant or withdrawn from a distilled spirits plant 
as these terms are used in section 5131(a) of the Code. The tax 
imposed on such distilled spirits is not the internal revenue tax to 
ivhich the drawback law applies, but, an equivalent tax which under 
section 7659 of the Code, is covered into the Treasury of Puerto Rico. , 

Accordingly, distilled spirits produced in Puerto Rico which are 
withdrawn taxpaid and shipped to the United States are not eligible 
for drawback of tax under section 5181 of the Code. 
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SUBCHAPTER B. — QUALIFICATION REQUIREMENTS FOR DISTILLED 
SPIRITS PLANTS 

SECTION 5178. — PREMISES OF DISTILLED SPIRITS 
PLANTS 

26 CFR 201. 62: Alternate methods or 
procedures; and emergency variations 
from requirements. 

The business of a wholesale liquor dealer conducted on general 
premises of a distilled spirits plant. See Rev. Rul. 60 — 883, below. 

Rev. Rul. 60 — 386 26 CFR 201. 67: Other business. 
(Also 201. 62, 201. 78. ) 

Section 201. 67 of the Distilled Spirits Plants Regulations provides, 
in part, , that the Director of the Alcohol and Tob~acco Tax Division 
of the Internal Revenue Service may authorize the carrying on of 
such other businesses on premises of pla»ts as he find~s will not 
jeopardize the revenue, hinder efFective administraiion of the Distilled 
Spirits Plants Regulations, or be contrary to law. Such authoriza- 
tion shall designate the premises (i. e. , bonded, bottling, or general) 
on which such other business is authorized to be conducted. Held. 
the proprietor of a distilled spirits plant may conduct the business of 
a wholesale liquor dealer on the "general" premises of such plants as 
"other business" under section 201. 67 of the regul, tions. Applica- 
tions for permission to conduct this type of business on the "general' 
premises of a distilled spirits plants by the proprietor of such plant 
may be approved by the Assistant Regional Commissioner, Alcohol 
and Tobacco Tax, pursuant to section 201. 78 of the regulatioIIs. 

26 CFR 201. 78: Other business. 

The business of a wholesale liquor dealer conducted on gener;Il 
premises of a distillecl spirits plant. . See Rev. Rul. 60 — 38, '3, above. 

SUBCHAPTER C. — OPERATION OF DISTILLED SPIRITS PLANTS 

Part I. — GENERAL PROVISIONS 

SECTION 520. — STAMPS 

Rev. Rul. 60 — 840 26 CFR 201. 531: Obliteration of. marks, 
brands, stamps, and labels. 

Section 5205(g) of the Internal Revenue Code of 1954, relating to 
the efFacement of stamps, marks, and brands on emptied containers, 
provides tlrat every person who empties, or causes to be emptied, any 
immediate container of distilled spirits bearing any stamp, mark, or 
brand required by law or regulations prescribed pursuant thereto 
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(other than containers stamped under subsection (a) or section 
5)285) shall at the time of emptying such containers, efface and oblit- 
erate such stamp, marl. -, or brand, except that the Secretary of the 
TreasuIT or his delegate may, by regulations waive any requirement, 
of this subsection as to efFacement or obliteration of marks or brands 
(or portions thereof) where he determines that no jeopardy to the 
revenue will be involved. Held, in the event that burned or cut 
marks on barrels would be meaningful, standing alone, such marks 
must be removed by scraping or sanding at the time the barrels ale 
emptied. At that time any stencilled marks on the barrels should 
;)iso be efFaced and obliterated by painting or other appropriate 
method. However, where part of the required marks have been 
applied by stencilling and other such marks lrave been burned or 
cut into the barrel 11ead, and the burned or cut marks would be 
meaningless in the absence of the stencilled marks, the application 
of a heavy coat of waterproof paint over all required marks which 
completely obliterates the stencilled markings and completely covers 
the other markings vill comply with section 5205(g) of the Code. 
Xevertheless, any cut or burned marks remaining on barrels which 
are to be reused for distilled spirits must be removed before such 
reuse if there is any possibility that they might be confused with 
the required marks applicable to the new contents of the barrel. 

26 CFR 250. 79: Issuance of. distilled 
spirits stamps. 

(A. iso Section 5814; 250. 191, 250. 291. ) 

T. D. 6478' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PART 250. — 
LIQUORS AND ARTICLES FROII PUERTO RICO AND THE VIRGIN ISLANDS 

5Iiscellaneous amendments 

Department of the Treasury, 
Oflice of Commissioner of Internal Revenue, 
OSce of Commissioner of Customs, 

washington Z~, D. C. 
To Officers (Ind EmpLoyees of the InternaL Revenue Service ann' 

Others Concerne(L: 
On May 6, 1960, a notice of proposed rulemaking with respect to the 

amendments of regulations in 26 CFR Part 250 was published in the 
Federal Register. The amendments Ivould conform Ivith this reguh- 
tion in respect of clranges made in certain other regulations of this 
title efFective July 1, 1960. 

In accordance with the notice interested parties were afForded an 
opportunity to submit written comments or suggestions or to request 
a public hearing. No comments or suggestions or requests for a public 
hearing were received within the 80 days prescribed in the notice 
IIowever, it has been adnIinistratively determrned to make further con- 

r The publication of this Treasury Decision in 25 F. R. 6196, dated July 1, 1960, con- 
tains (1) instructions for modifying the notice of proposed rcilemahdng published in 25 F. R. 3974, dated May 6, 1960, and (2) the full contest of the regulations with such 
modiflcations. As here published. the Treasury Decision reflects the full contest of such regulations. The individual instrtictions have been omitted. 
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forming changes in the proposed amendments in respect to (1) use of 
distilled spirits stamps in lieu of wholesale liquor dealer stamps, (2) 
preparation and disposition of Form 2260, (8) filing and disposition of 
Form 27 — B Supplemental, and (4) other changes clarifying or tech- 
nical in nature. Accordingly, the following amendments are hereby 
adopted. 

In order to conform this regulation in respect of changes made in 
certain other regulations of this title effective July 1, 1060, 26 CFR 
Part 250 is amended as follows: 

( 250. 1 [Amendment] 
1. Section 250. 1 is amended to read: 
$ 250. 1 ALCOHOLIC PRODUCTS COMING INTO THE UNITED STATES I ROTI PUERTO 

RIco AND THE VIRGIN IsLANDs. — This part, "Liquors and Articles from Puerto 
Rico and the Virgin Islands, " relates to the production, bonded Ivarehousing, and 
withdrasval of distilled spirits, and denatured spirits, and the manufacture of 
articles in Puerto Rico and the Virgin Islands to be brou ht into the United 
States free of tax and to the collection of internal revenue taxes on taxable 
alcoholic products coming into the United States from Puerto Rico and the Virgin 
Islands. 

2. The following new section is inserted immediately following 
$ 250. 15: 

$ 250. 15a ExEOUTED UNDER PENALTIEs oF PERJURY. — Signed with the pre- 
scribed declaration under the penalties of perjury as provided on or with respect 
to the return, claim, form, or other document or, where no form of declaration 
is prescribed, with the declaration: "I declare under the penalties of perjury 
that this (insert type of document, such as, statement, 
report, certificate, application, claim, or other document), including the docu- 
ments submitted in support thereof, has been examined by me and, to the best 
of my knowledge and belief, is true, correct, and complete. " 
$ 250. 25 [Amendment] 

8. Section 250. 25 is amended by striking the number "5008" and 
inserting in lieu thereof the number "5205". 

4. Section 250. 28 is amended to read: 
$250. 28 UNITED STAIEs. — "United States" shall mean the States and the 

District of Columbia. 

5. Section 250. 80 is amended to read: 
$ 250. 60 UNITED STATEs INTERNAL REvENUE KERVIOE OFFIcE. — "United States 

Internal Revenue Service OKce, " as used in this part, shall mean the Unitesl 
States Internal Revenue Service office in Puerto Rico operating under the di- 
rection of the Director of the International Operations Division of the Internal 
Revenue Service. 

C5 
250. 86b [Amendment] 
6. Section 250. 86b is amended by striking the phrase "subpart 00 

of Part 182 of' this chapter in respect of alcohol, denatured alcohol, 
and products containing denatured alcohol, shall respectively apply 
to:" from the first sentence and inserting in lieu thereof the phrase 
"subpart Ia shall apply to 

7. Section 250. 44 is amended to read: 
II 250. 44 LIquoB DEALER's SFECIAI. TAxEs. — Every person bringing liquors into 

the United States from Puerto Rico, who sells, or offers for sale, such liquors 
must file Form 11 with the district director of internal revenue and pay special 
(occupational) tax as a wholesale dealer in liquor or as a retail dealer in liquor 
in accordance with the law and regulations governing the payment of such special 
taxes (Part 194 of this chapter). (72 Stat. 1640, 1346, 1644; 26 U. S. C. 5111, 
5112, 5121, 5122. ) 
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$ 250. 58 [Amendment] 
8. The second sentence of $ 250. 58 is amended to read. : 
The statement of process must also show whether there are to be blended to- 

gether in the manufacture of the finished product, liquors of less than 190 degrees 
of proof (a) distilled (1) from different materials, (2) by different distillers, (3) 
at different distilleries, or (4) from different combinations of the same materials; 
or (b) of different ages; or (c) which differ in kind according to the standards 
of identity prescribed in 27 CFR Part 5. 

$$ 250. 62 and 250. 64 [Amendment] 
9. Sections 250. 62 and 250. 64 are amended by changing the number 

"1520" to the number "2680" wherever it appears in such sections. 

I) 250. 65 [Amendment] 
10. Section 250. 65 is amended as follows: 
(A) By changing the number "1520" to the number "2680" wherever 

it appears in the section and 
(B) By striking the last sentence. 

$$ 250. 66 and 250. 67 [Amendnient] 
11. Sections 250. 66 and 250. 67 are amended by changing the number 

"1MO" to the number "2680" wherever it appears in such sections. 

$ 250. 70 [Amendment] 
12. Section 250. 70 is amended by changing the word "denomination" 

to the word "size" in the first sentence. 

$$ 250. 74, 250. 75, and 250. 90 [Amendment] 
18. Sections 250. 74, 250. 75, and 250. 90 are amended by changing the 

number "1MO" to the number "2680" wherever it appears in such 
sections. 

$ 250. 77 [Amendment] 
18a. Section 250. 77 is amended: 
(A) By striking in the last sentence the words "wholesale liquor 

dealer's" and inserting in lieu thereof tlie words "distilled spirits"; 
ail d 

(B) By changing the statutory citation to read "(72 Stat. 1856, 
1858) 26U. S. C. M01, M05) ". 
$ 250. 78 [Amendment] 

18b. Section 250. 78 is amended: 
(A) By striking in tile lieadnote and first sentence the words 

"wholesale liquor dealer's" and inserting in lieu thereof the words 
"distilled spirits"; and 

(B) By changing the statutory citation to read "(72 Stat. 1858; 
26 U. S. C. 5205) ". 

18c. Section 250. 79 is amended to read: 
$250. 79 IssUANcE OF DIsTILLED SPIRITs STAMPs. — Upon receipt of the ap- 

proved request therefor, and permit Form 487B, the United States Internal 
Revenue Service ofiice will issue the requested distilled spirits stamps to the 
proprietor. The issuing officer shall enter on each stamp, the name of the pro- 
prietor removing the spirits, and the serial number of the container for which 
the stamp is issued. ivhen the stamps have been issued, the issuing officer will 
enter the serial numbers thereof, preceded by the symbols "DS", on each copy 
of the request; return the Form 487B and one copy of the request, ivith the 
stamps, to the applicant; forward one copy of the request to the treasurer; and 
retain one copy for the files of the office. At the time the proprietor afiixes the 
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stamp to the container, as provided in If 250. 80, he shall enter on the stamp the 
date the stamp is affixed. (72 Stat. 1858; 26 U. S. C. 5205. ) 

14, Section 250. 187 is amended to read: 
$ 250. 187 SIzE oF RED STRIP STAMPS. — Red strip stamps shall be issued in a 

standard size, serially numbered, for bottles or containers of f/z pint capacity or 
more, and in a small size for bottles or containers of less than t/z pint capacity. 
(72 Stat. 1858; 26 U. S. C. 5205. ) 

15. Section 250. 138 is amended to read: 
I[250. 188 AFFIXING STRIP STAMPs. — Strip stamps shall be securely a(lixed to 

the containers with a strong adhesive, and shall be affixed in such a manner 
that on opening the container the stamp will be broken and a portion thereof, 
sufficient to identify the kind of stamp placed thereon, will remain attached to 
the container or to a cap or seal which is permanently affixed thereto. Strip 
stamps affixed to containers shall not be concealed or obscured in any manner 
except that any such stamp may be covered by a cup, cap, seal, carton, wrapping, 
or other device which can be readily removed without injury to the stamp or 
which is sufficiently transparent to permit all data on the stamp to be read. If 
a cup, cap, or seal is placed over a stamp, a portion of the stamp must remain 
plainly visible. If containers are enclosed in sealed opaque cartons, such cartons 
and wrappings on such cartons must bear the words, "This package may be opened 
for examination by Internal Revenue Officers. " Internal revenue and customs 
officers have the right to open such cartons or wrappings and examine the con- 
tainer. WVhere there is doubt as to the propriety of the use of any cup, cap, or 
seal, the closure and container should be submitted to the Director for approval. 
(72 Stat. 1858; 26 U, S. C. 5205. ) 

f$ 250. 189 and 250. 140 [Deletion] 
16. Sections 250. 189 and 250. 140 are deleted. 

f 150, 141 [Amendment] 
17. Section 250. 141 is amended as follows: 
(A) By deleting the phrase ", Hawaii, or Alaska, " and 
(B) By changing the citation at the end of the section to read "(72 

Stat. 1M8; 26 U. S. C. 5205) ". 
$ 250. 142 [Amendment] 

18. Section 250. 142 is amended as follows: 
(A) By deleting the phrase ", Hawaii, or Alaska, " and 
(B) By changing the citation at the end of the section to read "(72 

Stat. 1358; 26 U. SLl. 5205) ". 
19. Section 250. 145 is amended to read: 

II 250. 145 MARKING oF CASEs. — The distiller, rectiffer, or bottler shall plainly 
and legibly mark upon each case containing bottles of distilled spirits to which 
red strip stamps are attached, the following legend: 

The red strip stamps required by section 5205, Internal Revenue Code, are 
affixed to the, , containers of distilled spirits in this case. 

(Number) (Size) 

(Name of distiller, rectifier, or bottler) 
This legend when stamped on the case may be accepted by customs officers as 
evidence that the containers bear the stamps as indicated by the certiffcation. 
(72 Stat. 18o8; 26 U. S. C. 5205. ) 

20. Section 250. 146 is amended to read: 
$ 250. 146 REcoRD AND REPoRT oF RED STRIP STAMPs. — Insular internal 

revenue agents having custody of red strip stamps shall maintain for each 
day a transaction in red strip stamps occurs a daily record of such stamps 
by size (small or standard), showing the number received, used, lost, muti- 
lated, destroyed or otherwise disposed of, and on hand at the beginning and 
at the end of the day. The record shall also show the number and size of 

535726' — 61 37 
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bottles to which the stamps were affixed, except that bottles of less than px 
pint capacity shall be recorded as one item. No form is prescribed for the 
dailv records but such records sha. ll be retained to support the monthly report. 
At the close of the month, or within 10 davs thereafter, the insular internal 
revenue agent will prepare a report, in triplicate, of the strip stamps received 
and used during the month on Form 2260, properly modified. The agent will 
retain one copy and forward two copies to the treasurer; the treasurer will 
retain one copy, forward one copy to the assistant regional commissioner. 
(72 Stat. 1858; 26 U. S. C. 5205. ) 

$$ 250. 182 and 250. 184 [Amendment] 
21. Sections 250. 182 and 250. 184 are amended by changing the 

number "152" to the number "2630" whereever it appears in such 
sections. 

22. The following new subpart, Subpart Ia, is inserted immediately 
following $ 250. 186: 

Subpart Ia. — Tax-Free Shipments to the United States From Puerto Rico 

Section 
250. 191 
250. 192 
'&50. 193 
250. 194 
250. 195 

Samples and analysis. 
Aetiou by assistant regional commissioner. 
Certificate. 
Marking containers, 
Arrival in the United States. 

$ 250. 191 SAMPLES AND ANALYsIs. — Whenever completely denatured spirits, 
produced and denatured under the provisions of this subchapter, or proprietary 
or special industrial solvents, proprietary antifreeze solutions, and toilet pre- 
parations (bay rum, hair lotions, skin lotions, and similar products) manu- 
factured under the provisions of this subchapter with denatured spirits produced 
and denatu'red under the provisions of this subchapter are shipped in con- 
tainers larger than 5 wine gallons from Puerto Rico to the United States 
exempt from tax under the provisions of $250. 86, the shipper shall notify 
the chemist in charge in Puerto Rico, who will have representative samples 
taken from each shipment for examination. Such samples must definitely 
represent the products which are to be shipped. It will not be necessary to 
sample every container, as samples taken at random from large shipments 
will be considered as representative of the entire lot. The samples will be 
examined promptly by the chemist who will forward a copy of his chemical 
report to the assistant regional commissioner of the region where the port 
of arrival is located. The report will show whether the product conforms to 
authorized formulas for eonipletely denatured spirits, or to the formulas on ap- 
proved Form 1479 — A for such products, and must contain sufficient data to 
definitely identify the particular shipment involved. (72 Stat. 1875, 1430; 26 
lLS. C. 5814, 7652. ) 

$ 250. 192 AcTICN BY AssIsTANT REGICNAL CCMMIssICNER. — If the chemical 
report discloses to the assistant regional commissioner that the product con- 
forms to an approved formula, he will promptly advise the collector of customs 
at the port of arrival that the shipment may be released free of tax. If the 
report discloses that the product does not eonforin to an approved formula, the 
assistant regional commissioner will request the collector of customs to detain 
the product and will forward a copy of the report to the Director, Alcohol and 
Tobacco Tax Division, for advice as to the disposition of the product. (72 Stat. 
1875, 1480; 26 U. S. C. 5814, 7652. ) 

g 250. 198 CERTIFIcATE. — Every person shipping into the United States from 
Puerto Rico free of tax, pursuant to )$250. 86 and 250. 86a, (a) industrial 
spirits produced and withdrawn in Puerto Rico in accordance with the provisions 
of this subchapter relating to the production, bonded warehousing, and the with- 
drawal from bond of spirits in the United States, (b) distilled spirits produced, 
warehoused (if applicable), denatured, and withdrawn in Puerto Rico in 
accordance with the applicable provisions of this subchapter relating to the 
production, bonded warehousing, denaturation, and the withdrawal from bond 
of denatured spirits in the United States, and (c) products containing such 
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denatured spirits and manufactured in accordance with the provisions of this 
subchapter relating to the use of denatured spirits in the United States, shall 
certify, in the English language, to such fact on the face of the shipper's waybill. 
Where the product is made pursuant to approved Form 1479 — A, the shipper shall 
also certify as follows: 

Made with denatured spirits, Formula Ão. 
(Completely or specially) 

pursuant to Form 1479 — A, approved, 19 
(72 Stat. 1375, 1430; 26 U. S. C. 5314, 7652) 

$ 250. 194 MARKING CoxTAINEas. — In addition to such other data as may be 
required by Part 211 of this chapter to be marked on packages of products 
containing denatured spirits, the name, address, and permit number of the 
manufacturer shall appear o&& each shipping container of such products shipped 
from Puerto Rico to the United States free of tax. (72 Stat. 1375, 1430; 26 
U. S. C. 5314, 7652. ) 

$ 250. 19& AanzvAL zN THE UNrTEn ST&TEs. — When industrial spirits, denatured 
spirits, and products containing denatured spirits, coming into this country 
from Puerto Rico, are covered by shipper's documents bearing the manufacturer's 
certificate prescribed in r) "&0. 193, the collector of customs vvill inspect and verify 
the consignment. If no discrepancies are found, the products may be released 
free of tax: Provided, That in the case of products required to be examined bv 
the chemist in charge in Puerto Rico in accordance with g 250. 191, release shall 
be withheld until advice is received from the assistant regional commissioner 
that the shipment may be released free of tax, as provided in $250. 192. (72 
Stat. 1375, 1430; 26 U. S. C. 5314, 7652. ) 

$ 250. 201b [Amendment] 
23. Section 250. 201b is amended by striking the phrase "subpart 

PP of Part 182 of this chapter in respect of alcohol, denatured alcohol, 
and products containing denatured alcohol, shall respectively apply 
to:" from the first sentence and inserting in lieu thereof the phrase 
"subpart 0 shall apply to:". 

24. Section 250. 210 is amended to read: 
)2&0. 210 Lrqvon DE&zEn's SrEcxaL TaxEs. — Every person bringing liquors 

into the United States from the Virgin Islands, who sells, or offers for sale, 
such liquors must file Form 11 with the district director of internal revenue 
and pay special (occupational) tax as a wholesale dealer in liquor or as a 
retail dealer in liquor, in accordance with the law and regulations governing 
the payment of such special taxes (Part 104 of this chapter). (72 Stat. 1340, 
1343, 1344; 26 U. S. C. 5111, 5112, 5121, 5122. ) 

( 250, 223 [Amendment] 
25. The second sentence of $ 250. 228 is amended to read: 
The statement of process must also show whether there are to be blended 

together in the manufacture of the finished product, liquors of less than 190 
degrees of proof (a) distilled (1) from different n&aterials, (2) by different 
distillers, (3) at different distilleries, or (4) from different combinations of 
the same materials; or (b) of different ages; or (c) which differ in kind ac- 
cording to the standards of identitv prescribed in 27 CFR Part 5. 

25a. Section 250. 225 is amended to read: 
II 250. 225 FruNo. — Each formula and process shall be filed with the Director, 

Alcohol and Tobacco Tax Division, on Form 27 — B Supplemental, in quintupli- 
cate, properly modified. T&vo additional copies of each formula and process shall 
be sI&bmitted for each adrlitional port of entry. A separate communication list- 
ing the port or ports shall be sumitted with each formula. When, after approval 
of the formula, the product is to be entered at an additional port or ports, two 
additional copies of the approved formula (for each additional port) for dis- 
tribution to the collector of customs and assistant regional commissioner 
concerned shall be filed with the Director, Alcohol and Tobacco Tax Division, . 
v ith a separate communication stating the additional port or ports. 
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O5b. Section 250. 296 is amended to read: 
$ 250. 226 DIsrosITIoN. — When the formula and process have been examined, 

the rate of tax applicable thereto will be indicated on each copy of Form 27 — B 
Supplemental, one copy each will be forwarded to the collector of customs at 
each designated port of entry, to the Governor of the Virgin Islands, to the 
assistant regional commissioner of the region in which such port is located, and 
to the manufacturer, and one copy will be retained in the files of the Director, 
Alcohol and Tobacco Tax Division. 

26. Subpart L is amended to read: 

Subpart L. — Red Strip Stamps for Distilled Spirits From the Virgin Islands 

GENERAL 

$250. 230 CoNTAINERs oF DIsIILLED SPIRITS To BEAR RED STRIP STAMPS. — Vo 
person shall transport, possess, buy, sell, or transfer any distilled spirits brought 
into the United States from the Virgin Islands unless the immediate container 
thereof is stamped with a red strip stamp evidencing the determination or pay- 
ment of all internal revenue taxes thereon. The provisions of this section shall 
not apply to: 

(a) distilled spirits in customs custody; 
(b) distilled spirits not intended for sale or for use in the manufacture 

or production of any article intended for sale; 
(c) distilled spirits on which no internal revenue tax is required to be 

paid 
& 

(d) distilled spirits in immediate containers stamped under other provi- 
sions of internal revenue or customs law or regulations issued pursuant 
thereto; or 

(e) any regularly established common carrier, receiving, transporting, 
delivering, or holding for transportatiou or delivery distilled spirits in the 
ordinary course of its business as a common carrier. 

(72 Stat. 1858; 26 U. S. C. 5205. ) 
$ 250. 231 PERsoNs AUPIIoRIzED To AFFIx REn STRIP STAMPs. — Red strip stamps 

shall be aifixed to containers of distilled spirits as follows: 
(a) by the bottler or exporter in the Virgin Islands; or 
(b) by the importer or owner under customs supervision. 

(72 Stat. 1358; 26 U. S. C. 5205. ) 

$ 250. 232 SIzE oF RED STRIP STAMPs. — Red strip stamps shall be issued in a 
standard size, serially numbered, for bottles or containers of I$ pint capacitv 
or more, and in a small size for bottles or containers of less than IQ pint capacity. 
(72 Stat. 1858; 26 U. S. C. 5205. ) 

f 250. 288 AFFIxINO STRIP STAMPs. — Strip stamps shall be securely afiixed to 
the container with a strong adhesive, and shall be aRxed in such manner that 
on opening the container the stamp will be broken and a portion thereof, sufli- 
cient to identify the kind of stamp placed thereon, will remain attached to the 
container or to a cap or seal which is permanently afiixed thereto. Strip stamps 
afiixed to containers shall not be concealed or obscured in any manner except 
that any such stamp may be covered by a cup, cap, seal, carton, wrapping, or 
other devise which can be readily removed without injury to the stamp or which 
is sufiiciently transparent to permit all data on the stamp to be read. If a cup, 
cap, or seal is placed over a stamp, a portion of the stamp must remain plainly 
visible. If containers are enclosed in sealed opaque cartons, such cartons and 
wrappings on such cartons must bear the words, "This package may be opened 
for examination by Internal Revenue Officers. " Internal revenue and customs 
oflicers have the right to open such cartons or wrappings and examine the con- 
tainer. Where there is doubt as to the propriety of the use of any cup, cap, or 
seal, the closure and container should be submitted to the Director for approval. 
(72 Stat. 1858; 26 U. S. C. 5205. ) 

$250. 284 PowEE oF ATroENEF. — Where an importer gives power of attorneV 
to another person to sign Form 96, Form 428, Form 1627, or Form 1627A, such 
power of attorney shall be filed with the collector of customs who approves the 
issuance of red strip stamps and shall be in such form as is required by Customs 
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Regulations (19 CFR Chapter I). Where any of the above forms are signed by 
a duly authorized agent, the name of the importer shall be given, followed by 
the signature of the agent and the words "Attorney in Fact". 

$ 250. 235 BREACH O'F REGULATIONS, OR FAILURE To PROPERLY ACCOUNT FOR STRIP 
STAMPs. — Where an importer fails to render an accounting for strip stamps as 
prescribed in this subpart, or where the collector of customs is not able to rec- 
oncile his records with those of the importer and is not satisfied with the ac- 
counting as rendered by the importer, or where there has been any breach of the 
provisions of this part by the importer, or use of stamps for a purpose other than 
that for which they were procured, the collector of customs shall refuse to ap- 
prove any further requisitions, Form 428, submitted by the importer. The col- 
lector of customs may also require of the importer an immediate accounting of 
all strip stamps outstanding in the name of the importer. Such accounting shall 
be made at a time and place to be specified by the collector of customs, and shall 
be of such a nature as to satisfy the collector of customs that there has been no 
unlawful diversion or use of said stamps. If deemed necessary, the collector of 
customs may require the importer to call in all unused strip stamps, wherever 
they may be, and deliver them so they may be counted. Where the collector of 
customs has evidence that any of the provisions of this part have been willfully 
violated, he shall refer the matter to the Director for appropriate action. (72 
Stat. 13o8; 26 U. S. C. 5205. ) 

RED STRIP STAMPS TO BE AFFIXED IN THE VIRGIN ISLANDS 

$ 250. 236 CoNnITIoNs. — Red strip stamps may be procured by an importer, or 
his duly authorized agent, to be affixed to containers of distilled spirits by the 
bottler or exporter in the Virgin Islands as provided in this subpart. (72 Stat. 
1358; 26 U. S. C. 5205. ) 

$ 250. 237 REQUIsITIoN, FQRM 428. — Requisition for red strip stamps shall be 
ade by the importer, or his duly authorized agent, or by the subsequent pur- 

chaser of the distilled spirits, on Form 428, in triplicate. The local address of 
the importer, or his agent, shall be given on FOTIn 428. At the time the im- 
porter presents his first Form 428 for approval, he shall present and file (if he 
has not already done so) with the collector of customs a certified or photostatic 
copy of his importer's permit issued pursuant to the Federal Alcohol Adminis- 
tration Act and regulations promulgated thereunder. All Forms 428 shall be 
submitted to the collector of customs of the district in which the place of business 
of the importer, or his duly authorized agent, or the subsequent purchaser of the 
distilled spirits, as the ease may be, is located. Collectors of customs shall re- 
fuse to approve requisitions, Forms 428, submitted by any person or his agent 
when the collector has knowledge that such person or his agent has, because of 
failure to account for stamps, been denied approval of a requisition, Form 428, 
and has not yet accounted for such stamps. All strip stamps issued on Form 428 
shall be accounted for, in the manner prescribed in this part, Ivithin 18 months 
from the date of requisition, or within such additional extension of time as may 
be granted under f 250. 239. (72 Stat. 1358; 26 U. S. C. 5205. ) 

$ 250. 238 STATEMENT, FoREI 1627. — The importer, or his duly authorized agent, 
shall submit, with Form 428 for stamps to be sent to the Virgin Islands, a state- 
ment on Form 1627, executed under the penalties of perjury: 

(a) that the stamps are requisitioned for sending to the Virgin Islands 
and are required to supply existing orders and/or represent a reasonable 
anticipation of current requirements; 

(b) that a complete accounting for such stamps will be made within 
eighteen months froIn the date of requisition (or within such additional ex- 
tension of time as may be granted under |j 2O0. 239) in accordance with the 
provisions of this part; 

(c) either that no Form 428 from the importer or his duly authorized 
agent is and has been open beyond eighteen nIonths, or, if any Forms 428 are 
open, specifying those that are open beyond eighteen months; and 

(d) that the requisitionist understands that failure to account for the 
strip stamps will be grounds for rejection of subsequent requisitions for red 
strip stamps. 

(68A Stat. 749, 852, 72 Stat. 1358; 26 U. S. C. 6065, 7206, 5205. ) 
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$ 250. 239 EXTENSION OF TIME FOR FINAL ACCOUNTING OF STRIP STAMPS. 
Where an importer is not able, within the eighteen-month period prescribed In 
g 250. 237, or within any extension period which might be granted in this sectipn, 
to give a complete accounting for all strip stamps issued Ivith respect to any 
requisition on Form 428 in the manner prescribed in this part, he shall notify 
the collector of customs, in writing, prior to the expiration of the eighteen-month 
period or any extension period granted under this section, setting forth all pertI. 
nent facts and requesting an extension of time wherein to make his final account- 
ing. If satisfied that the circumstances warrant an exteusion of time, the cpl 
lector of customs may grant an extension or extensions, not to exceed a total 
of twelve months. If any application is made for a further extension of time, the 
collecter of customs shall submit it, with his recommendation, to the Commis- 
sioner of Customs who may, when the circumstances warrant, grant an additional 
extension of time. Where the collector of customs is not satisfied with the rea- 
sons given for requesting an extension of time, hc shall proceed as prescribed in 
$ 250. 235. (72 Stat. 1358; 26 U. S. C. 5205. ) 

$ 250. 240 APPRovAL oF REqUISITION. — The collector of customs will apprpve 
Form 428 if he- 

(a) is satisfied: 
(1) that the importer is the holder of an importer's permit issued 

under the Federal Alcohol Administration Act and the regulations in 
27 CFR Part 1; 

(2) that the quantity requisitioned is reasonable and necessary for 
distilled spirits to be brought into the United States from the Virgin 
Islands to supply existing orders and/or anticipated requirements, or to 
be removed from customs custody, as provided in this part; and 

(3) that his records show that all strip stamps whiqh may have been 
previously issued to the importer have been properly and timely ac- 
counted for as provided in this part; and 

(b) has not been informed that the importer or his agent has been denied 
approval of a requisition and has not accounted for the stamps on account 
of which such denial was given. 

When satisfied that Form 428 may be approved, the collector of customs shall 
signify his approval on all copies of Form 428, retain Form 1627 (if any) and 
one copy of Form 428, and return the original and remaining copy of Form 428 
to the applicant for submission to the proper district director of internal revenue. 
(72 Stat. 1358; 26 U. S. C. 5205. ) 

4) 250. 241 PRocUREMENT oF RED STRIP STAMPs. — Red strip stamps shall be 
procured by the importer, or his duly authorized agent, or the subsequent pur- 
chaser of the distilled spirits, as the case may be, from the district director of 
internal revenue of the district in which the place of business of such applicant 
is located. The applicant shall forward to the district director of internal reve- 
mIe the original and copy of the approved Form 428. The district director of 
internal revenue may issue the exact number of stamps requisitioned thereon 
even though it is necessary to use portions of sheets. The district director of 
internal revenue shall enter the serial numbers of the stamps issued and stamp 
the date of issue on both copies of Form 428, retain the original copy, and send 
the remaining copy to the collector of customs who approved it. (72 Stat. 1358; 
26 U. S. C. O205, ) 

$250. 242 OvERPRINTING CF RED STRIP STAMPS. — The importer, or his duly 
authorized agent, or the subsequent purchaser of the distilled spirits, as the case 
may be, shall have the red strip stamps overprinted with the importer's real name 
and/or one of his approved trade names, consistent with the name of the im- 
porter as shown on the labels of the imported spirits to which the red strip 
stamps are to be applied. He shall submit the stanIps to the collector of customs, 
who will verify the overprinting and make an endorsement showing the verifica- 
tion on Form 428 or on the retained original of Form 1627 where such form is 
submitted: Provide&(, That the collector of customs may so endorse the Form 428 
or Form 1627 on presentation of other evidence satisfactory to him that the 
stamps have been properly overprinted when, in his opinion, physical submission 
of the stamps is iInpractical. The collector of customs vill then authorize the 
importer or his duly authorized agent to send the stamps to the bottler or 
exporter in the Virgin Islands. (72 Stat. 1358; 26 U. S. C. 5205. ) 
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I) 250. 243 MARHING oF CAsEs. — Where red strip stamps are affixed in the Virgin 
Islands, the bottler or exporter will plainly and legibly mark the following 
legend on each case of distilled spirits so stamped: 

The red strip stanips required by section 5205, I. R. C. , are affixed to the 
containers of distilled spirits in this case. 

(Number) (Size) 

(Name of bottler or exporter) 

(72 Stat. 1358; 26 U. S. C. 5205. ) 

$ 250. 244 ENDCRGEMENT oF ENTRIEs. — I pon arriral of the distilled spirits in 
this country, entries required to be filed under Customs Regulations (19 CFR 
Chapter I) shall have endorsed thereon by the importer, or his duly authorized 
agent, the following legend: 

The red strip starups required by section 5205, I. R. C. , rr ere aifixed aboard. 
These stamps were procured by on a requisi- 

(Name of importer) 
tion, Form 428, Importer's No. , approved by the collector of 
customs at Oil 

(Port rvbere Form 426 waa approved) (Date of approral of Form 426) 
(Date of approval of Form 426) 

(72 Stat. 1358; 26 U. S. C. 5205. ) 
I) 250. 245 REQUEsT FQR CREDIT oF RED STRIP STAIIPs ox DI$TILLED SPIRITB 

DEPosITED Ix A FCREIGN-TRADE ZGNE AT SPEcIFIED PGRT. — When red strip stamps 
are aifixed in the Virgin Islands to containers of distilled spirits and, on arrival 
in the United States, the spirits are stored in a foreign-trade zone located at the 
port specified in the requisition, the importer may obtain credit of the red strip 
stamps against the appropriate requisition. In such cases, the zone application 
shall have endorsed thereon, by the importer or his dulv authorized agent, the 
legend required by $ 250. 244. In addition, and as a. condition of obtaining ap- 
proval from the collector of customs for admission of the spirits to the zone, the 
importer or his duly authorized agent and the zone grantee shall state on the 
zone application that if such spirits are subsequently exported from the zone the 
red strip stamps will be effectively destroyed under customs supervision prior to 
exportation. The collector of customs will not approve such exportation aud will 
not execute a permit of delivery until the red strip stamps have been effectirely 
destroved as provided in (4 2o0. 252. (48A Stat. 999, as amended, 72 Stat. 135S; 
19 U. C. S. 81c, 26 U. S. C. 5205. ) 

$ 250. 246 CREDIT OF RED STRIP STAMPS AGAINST REQUISITION ON ARRIVAL OF 
DrsTILIED SPIRrrs AT SPEOIFIED PoRT. — Where entries required to be filed under 
Customs Regulations (19 CFR Chapter I) are filed at the port where the requi- 
sition was approved, the collector of customs who approved the requisition will 
credit the Form 428 described in the endorsement on the entry referred to in 
«'l 250. 244 with the number and size of red strip stamps sho~n by the usual cus- 
toms examination to have been attached to the containers. When distilled spirits 
are placed in a foreign-trade zone at the port of requisition and rr here the zone 
a. pplication complies with the provisions of IW 250. 245, the collector of customs 
shall credit the appropriate strip stamp record with the number and size of red 
strip stamps shown by the usual customs examination to have been affixed to the 
containers. (48A Stat. 999, as amended, 72 Stat. 135S; 19 U. S. C. 81c, 26 U, S. C. 
520O. ) 

I) 250. 247 CREDIT oF RED STRIP STAMPs AGAINsT REQUlsiTIGN ox DIVFRsIGN OF 
SPIRIT8 To OTHER THAN SPEGIFIED PoRT. — In the event of diversion of all or part 
of the spirits to a port or ports, or to a foreign-trade zone at a port, other than 
the port specified in Form 1627 filed ivith the Form 428, the importer who requi- 
sitioned the stamps, or the importer at the port of diversion, or the duly author- 
ized agent of either, shall prepare Form 1627A, in triplicate, for each such 
dirersion. One copy of Form 1627A shall be promptly sent to the collector of 
customs at the port of requisition, and the original and remaining copy shall be 
filed with the collector of customs at the port of diversion at the time the required 
entry, or zone applicatiou, is filed. The corresponding entrv or zone application 
at the port of entry shall be marked with the requisition and dirersion numbers, 
and the name of the port of requisition, as shown on the Form 1627A. The 
provisions of II 250. 245 shall, as applicable, cover stamps on spirits diverted to a 
foreign-trade zone located at a port other than the port specified in Form 1627. 
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Such diverted spirits mav not be released from customs custody or admitted into 
a foreign-trade zone until the required Form 1627A has been filed. The collector 
of customs at the port of diversion shall certify on both copies of Form 1627A 
as to the disposition of the spirits and of the stamps shown by the usual customs 
examination to have been afilxed to the containers, and forward the original 
Form 1627A to the collector of customs at the port of requisition. He shall retain 
the copy of Form 1627A as a record copv in a separate file. On receipt of Form 
1627A from the collector of customs at the port of diversion, the collector of 
customs at the port of requisition shall enter the appropriate credit on his strip 
stamp record, stamp "Strip stamps used and credited except as noted" on the 
Copy of Form 1627A originally received by him for such diversion, and send such 
copy to the importer, or importer's agent, who requisitioned the stamps. Such 
importer or agent may then take credit for the stamps on his strip stamp record. 
(48A Stat. 999, as amended, 72 Stat. 1358; 19 U. S. C. 81c, 26 U. S. C. 5205. ) 

$250. 248 FGLLow-UP PRocKDURE FoR FoRMs 1627A. — When the importer, or 
importer's agent, who requisitioned the stamps on Form 428 has not, within two 
months from the date of arrival of the spirits, received from the collector of 
customs the copy of Form 1627A noted as to credit of strip stamps by the col- 
lector, as provided for in f 250. 247, he shall inquire of the collector of customs 
who approved the requisition, Form 428, whether the required report on Form 
1627A has been received from the collector of customs at the port of diversion. 
If the collector of customs reports the nonreceipt of Form 1627A. from the col- 
lector at the port of diversion, the importer, or the importer's agent, shall make 
a written inquiry, either directly or through the importer at the port of diversion, 
of the collector of customs at the port of diversion whether such collector has 
reported on the diversion. The inquiry shall show the entry number, or identify 
the zone application, and shall be accompanied bv two copies of the original Form 
1627A marked "Follow-up: Prepared . " On receipt of the in- 

(Date) 
quiry, the collector of customs of the port of diversion will compare the "Follow- 
up" copies with his file of record copies of Form 1627A. If he has a record copy 
showing that hc forwarded the original Form 1627A, he shall insert any stamp 
data on the "Follow-up" copies, return one copy to the party who presented it, and 
forward the other copy to the collector of customs at the port of requisition. 
If the collector of customs at the port of diversion finds no corresponding record 
copy of Form 1627A, he shall use the "Follow-up" copies as original copies. In 
such ease, he shall strike out the rvords "Follow-up, " enter the stamp date 
thereon, retain one copy as his record copy, and forward the other copy to the 
collector of customs at the port of requisition. On receipt of the copy bv the 
collector of customs at the port of requisition, the copy will be compared with 
the records. If the original Form 1627A has been received and the triplicate 
copy has already been fonvarded to the importer, or to the importer's agent, the 
"Follow-up" copy shall also be sent to him without further action. If the col- 
lector of «ustorns at the port of requisition finds that he has not received the 
original Form 1627A from the port of diversion, he shall use the "Follow-up" 
copy as the original of Form 1627A, and process it in accordance with et 250. 247. 
On receipt of the copy of Form 1627A, the importer, or the importer's agent, may, 
unless he has already received his copy of Form 1627A, take credit for the stamps 
on his strip stamp record. (72 Stat. 1358; 26 U. S. C. 5205. ) 

$ 250. 249 IRREGULARITIEs oR DiscREPANcizs IN SHIPMENTs. — In ease any ir- 
regularities or discrepancies are found, the collector of customs at the port of 
entry will make demand for redelivery of unexamined packages, and will not 
release examined or redelivered packages until satisfactory explanation and/or 
proper corrections have been made. (72 Stat. 1358; 26 U. S. C. O205. ) 

g 250. 250 TRANsFER oF REn STRIP STAMPs IN TIIE VIRGIN IsLANns. — Where an 
iniporter has shipped red strip stamps to a Virgin Islands bottler or exporter, to 
be affixed to containers of distilled spirits to be brought into the United States 
and he desires to transfer all or a part of these stamps to a bottler or exporter in 
the Virgin Islands other than the one named on the initial Form 1627, he shall 
first submit a written application, in duplicate, to the collector of customs who 
approved the requisition, Form 428. The application shall show: 

(a) the serial number and date of the requisition, Form 428, covering is- 
suance of the stamps; 

(b) the name of the Virgin Islands bottler or exporter holding the stamps; 
(c) the number and size of the stamps desired to be transferred; and 
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(d) the name and address of the bottler or exporter t'o whom the stamps 
are to be trausferred. 

If tbe collector of customs has no reason to believe that the transfer would con- 
stitute a jeopardy to the revenue, he shall indicate his approval on the copy of the 
application, return the copy to the importer, and retain the original for filing 
with the requisition, Inform 428. On receipt of the approved copy, the importer 
shall effect the requested transfer of strip stamps. (72 Stat. 1858; 26 U. S. C. 
5205. ) 

$ 250. 251 UNUsED RED STRIP STAMPs. — Unused red strip stamps returned to 
the importer by the Virgin Islands bottler or exporter shall be submitted to the 
collector of customs who approved the original requisition, Fornl 428, for noting 
of such fact on the requisition and on tbe Form 1627 covering such stamps on 
file with the collector. After such notation has been made, the collector of cus- 
tolns shall return the stamps to the importer. If subsequmltly the importer 
desires to send all or part of the returned stamps to a bottler or exporter abroad, 
he shall submit them with Form 1627, properly modified and in duplicate, to the 
collector of customs who shall note approval on the copy of the modified lcorm 
1627 and return it with the stamps to the importer. The collector of customs 
shall retain the original Form 1627. The importer shall Blake appropriate entries 
on his strip stamp record and in his report, Form 06, of the receipt and disposi- 
tion of unused stamps covered by this section. (72 Stat. 18o8; 26 U. S. C. 5205. ) 

$ 250. 252 DEsTRUGTIGN oF RED STRIP STAMPs. — iVhen for any reason a Virgin 
Islands bottler or exporter has on hand a quantity of red strip stamps which 
are not to be affixed to containers for shipment to the United States, and it 
is ilnpractical to return such stamps to the importer from whom they were 
received, the collector of customs who approved tbe requisition, Form 428, 
may, on application, in triplicate, by the importer, authorize the destruction 
of the stamps in the Virgin Islands. The application shall show the size, 
quantity, and serial numbers of the stamps, the name and address of the 
Virgin Islands bottler or exporter who has possession of the stamps, and 
the reasons why destruction in the Virgin Islands is requested. If the col- 
lector of customs approves the application for destruction he will return the 
original and one copy of the application to the importer who will forward 
both to the Virgin Islands bottler or exporter. On receipt of the approved 
application, the stamps may be destroyed provided such destruction is under 
the supervision of an authorized representative of the Governor of the Virgin 
Islands (including an oiffcer of the Board of Control of Alcoholic Beverages) 
and such representative certifies to the destruction of the stamps on the 
approved application. After destruction, the original of the application bear- 
ing the required certificate of destruction will be returned, through the Virgin 
Islands bottler or exporter and the importer, to the collector of customs. 
The collector of customs will credit the Form 428 accordingly, stamp on the 
copy of the application "strip stamps credited", and send the copy to the 
importer who filed the application. Such importer mav then take credit for 
the stamps on his strip stamp record. Red strip stanlps affixed to (a) im- 
ported distilled spirits prior to arrival in the United States, which spirits are 
diverted by the importer for exportation purposes, and (b) spirits withdrawn 
from customs custody free of tax for entry into the United States shall be 
effectively destroyed under customs supervision, prior to exportation or v ith- 
drawal for entry into the United States. (72 Stat. 1858; 26 U. S. C. 5205. ) 

f 250. 258 CREDII' FOR RED STRIP STAMPS AFFIXED To CONTAINERS RETURNED 
To A BoTTLER oR EZPQRTER IN THE VIRGIN IsLANDs. — When any 1'eason con- 
tainers of distilled spirits bearing red strip stamps are returned from customs 
custody to the Virgin Islands bottler or exporter, the importer may be given 
credit for such stamps, provided he obtains an affidavit from an authorized 
representative of the Governor of the Virgin Islands (including an oificer of 
the Board of Control of Alcoholic Beverages) to the effect that the stamps 
were removed from the containers and destroyed under his supervision. The im- 
porter shall submit such affidavit to the collector of custolns who shall credit 
the original requisition accordingly. Tbe importer shall make appropriate 
entries on his strip stamp record. (72 Stat. 1858; 26 U. S. C. 520o. ) 

e'I 250. 254 CREDIT FQR RED STRIP STAMPS AFFIXED To CDNTAINERs DIVERTED BY 
THE IMPGRTER FOR EXPGRTATIGN. — The importer may be given credit for red strip 
stamps which were affixed to distilled spirits, brought into the United States 



I) 5205. ] 572 

from the Virgin Islands, diverted by the importer for exportation purposes and 
which were e(fectively destroyecl by the exporter under customs supervision, 
provided he obtains a certificate from the customs oflicer to the effect that the 
stamps were removed from the containers and destroyed uncler his supervision. 
The importer shall submit such certificate io the collector of customs who shall 
credit the original requisition accordingly. The importer shall make appropriate 
entries on his strip stamp record. (72 Stat. 1858; 26 I. . S. C. 5205. ) 

RED STRIP STAMPS TO BE AFFIXED AT PORT OF ENTRY UNDER CUSTOMS 
SUPERVISION 

$ 250. 255 CoNDITIoNS. — Distilled spirits in containers coming into the United 
States from the Virgin Islands without having red strip stamps attached may 
not be released from customs custody until a stamp has been aifixed to each 
container, under the supervision of a customs officer. Stamps procured for such 
containers but not affixed within 48 hours after entry shall be placed in the 
custody of the collector of customs until such time as they are to be affixed to 
containers prior to removal from customs custody. (72 Stat. 1658; 26 U. S. C. 
5205. ) 

«I 250. 256 REGUIsITIGN, FoRM 428. — Requisition for red strip stamps shall be 
macle by the original importer, or his duly authorized agent: Prorided, That if 
the importer has gone out of business the requisition shall be made by the person 
having title to the distilled spirits. The requisition shall be submitted in ac- 
cordance with (j 250. 287. Approval of the requisition shall be subject to the 
provisions of IN 250. 240. (72 Stat. 1888; 26 U. S. C. 5205. ) 

r) 250. 257 PRocUREMENT AND OvERPRINTING oF RED STRIP STAMPs. — The im- 
porter, or his duly authorized agent, shall procure red strip stamps from the 
district director of internal revenue as provided by I) 250. 241, have them over- 
printed and such overprinting verified under the provisions of (1 250. 242, and 
such verification endorsed on Form 428. After verification of the overprinting 
and the prescribed endorsement on Form 428, the collector of customs will deliver 
the stamps to their procurer for affixing to containers under customs supervision. 
(72 Stat. 1858; 26 U. S. C. 5205. ) 

$ 250. 258 EZPENsE oF AFFIxING RED STRIP STAMPs. — Expenses of cartage, 
storage, repacking, handling, or other labor connected with the opening of eases 
and affixing of red strip stamps to the containers shall be borne by the importer, 
or by the person having title to the distilled spirits, as the ease may be. (72 
Stat. 1658; 26 U. S. C. 5205. ) 

f 250. 250 MARKING oF CABEs. — There shall be indelibly stamPed uPon each 
ease by the customs officer supervising the affixin of red strip stamps to contain- 
ers the fc&liowing legend: 

Port of 

(Month) (Dar) 
This is to certify that on this date the red strip stamps required by section 

5205, I. R. C. , were affixed, under my supervision, to the 
(Number) (Siee) 

containers of distilled spirits in this case. 

(Name) 

(Ofaeial designatiou) 
(72 Stat. 1858; 26 U. S. C. 5205. ) 

27. Subpart N is amended to read: 
Subpart N. — Records and Reports of Liquors From the Virgin Islands 

RECORD AND REPORT OF RED STRIP STAMPS 

Iw 250. 270 DAII. T REcoRD oF STRIP STAMPs. — Importers shall maintain a daily 
record of red strip stamps procured, used, lost, mutilated, destroyed, or otherivise 
disposed of, and of the balances on hand at the beginning and end of the day. 
Each credit taken on the record shall identify the customs entry number and the 
port of entry for the stamped bottles received from the Virgin Islands or the 
authority given by the collector of customs for such credit. A separate record 
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shall be maintained for each size (small or standard) of stamps. Where an im- 
porter has more than one place of business, a separate daily record shall be 
Inaintained on the premises of each place of business. When an agent procures 
stamps for several importers, the agent shall keep a separate record, for each 
importer, of all strip stamps sent to the Virgin Islands or retained on his premises 
for the account of the importer. (72 Stat. 1858; 26 U. S. C. 520O. ) 

$ 250. 271 REPDRT oF STRIP STAMPs, FoRM 96. — Every importer shall prepare 
on Form 90, in triplicate, an annual report of all strip stamps procured, used, lost, 
mutilated, destroyed, or otherwise disposed of during each fiscal year (July 1 
through June 80, following), a report of the balances on hand at the beginning 
and end of the fiscal year, and an accounting for anv balances outstanding against 
each requisition at the end of the fiscal year. Where an importer has more than 
one place of business, a separate report on Form 90 shall be rendered for each 
place of business. Where an agent procures stamps for several importers, he 
shall render a separate report on Form 96 in the name of each importer. Au 
original and one copy of Form 96 shall be filed on or before July 10 with the 
collector of customs vho approved the importer's requisitions on Form 428: 
Provided, That where the collector of customs finds it necessary, in order to recon- 
cile his accounts with those of the importer, he may require the importer, in 
addition to the annual report on Form 90, to file Form 90 at more frequent in- 
tervals, but not more often than once a month, completed in whole or in part, as 
the collector may designate, Such additional reports on Form 90 shall be pre-, 
pared in duplicate and the original shall be filed with the collector of customs at 
the time designated by such collector. The importer shall keep one copy of 
Form 96 for his files. The collector of customs shall, on or before July 20, forward 
one copy of each annual report on Form 96 to the assistant regional commissioner 
of the region in which the customs collection district is located. (72 Stat. 1858; 
26 U. S. C. 5205. ) 

RECORD AND REPORT OF LIQUORS BROUGHT INTO THE UNITED STATES 

$ 250. 272 GENERAL REQDIREMENTs. — Except as provided in $ 250. 278, every 
person, other than a tourist, bringing liquors into the United States from the 
Virgin Islands shall l-eep such records and render reports of such liquors as are 
required to be kept by a wholesale or retail dealer, as applicable, under the pro- 
visions of Part 194 of this chapter: Provided, That regardless of who takes actual 
physical possession of the liquors at the time of their release from customs cus- 
tody, the records and reports of the person actually responsible for such release 
shall refieet the transaction. Records and reports will not be required under this 
part with respect of liquors ~bile in customs custody. ( ~ 2 Stat. 1842, 1845; 
20 U. S. C. 5114, 5124. ) 

$ 250. 278 PRGPRIEToss oF TAXPAID PREMIsEs. — Transactions involving the 
bringing of liquors into the United States from the Virgin Islands by proprietors 
of distilled spirits plants in tbe United States qualified uuder tbe provisions of 
this chapter shall be recorded and reported in aecordauce with the regulations 
governing the operations of such premises in the United States. (72 Stat. 187D; 
20 U. S. C. 5814. ) 

PROCUREMENT OF FORMS 

f 250. 274 Fosxis To BE PRDVIDED Bx UBERs AT OwN ExPENsE. — Forms 52A, 52B, 
and 888 shall be provided by users at their osvn expense and must be in the 
form prescribed: Provided, That with the approval of the Director, Alcohol aucl 
Tobacco Tax Division, they Inay be modified to adapt their use to tabulating or 
other mechanical equipment. (72 Stat. 1840, 1842, 1891; 20 U. S. C. 5112, 5114, 
550o. ) 

FILING AND RETENTION OF RECORDS AND REPORTS 

$ 250. 275 FILING. — If the importer maintains loose-leaf records of receipt or 
disposition, one legible copy of each such record shall be marked or stamped 
"Government File Copy", and shall be filed not later than the close of the business 
day next succeeeding that on which the transaction occurred. All records re- 
quired by this part, and legible copies of all reports required by this part to be 
submitted to the assistant regional commissioner or to the collector of customs 
shall be filed separately, chronologically, and in numerical sequence within each 
date, at the importer's place of business to which they relate: Provided, That on 
application, the assistant regional commissioner may authorize the files, or any 
inclividual file, to be maintained at other preniises uuder control of the importer, 
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if he finds that such maintenance will not delay the timely filing of any domiment, 
or cause undue inconvenience to internal revenue or customs officers desiring to 
examine such files. Supporting documents, such as consignors' invoices, delivery 
receipts, bills of lading, etc. , or exact copies thereof, may be filed in accordance 
with the importer's customary practice. Documents suppoiting records of dis- 
position shall have noted thereon the serial numbers of the records of disposition 
to which they refer. (72 Stat. 1842, 1891; 26 U. S. C. 5114, 5505. ) 

$ 250. 276 RETENTIoN. — All records required by this part, documents or copies 
of documents supporting such records, and file copies of reports required by this 
part to be submitted to the assistant regional commissioner or to the collector 
of customs shall be preserved for a period of not less than two years, and during 
such period shall be available, during business hours, for inspection and the 
taking of abstracts therefrom by internal revenue or customs otficers. Any 
records, or copies thereof, containing any of the information required by this part 
to be prepared, wherever kept, shall also be made available for such inspection 
and the taking of abstracts therefrom. (72 Stat. 1842, 1891; 26 U. S. C. 5114, 5505. ) 

REPORT OF DISPOSITION OF RED STRIP STAMPS ON DISCONTINUANCE OF 
BUSINESS 

I 250. 277 PRocEnvBE. — The importer who discontinues or sells his business 
shall recall from his agents in the Virgin Islands all unused stamps in their 

~ custody. He shall submit his entire stock of unused stamps, accoinpanied by a 
report, in duplicate, of inventory, bv size, serial numbers, and quantity, to the 
collector of customs for crediting of the respective Forins 428. The collector 
of customs shall then destroy the stamps and, after such destruction, note the 
action taken on both copies of the inventory. He shall retain the original and 
return the copy of the inventory to the importer. Within five days of the receipt 
of the returned copy of the inventory, the importer shall note the disposition of 
the stamps on Form 96, mark the report "Final", and submit it, in duplicate, to 
the collector of customs. The collector of custonis shall forward one copy of 
the final Form 96 to the assistant regional commissioner. (72 Stat. 1858; 26 
U. S. C. 5205. ) 

98, The following new subpart, subpart 0, is added immediately 
following $ 950. 277: 

Subpart 0. — Tax-Free Shipments ito the United States From the Virgin Islands 

Section 
250. 291 Certificate 
250. 292 Marking containers 
250. 298 Arrival in the United States 

$250. 291 CEErIFicArE. — Every person shipping into the United States from 
the Virgin Islands free of tax, pursuant to I() 2O0. 201 and 250. 20la, (a) industrial 
spirits produced and ivithdrawn in the Virgin Islands in accordance with the 
provisions of the Virgin Islands regulations relating thereto, (b) distilled spirits 
produced, warehoused (if applicable), denatured, and withdrawn in the Virgin 
Islands in accordance with the applicable provisions of the Virgin Islands regu- 
lations relating thereto, and (c) products containing such denatured spirits and 
manufactured in accordance with the provisions of the Virgin Islands regula- 
tions relating thereto. shall certify, in the English language, to such fact on the 
face of the shipper's waybill. Where the product is made pursuant to Form 
1479 — A, approved as provided in the Virgin Islands regulations, the shipper shall 
also certify as follows: 

Made with denatured spirits, Formula iVO. , pursuant 
(Completely or epeciany) 

to Form 1479 — A, approved, 19 
(72 Stat. 1875, 1480; 26 U. S. C. 5814, 7652. ) 

II 250. 292 MARKING ColvTAINERs. — The name, address, and permit number of 
the manufacturer shall appear on each shipping container of products contain- 
ing denatured spirits shipped from the Virgin Islands to the United States free 
of tax. (72 Stat. 1875, 1480; 26 U. S. C. 5814, 7652. ) 

$ 250. 298 ABRIvAL IN THE UNITED STATES. — When industrial spirits, denatured 
spirits, and products containing denatured spirits, coming into this country from 
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the Virgin Islands, are covered by shipper's documents bearing the manufac- 
turer's certificate prescribed in $ 250. 201, the collector of customs will inspect and 
verify the consignlnent. If no discrepancies are found, the products may be 
released free of tax. (72 Stat. 1875, 1430; 26 U. S. G. 5614, 7652. ) 

Because this Treasury Decision is a part of an integrated recodifica- 
tion program under Chapter 51, I. R. C. 

& 
and in order that the entire 

program may be effective on July 1, 1960, it is found that it is contrary 
to the public interest to issue this Treasury Decision subject to the 
e6'ective date limitation of section 4(c) of the Administrative Proce- 
dure Act (60 Stat. 288; 5 U. S. C. 1003). Accordingly, this Treasury 
Decision shall become e8ective on July 1, 1960. 

(This Treasury Decision is issued unde&r authority contained in sec- 
tion 7805 of the Internal Revenue Code of 1951. (68A Stat. 917; 26 
U. S. C. 7805. ) ) 

)VILLLtM H. IiOEB& 

Acting Commissioner o f Intern~i Revenue. 
RALPH KELLY, 

Commissioner o f Customs. 
Approved June 28, 1960. 

FEED C. SORIBNER Jr. , 
Acting 8ecretary of the Treasury. 

(Filed by the Division of the Federal Register on June 60, 1060, S:51 a. m. , and 
published in the issue of the Federal Register for July 1, 1060, 20 F. R. 6106) 

26 CFR 250. 242: Overprinting of red 
strip stamps. 

Overprinting red strip stamps and reporting such stamps on Form 
96, Strip Stamps Issued to and Used by Importers. See Rev. Proc. 
60 — 26, page 100. 

26 CFR 251. 61: Containers of distilled spirits 
to bear red strip stamps. 

(Also Sections 5232& 5813; 251. 171, 251. 181. ) 
TITLE 26 — INTERNAI. REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PART 251. — 

IMPORTATION OI' DISTILLED SPIRITS, Vr INES, AND BKKR 

Miscellaneous aruendments 

DEPARTMENT OF TIIK TREASURY& 

OFFICE OF COMMISSIONER OF INTERNAL REvENUE& 
OFFICE oF COMMISSIONER OI CIISTOMS& 

ll'ashington 85& D. C. 
To Officers and Employees of the Internal Itevenue Service and 

Others Concerned: 
On May 6, 1960, a notice of proposed rulemaking ivith respect to 

the amendment of 26 CFR Part 251 was published in the Federal 
Register (26 F. R. 6980). No objection to the proposed amendments 
were received within the 80-day period prescribed in the notice. 

& The publication of this Treasury Decision in 25 F. R. 6204, dated July 1, 1960, contains 
(1) instructions for modifying the notice of proposed rule&asking published in 25 F. R. 
3930, dated slay 6, 1960, aad (2) the full context of the re "ulations with such modifica- 
tious. As here published, the Treasury Decision reflects the full context of such regula- 
tions. The in&lividual instructions have been omitted. 
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However, it has been determined administratively to make conform- 
ing and clarifying changes in the proposed amendments in respect 
of the procedures relating to the transfer of distilled spirits from 
customs custody to internal revenue bond. Accordingly, the follow- 
ing amendments are hereby adopted. 

In order to (1) implement changes made in chapter 51, Internal 
Revenue Code, by the enactment of Public Law 85 — 859, [C. B. 1958 — 3, 
92], (2) conform to the admission into the Union of the State of 
Ala~ska pursuant to Public Law 85 — 508 and of the State of Hawaii 
pursuant to Public Law 86 — 3, (3) revise the procedure for accounting 
for and ajlixing red strip stamps issued to importers, (4) include in 
this part, in conformity with administrative decisions, provisions for 
the transfer of certain distilled spirits from customs. custody to 
internal revenue bond and the withdrawal of distilled spirits from 
customs custody for use of the United States, and (5) make certain 
technical changes, the regulations in 26 CFR Part 251, "Importation 
of Distilled Spirits, 'Wines, and Beer, " are amended as follows: 
Ia 251. 2 [Amendment] 

Section 251. 2 is amended by striking ", Alcohol and Tobacco Tax 
Dlvlslon 

Section 251. 11 is amended to read: 
251. 11 DTREcTon. — "Director" shall mean the Director, Alcohol and Tobacco 

Tax Division, Internal Revenue Service, Washing, D. C. 

Section 251. 12 is amended to read: 
$ 251. 12 DI8TILLED SPIRITs OR SPIRIT$. — Distilled spirits or spirits" shall 

mean the substance known as ethyl alcohol, ethanol, or spirits of wine, and 
all mixtures or dilutions thereof, from whatever source or by whatever process 
produced, including alcohol, whisky, brandy, gin, runb and vodka, but shall 
not include wine as defined in $ 25L23. 

$ 251. 19 [A. rnendment] 
Section 251. 19 is amended by striking "5008(b)" and inserting in 

lieu thereof "5205(a) (2) ". 
b& 251. 21 [Amendment] 

Section 251. 21 is amended by striking ", the Territories of Vaska 
ancl Hawaii) 

Section 251. 30 is amended to read: 
$ 251. 30 SPEGIAL (OccvPxTzoNm) Tax. — Importers engaged in the business 

of selling, or offering for sale, distilled spirits, lvines, or beer, are subject to 
the provisions of Part 104 of this chapter relating to special (occupational) 
taxes, which part requires that the special tax return, lcorm 11, with remittance 
of the tax, shall be filed with the district director of internal revenue on or 
before July 1 of each year, or before commencing business. (72 Stat. 1340, 
1343, 1346; 26 U. S. C. 5111, 5121, 5142. ) 

g 251. 48 [Amendment] 
Section 251. 48 is amended by striking the period at the end of the 

section and adding- 
: Prouided, That the taxes on distilled spirits withdrawn from customs custody 
without payment of tax under the provisions of Subpart L and thereafter with- 
drawn from bonded premises of a distilled spirits plant subject to tax shall be 
collected and paid under the provisions of Part 201 of this chapter. (72 Stat. 
1314, 1366; U. S. C. 5001, 5232. ) 
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Section 251. 61 is a, mended to read: 
) 251. 61 CoNrwx&vsas oF DxsrxLLso SxxnxTs To Bsxa Pzn Sxnxp STx»xps. — No per- 

son shall transport, buy, possess, sell, or transfer any imported distilled spirits, 
unless the immediate container thereof is stan»&ed xvith a red strip stamp evi- 
dencing the determination or payment of all interual revenue taxes thereon. 
The provisions of this section shall not apply to- 

(a) distilled spirits in bond or in customs custody; 
(b) distilled spirits lawfully withdraxvn from bond and not intended for 

sale or for use in the manufacture or productio~ of auy article intended for 
sale; 

(c) distilled spirits on which no internal revenue tax is required to be 
paH1; 

(d) distilled spirits, lawfully withdrawn fronx bond, in immediate con- 
tainers stamped under other provisions of internal revenue or customs law 
or regulations issued pursuant thereto; or 

(e) any regularly established comxuon carrier receiving, transporting, 
delivering, or holdixxg for transportation or delivery distilled spirits in the 
ordinary course of its business as a common carrier. 

(72 Stat. 1858; 20 U. S. C. 5205. ) 

Section 251. 66 is amen cled to read: 
$251. 08 Sxzs ox&' REn Sxaxp Sr&Mrs. — Red strip stamps shall be issued in a 

standard size, serially numbered, for bottles or containers of x/z pint capacity 
or more, and in a small size for bottles or containers of less than x/z piut 
capacity. (72 Stat. 1058; 20 U. S. C. 5205. ) 

Section 251. 64 is amended to reacl: 
I&251. 04 REqyxsxTxo&v, FoaM 428. — Requisition for red strip stamps shall be 

made by the importer, or his cluly authorized agent, or by the subsequent pur- 
chaser of the distilled spirits, on Form 428, in triplicate. The local address of 
the importer, or his agent, shall be given ou Form 428. At the time the importer 
presents his first Form 428 for a. l&proval, he sha. ll present and file (if he has not 
already done so) with the collector of customs a certified or photostatic copy' 
of. his importer's permit issued pursuant to the Federal Alcohol Administration 
Act and regulations promulgated thereunder. All Forms 428 shall be submitted 
to the collector of customs of the district in which the place of business of the 
i&nporter or his duly authorized agent, or the subsequent purchaser of the dis- 
tilled spirits, as the case may be, is located. Collectors of customs shall refuse 
to approve requisitions, Form 4&8, subn&itted by any persou or his agent wheu 
the collector has knowledge that such person or his agent has, because of failure 
to account for stamps, been denied approval of a requisition, Form 428, and has 
not yet accounted for such stamps. All strip stamps issued on Form 428 shall 
l&e accounted for, in the manner prescribed in this part, within eighteen months 
from the date of requisition, or within such additional extension of time as nxay 
be granted under $ 251. 05a. (72 Stat. 1858; U. S. C. 5205. ) 

4 new section, reading as follows, is insertecl immediately following 
8 251. 64. 

$251. 04a PowEa ox' Ax'Ton&Ev. — Where an importer gives power of attorney 
to another person to sign I&'orm 00, Form 428, I&'orm 1027, or Form 10&27A, such 
power of attorney shall be filed with the collector of customs xvho approves the 
issuance of the red strip stamps and shall be iu such forxn as is required by 
Customs Regulations (10 CFR Chapter I). Where any of the above forms are 
signed by a duly authorized agent, the name of the importer shall be given, 
followed by the signature of the agent and the words "A. ttorney iu Fact. " 

Section 251. 65 is amended to read: 
$ 251. 65 STxTKhxE;vT, FonM 1627. — The importer, or his duly authorized agent, 

shall submit, with Form 428 for strip stamps to be sent to a foreign country, 
a statement on Form 1(&27, executed under the penalties of perjury: 

(a) that the sta&nps are requisitioned for sentling abroad and are required 
to supply existing orders and/or represent a reasonable anticipation of 
current requirements; 
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(b) that a complete accounting for such stamps will be made within 
eighteen months from the date of requisition (or within such additioual 
extension of time as may be granted under $ 251. 65a) in accordance with 
the provisions of this part: 

(c) either that no Form 428 from the importer or his duly authorized 
agent is and has been open beyond eighteen months, or, if any Forms 428 
are open, specifying those that are open beyond eighteen months; and 

(d) that the requisitionist understands that failure to properly account 
for the strip stamps will be grounds for rejection of subsequent requisitions 
for red strip stamps. 

(68A Stat. 749, 852, 72 Stat. 1858; 26 U. S. C. 6065, 7206, 5205. ) 
A. new section, reading as follows, is inserted immediately following 

I5 251. 65. 
$ 251. 65a EZTENsIoN GF TIME PGE FINAL AccoUNTING CF STRIP STAMP8. — 

Where an importer is not able, within the eighteen-month period prescribed 
)$251. 64 and 251. 65, or within any extension period which might be granted 
in this section, to give a complete accounting for all strip stamps issued with 
respect to any requisition on Form 428 in the manner prescribed in this part, 
he shall notify the collector of customs, in writing, prior to the expiration 
of the eighteen-month period or any extension period granted under this 
section, setting forth all pertinent facts and requesting an extension of time 
wherein to make his final accounting. If satisfied that the circumstances 
warrant an extension of time, the collector of customs may grant an extension, 
or extensions, not to exceed a total of twelve months. If any application is 
made for a further extension of time, the collector of customs shall submit it, 
with his recommendation, to the Commissioner of Customs, who may, when 
the circumstances warrant, grant an additional extension of time. Where 
the collector of customs is not satisfied with the reasons given for requesting 
an extension of time, he shall proceed as prescribed in 5251. 92. (72 Stat. 
1858; 26 U. S. C. 5205. ) 

Section 251. 66 is amended to read: 
f 251. 66 APPRovAL oF REqUIsITIGN. — The collector of customs will approve 

Form 428 if he- 
(a) is satisfied: 

(1) that the importer is the holder of an importer's permit issued 
under the Federal Alcohol Administration A. ct and the regulations in 27 
CFR Part 1; 

(2) that the quantity requisitioned is reasonable and necessary for dis- 
tilled spirits to be imported to supply existing orders and/or anticipated 
requirements, or to be removed from customs custody, as provided in this 
part; and 

(8) that his records show that alll strip stamps which may have been 
previously issued to the importer have been properly and timely accounted 
for as provided in this part; and 

(b) has not been informed that the importer or his agent has been denied 
approval of a requisition at any port and has not accounted for the stamps 
on account of which such denial was given. 

When satisfied that Form 428 may be approved, the collector of customs shall 
signify his approval on all copies of Form 428, retain Form 1627 (if any) and 
one copy of Form 428, and return the original and remaining copy of Form 
428 to the applicant for submission to the proper district director of internal 
revenue. (72 Stat. 1858; 26 U, S. C, 5205. ) 

Im 
251. 67 tAmendment] 
Section 251. 67 is amended by striking the fourth and 6fth sentences, 

together with the statutory citation at the end of the section, and by 
inserting in lieu thereof: "The district director of. internal revenue 
shall enter the serial numbers of the stamps issued and stamp the date 
of issue on both copies of Ii'orm 428, retain the original copy and 
send the remaining copy to the collector of customs who approved it. 
"(72 Stat. 1858; 26 U. S. C. 5205) ". 
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f 251. 68 [Amendment] 
Section 251. 68 is amended by striking the second and third sen- 

tences, and the statutory citation at the end of the section, and by 
inserting in lieu thereof: "An importer holding an importer's perlnit 
to do business under one or more trade names shall have the red strip 
stamps overprinted with his real name and/or one of his approved 
trade names, consistent with the name of the importer as shown on 
the labels of the imported spirits to which the red strip stamps are 
to be applied. He shall submit the stamps to the collector of customs 
who will verify the overprinting and make an enclorsement showing 
the veriftcation on Form 428, or on the retained original of Form 
1627 where such form is submitted: Provided, That the collector of 
customs may so endorse the Form 428 or Form 1627 on presentation 
of other evidence satisfactoury to him that the stamps have been 
properly overprinted when, in his opinion, physical submission of the 
stamps is impractical. The collector of customs will then authorize 
the importer or his duly authorized agent to send the stamps to the 
bottler or exporter abroad, as provided in subpart F; or authorize the 
importer or his duly authorized agent, or the subsequent purchaser 
of the distilled spirits, as the case may be, to aSx the stamps to con- 
tainers under customs supervision, as prescribed in subparts G and H. 
"((2 Stat. 1858; 26 U. S. C. 5205) ". 

Section 251. 60 is amended to read: 
(% 

251. 60 AFFIxING STRIP STaMPs. — Strip stamps shall be securely affixed to 
the container with a strong adhesive, and and shall be afhxed in such a manner 
that on opening the container the stamp will be broken and a portion thereof, 
sufficient to identify the kind of stamp placed thereon, will remain attached to 
the container or to a cap or seal which is permanently afflxed thereto. Strip 
stamps afhxed to containers shall not be concealed or obscured in any manner 
except that any such stamp may be covered by a cup, cap, seal, carton, wrapping, 
or other device which can be readily removed without injury to the stamp or 
which is sufficiently transparent to permit all data on the stamp to be read. If 
a cup, cap, or seal is placed over a stamp, a portion of the stamp must remain 
plainly visible. If containers are enclosed in sealed opaque cartons, such cartons 
or wrappings on such cartons must bear the words, 'This package may be 
opened for examination by Internal Revenue Officers. " Internal revenue and 
customs officers have the right to open such cartons or wrappings and examine 
the container. Where there is doubt as to the propriety of the use of any 
cup, cap, or seal, the closure and container should be submitted to the Director 
for approval. (72 Stat. 1358; 26 U. S. C. 5205. ) 

Sections 251. 70 and 251. 71 are revoked. 
Section 251. 82 is amended to read: 

4| 251. 82 APPRGVAL oF REQUI$ITIoN. — The collector of customs shall approve 
For 428 and dispose of Form 428 and Form 1627 in accordance with and 
subject to the applicable provisions of II 251. 66. (72 Stat. 1358; 26 U. S. C. 
5205. ) 

eI 251. 84 [Amendment] 
Section 251. 84 is amended as follows: 
(A) By striking the present legend and inserting in lieu thereof: 

The red strip stamps required by section 5205, I. R. C. , are affixed to the 
(Number) 

containers of distilled spirits in this case. 
(Sire) 

(Name of bottler or exporter) 

(B) By striking the statutory citation at the encl of the section and 
inserting in lieu thereof "(72 Stat. 1858; 26 lJ. S. C. 5205)". 

565726' — 61 SS 
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$ 251. 85 [Amendment] 
Section 251. 85 is amended as follows: 
(A) By striking "5008" and inserting in lieu thereof "5205". 
(B) By striking the statutory citation at the end of the section and 

inserting in lieu thereof "(72 Stat. 1858; 26 U. S. C. 5205) ". 
A new section, reading as follows, is inserted immediately following 

( 251. 85: 
$ 251. 85a. REQUEsT FoR CREDIT GF RED STRIP STAMPs GN DIBTILLED SPIRITs DE. 

I'osITED IN A FCREIGN-TRADE ZGNE AT SPEcIFIED PQRT. — Iyhen red strip stamps 
are affixed abroad to containers of imported distilled spirits and, on arrival in 
the United States, the spirits are stored in a foreign-trade zone located at the 
port specified in the requisition, the importer may obtain credit of the red strip 
stamps against the appropriate requisition. In such cases, the zone application 
shall have endorsed thereon, by the importer or his duly authorized agent, the 
legend required bv ]]2o1. 85. In addition, aud as a condition of obtaining ap- 
proval from the collector of customs for admission of the spirits to the zone, 
the inIporter or his duly authorized agent and the zone grantee shall state 
on th&. zone application that if such spirits are subsequently exported from the 
zone the red strip stamps will be effectively destroyed uuder customs super- 
vision prior to exportation, The collector of customs will not approve such 
exportation and Ivill not execute a permit of delivery until the red strip stamps 
have been effectively destroyed as provided in $251. 72. (48 Stat. 999, as 
ameuded, 72 Stat. 1858; 19 U. S. C. 81c, 20 U. S. C. 520i. ) 
bq 251. 86 [Amendment] 

Section 251. 86 is amended as follows: 
(A) By striking, in the present section, the Ivord "denomination", 

and inserting in lieu thereof the word "size". 
(B) By adding, at the end of the section, the following sentence: 

"0'hen distilled spirits are placed in a foreion-trade zone at the port 
of re&]uisition and where the zone application conforms with the 
provisions of ) 251. 85a, the collector of customs shall credit the appro- 
priate strip stamp record with the number and size of red strip stanips 
shoivn by the usual customs examination to have been affixed to the 
containers. " 

(C) By striking the statutory citation at the end of the section 
and inserting in lieu thereof: "(48 Stat. 999, as amended, 72 Stat. 
1858; 19 U. S. C. 81c, 26 U. S. C. 5205) ". 

Section 251. 87 is amended to read: 
II 2 &1. 87 CREDIT oF RED STRIP STAMPs AGAINsT REQUIsITIGN oN DIVERsIov GF 

SPIRITs To OTIIKR TIIAN SPEGIFIED POR'r. — Iu the event of diversion of all or part 
of the spirits to a port or ports, or to a foreign-trade zone at a port, other than 
the port specified in Form 1027 filed with the Form 428, the importer Ivho requisi- 
tioued the stamps, or the importer at the port of diversion, or the duly authorized 
agent of either, shall prepare Form 1627A, in triplicate, for each such diversion. 
Oue copy of Form 1027A shall be promptly sent to the collector of customs 
at the port of requisition, and the original and remaining copy shall be filed 
with the collector of customs at the port of diversion at the time the warehouse 
or «usumption entry, or zone application, is filed. The corresponding entry 
or zone application at the port of entry shall be marked Ivith the requisition 
aud diversion numbers, and the name of the port of requisition, as shoIvn on 
the Form 1627A. The provisions of g 251. 85a shall, as applicable, cover stamps 
on spirits diverted to a foreign-trade zone located at a port other than the port 
specified in Form 1027. 'Such diverted spirits may not be released frouI cus- 
toms custody or admitted iuto a foreign-trade zone until the required Form 
10"7A has been filed. The collector of customs at the port of diversion shall 
certify on both copies of Form 1027A as to the disposition of the spirits and 
of the starups shown by the usual customs examination to have been aflixed to 
the containers, and forward the original Form 1027A to the collectior of customs 
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at the port of requisition. He shall retain the copy of Form 1627A as a record 
copy in a separate file. On receipt of Form 1627A from the collector of customs 
at the port of diversion, the collector of customs at the port of requisition 
shall, enter the appropriate credit on his strip stamp record, stamp "Strip 
stamps used and credited except as noted" on the copy of Form 1627A originally 
received by him for such diversion, and send such copy to the ilnporter, or 
importer's agent, who requisitioned the stamps. Such importer or agent may 
then tike credit for the stamps on his strip stamp record. (48 Stat. 000, as 
amended, 72 Stat. 1858; 10 U. S. C. 81c, 26 U. S. C. 5205. ) 

A neIv section. , reading as follows, is inserted immediately folloIv- 
ing $ 251. 87. 

$ 251. 87a Fozr. ow-IIP PRocxnvRE FoR FoRMs 1027A. — When the importer, or 
ilnporter's agent, who requisitioned the stamps on Form 428 has not, within 
two months from the date of arrival of the spirits, received from the collector 
of customs the copy of Form 1627A noted as to credit of strip stamps by the 
collector, as provided for in $ 251. 87, he shall inquire of the collector of cus- 
toms who approved the requisition Form 428 whether the required report on 
Form 1627A has been received from the collector of customs at the port of 
diversion. If the collector of customs reports the non-receipt of Form 1627A 
from the collector at the port of diversion, the importer, or the importer's 
agent, shall make a written inquiry, either directly or through the im- 
porter at the port of diversion, of the collector of customs at the port of diver- 
sion whether such collector has reported on the diversion. The inquiry shall 
shoiv the entry number, or identify the zone application, and shall be accom- 
pained by two copies of the original Form 1027A marked "Follow-up: Pre- 
pared On receipt of the inquiry, the collector of customs of 

(date) 
the port of diversion will compare the "Follow-up" copies Ivith his file of 
record copies of Form 1027A. If he has a record copy showing that he for- 
warded the original Form 1627A, he shall insert any stamp data on the "Follow- 
up" copies, return one copy to the party who presented it, and forivard the 
other copy to the collector of customs at the port of requisition. If the col- 
lector of customs at the port of diversion finds no corresponding record copy 
of Form 1627A, he shall use the "Folloiv-up" copies as original copies. In 
such case, he shall strike out the words "Follow-up", enter the stamp data 
thereon, retain one copy as his record copy, and forward the other copy to 
the collector of customs at the port of requisition. On receipt of the copy 
by the collector of customs at the port of requisition, the copy will be com- 
pared with the records. If the original Form 1627A has been received and the 
triplicate copy has already been forwarded to the importer, or to the importer's 
agent, the "Follow-up" copy shall also be sent to him without further action. 
If the collector of customs at the port of requisition finds that he has not 
received the original Form 1627A from the port of diversion, he shall use the 
"Follow-up" copy as the original of Form 1027A, and process it in accordance 
with $ 251. 87. On receipt of the copy of Form 1027A, the importer, or the 
importer's agent, may, unless he has already received his coliy of Form 1027A, 
take credit for the stamps on his strip stamp record. (72 Stat. 1858; 20 U. S. C. 
5205. ) 

A new section, reading as follows, is inserted immediately following 
( 251. 88. 

$ 251. 88a TRANSFER OF RED STRIP STAMPs IN FOREIGN COIINTRY. — Where an 
importer has shipped red strip stamps to a foreign bottler or exporter, to be 
affixed to containers of distilled spirits to be shipped to the United States, and 
he desires to transfer all or a part of these stamps to another foreign bottler 
or exporter, he shall first submit a written application, in duplicate, to the 
collector of customs who approved the requisition, Form 428. The application 
shall show: (a) the serial number and date of the requisition, Form 428, 
covering issuance of the stanps; (b) the name and country of the foreign 
bottler or exporter holding the stamps; (c) the number and size of the stamps 
desired to be transferred; and (d) the name and country of the foreign bottler 
or exporter to Ivhom the stamps are to be transferred. If the collector of 
customs has no reason to believe that the transfer would constitute a jeopardy 
to the revenue, he shall indicate his approval on the copy of the application, 
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return the copy to the importer, and rei:ain the original for filing with the 
requisition, Form 428. On receipt of the approved copy, the importer shag 
effect the requested transfer of strip stamps. {72 Stat, 1358; 26 U. S. C. 52OO, ) 

Section 251. 89 is amended to read: 
rl 251. 89 UNUssn REO STRIp STAMps. — Unused red strip stamps returned to 

the importer by the bottler or exporter abroad, shall be submitted to the collector 
of customs who approved the original requisition, Form 428, for noting of such 
fact on the requisition and on the Form 1627 covering such stamps on file witli 
the collector. After such notation has been made, the collector of customs shall 
return the stamps to the importer. If subsequently the importer desires to send 
all or part of the returned stamps to a bottler or exporter abroad, he shall sub- 
Init them with Form 1627, properly modified and in duplicate, to the collector of 
customs who shall note approval on the copy of the modified Form 1627 and re- 
turn it with the stamps to the importer. The collector of customs shall retain 
the original Form 1627. The importer shall make appropriate entries on his 
strip stamp record and in his report, Form 96, of the receipt and disposition 
of unused stamps covered by this section. (72 Stat. 1358; 26 U. S. C. O206. ) 

( 251. 89a [Amendment] 
Section 251. 89a is amended as follows: 
(A) By striking, in the second sentence, the word "denomination", 

and inserting in lieu thereof the word "size". 
(B) By striking the statutory citation at the end of the section and 

inserting in lieu thereof "(72 Stat. 1358; 26 U. S. C. 5205) ". 
$ 251. 90 [Amendment] 

Section 251. 90 is amended as follows: 
(A. ) By amending the second and third sentences to rend: "The 

importer shall submit such afFidavit to the collector of customs who 
shall credit the original requisition accordingly. The importer shall 
make appropriate entries on his strip stamp record. " 

(B) By striking the statutory citation at the end of the section and 
inserting in lieu thereof "(72 Stat. 1358; 26 U. S. C. 5205) ". 
$ 251. 91 [Amendment] 

Section 251. 91 is amended as follows: 
(A) By striking from the first sentence the words "or aldavit" and 

inserting in lieu thereof the words "a certificate". 
(B) By amending the second and third sentences to read "The im- 

porter shall submit such certificate to the collector of customs who 
shall credit the original application accordingly. Tile importer shall 
make appropriate entries on his strip stamp record. " 

(C) By striking the statutory citation at the end of the section and 
inserting in lieu thereof "(72 Stat, 1M8; 26 U. S. C. 5205) ". 

Section 251. 92 is amended to read: 
) 251. 62 BREACH oF REQULATICNS, oR FAILURE To PRoPERLY AccoUNT Foa 

STRIP STAI~Ps. — Avhere an importer fails to render a proper accounting for 
strip stamps as prescribed in this part, or where the collector of customs is not 
able to reconcile his records with those of the importer and is not satisfied with 
the accounting as rendered by the importer, or where there has been any breach 
of the provisions of this part by the importer, or use of stamps for a purpose 
other than that for which they were procured, the collector of customs shall 
refuse to approve any further requisition, Form 428, submitted by the importer. 
The collector of customs may also require of the importer an immediate account- 
ing of all strip stamps outstanding in the name of the importer. Such accounting 
shall be made at a time and place to be specified by the collector of customs, and 
shall be of such a nature as to satisfy the collector of customs that there has 
been no unlawful diversion or use of said stamps. If deemed necessary, the 
collector of customs may require the importer to call in all unused strip stamps, 



[(f 5205. 

wherever they may be, and deliver them so that they may be counted, Where 
the collector of customs has evidence that any of the provisions of this part 
have been wilfully violated, he shall refer the matter to the Director for appro- 
priate action. (72 Stat. 1858; 26 U. S. C. D205. ) 

«5 
251. 113 [Amendmen(, ] 
Section 251. 113 is amended as follows: 
(A) By striking the present legend and inserting in lieu thereof: 

Port of 19 . This is to certify that on this 
( llontb ) ( Day ) 

date, the red strip stamps required by section, &20&, I. R. C. , were affixed, under 
my supervision, to the, containers of distilled spirits in this 

(Number) (Size) 
case. 

(Name) (Officia designation) 

(B) By striking the statutory citation at the end of. the section and 
inserting in lieu thereof "(72 Stat. 1358; 26 U. S. C. 5205) ". 
$ 251. 120 [Amendment] 

Section 251. 120 is amended as follows: 
(A) By striking "$ 251. 184" from the last sentence and inserting 

in lieu thereof "I5$ 251. 133 and 251. 134". 
(B) By striking the statutory citation at the end of the section and 

inserting in lieu thereof "(72 Stat. 1342, 1361, 1874, 1895; 26 U. S. C, 
5114& 5207, 5301) 5555) ". 
) 251. 122 [Amendment] 

Section 251. 122 is amended as follows: 
(A) By substituting "Part 201" for "Part 280" where it appears 

twice in this section. 
(B) By striking the statutory citation at the end of the section and 

inserting in lieu thereof "(72 Stat. 1858; 26 U. S. C. 5205) ". 
Section 251. 180 is amended to read: 

IW 251. 180 DAILY REcoRD oF STEIP STAx(Ps. — Inlporters shall maintain for 
each day a transaction in red strip stamps occurs a daily record of such stamps 
by size (small or standard), showing the number received, used, lost, mutilated, 
destroyed, or otherwise disposed of, and on hand at the beginning and end 
of the day. The record shall also show the number and size of bottles to which 
the stamps were affixed, except that bottles of less than Pz pint capacity shall 
be recorded as one item. Each credit taken on the record shall identify the 
customs entry number and the port of entry for the stamped bottles received 
from abroad, or the authority given by the collector of customs for such credit. 
Where an importer has more than one place of business, a separate daily record 
shall be maintained on the premises of each place of business. Where an 
agent procures stamps for several importers, the agent shall keep a separate 
record, for each importer, of all strip stamps sent abroad or retained on his 
premises for the account of the importer. (72 Stat. 18O8; 26 U. S. G. 5205. ) 

Section 251. 181 is amended to read: 
() 251. 181 REPORT oF STElP STAxirs, FDEM 96. — Every importer shall prepare 

on Form 96, in triplicate, an annual report of all strip stamps procured, used, 
lost, mutilated, destroyed, or otherwise disposed of during each fiscal year 
(July 1 through June 80 following), a report of the balances on hand at the 
beginning and end of the fiscal year, and an accounting for any balances out- 
standing against each requisition at the end of the fiscal year. Where an 
importer has more than one place of business, a separate report on Form 96 
shall be rendered for each place of business. Where an agent procures stamps 
for several in&porters, he shall render a separate report on Form 96 in the name 
of each importer. An original and one copy of Form 96 shall be filed on or 
before July 10 with the collector of customs who approved the importer's 
requisitions on Form 428: Provided, That where the collector of customs finds 
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it necesss. ry, in order to reconcile his accounts with those of the importer 
he may require the importer, in addition to the annual report on Form 
96, to file Form 96 at more frequent intervals, but not more often than 
once a month, completed in whole or in part, as the collector may designate, 
Such a. dditional reports on Form 96 shall be prepared in duplicate and the 
original shall be filed with the collector of customs at the time designated by 
such collector. The importer shall heep one copy of Form 96 for his files. The 
collector of custonis shall, on or before July 20, forward one copy of each annual 
report on Form 96 to the assistant regional commissioner of the region in which 
the customs collection district is located. (72 Stat. 1358; 26 U. S. C. 5205. ) 

Section 251. 182 is revoked. 

$ 251. 188 [Amendinent] 
Section 251. 188 is amended as follows: 
(A. ) By striking, in the first sentence, tliat portion preceding the 

"Proviso" clause, and inserting in lieu thereof: "Except as provided 
in $ 251. 134, every importer who imports distilled spirits, wines, or 
beer sliall keep such records and render such reports of. such liquors 
as are required to be liept by a wholesale or retail dealer, as applicable, 
under the provisions of Part 194 of this cliapter:". 

(B) By striking the statutory citation at the end of the section and 
inserting in lieu thereof "(72 Stat, 1842, 1345, 1895; 26 U. S. C. 5114, 
5124, 5555) ". 
$ 251. 184 [Amendment] 

The headnote of section 251. 184 is amended to read: 

$ 251. 184 PRQPRIEToRs oI' QUALIFIED PREllflsFs. 

$ 251. 185 [Amendment] 
Section 251. 185 is amended as follows: 
(A) By striking "Alcohol and Tobacco Ta, x Division, ". 
(B) By stril-ing the statutory citation at the end of tlie section and 

inserting in lieu thereof: "(72 Stat. 1842, 1895; 26 U. S. C. 5114, 
5555) ". 
) 251. 136 [Amendinent] 

Section 251. 186 is amended as follows: 
(A) By changing the second sentence to read: "All records required 

by this part, and le~gible copies of all reports required by this part to 
be submitted to the assistant regional commissioner or to the collector 
of customs, shall be filed separately, chronologically, and in numerical 
sequence within each date, at the importer's place of business to which 
they relate: Provided, That on application, the assistant regional 
commissioner may authorize the files, or any individual file, to be 
maintained at otlier premises under control of the importer, if he 
finds that such maintenance will not delay the timely filing of any 
document, or cause undue inconvenience to internal revenue or customs 
OKcers desiring to examine such files. " 

(B) By striking the statutory citation at the end of the section 
and inserting in lieu thereof "(72 Stat. 1842, 1845, 1861, 1895; 26 
U, S. C. 5114, 5124, 5207, 5555) ". 

Section 251. 187 is amended to read: 
$ 215. 137 REvENriov. — All records required by this part, documents or copies 

of documents supporting such records, and file copies of reports required by 
this part to be submitted to the assistant regional commissioner or to the col- 
lector of customs, shall be preserved for a period of not less than two years, and 
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during such period shall be available, during business hours, for inspection 
and the taking of abstracts therefrom by internal revenue or customs otficers. 
Any records, or copies thereof, containing any of the information required by 
this part to be prepared, wherever kept, shall also be made available for such 
inspection and the taking of abstracts therefrom. (72 Stat. 1342, 1345, 1361, 
1395; 26 U. S. C. 5114, 5124, 5207, 5555. ) 

Subpart J is revoked. 
Section 251. 160 is amended to read: 
$ 251. 160 DisPosITIoN OF STRIP STAMPs. — The importer who discontinues or 

sells his business shall recall from his agents abroad all unused stamps in their 
custody. EIe shall submit his entire stock of unused stamps, accompanied by 
a report, in duplicate, of inventory, by size, serial numbers and quantity, to the 
collector of customs for crediting of the respective Forms 428. The collector 
of customs shall then destroy the stamps and, after such destruction, note the 
action taken on both copies of the inventory. He shall retain the original of 
the inventory an(1 return the copy to the importer. ivithin five days of the 
receipt of the returned copy of the inventory, the importer shall note the 
illsposition of the stamps on Form 96, mark the report "Final", and submit it, 
in duplicate, to the collector of customs. The collector of customs shall for- 
ward one copy of the final Form 96 to the assistant regional commissioner. 
(72 Stat. 1358; 26 U. S. C. 5205. ) 

The following new subparts, subpart L a, nd subpart M, are added, 
immediately following $ 251. 160: 

Subpart L. — Transfer of Distilled Spirits From Customs Custody to Bonded 
Premises of Distilled Spirits Plant 

Section 
251. 171 General provisions. 
251. 172 Application, Form 2609. 
251. 173 Customs gauge and release. 
251. 174 Tank cars and tank trucks to be sealed. 
251. 175 Transfer by pipeline at dock. 

$ 251, 171 GENKitAL Paovisions. — Imported distilled spirits, other than whisky, 
brandy, rum, or similar beverage spirits, of 185 degrees or more of proof may, 
under the provisions of this subpart, be withdrawn by the proprietor of a dis- 
tilled spirits plant from customs custody and transferred to the bonded preinises 
of his plant for nonbeverage use, without payment of the internal revenue tax 
imposed on spirits by section 5001, I. R. C. Spirits of any proof, imported for 
any purpose incident to the requirements of national defense, may also be with- 
drawn froin customs custody and be transferred to the bonded premises of a 
distilled spirits plant without payment of such tax. Spirits so withdrawn 
and transferred to a distilled spirits plant may be redistilled or denatured and 
niay, without redistillation or denaturation, be withdrawn froiu internal revenue 
bond for any purpose authorized by chapter 51, Internal Revenue Code, in the 
same manner as domestic distilled spirits. Imported distilled spirits trans- 
ferred from customs custody to the bonded preniises of a distilled spirits plaut 
under the provisions of this subpart shall be received and stored thereat, and 
withdrawn or transferred therefrom, subject to the applicable provisions of 
Part 201 of this chapter. (72 Stat. 1366; 26 U. S. C. 523'. ) 

5 251. 172 A. PPI. IcATIoN, FoRII 2609. — The proprietor of a distilled spirits plant 
desiring to withdraw distilled spirits as authorized in $ 251. 171, shall, for each 
withdrawal, submit an application on Form 2609, in triplicate, to the internal 
revenue officer in charge. The application shall appropriately identify the 
distilled spirits to be withdrawn, and shall be modified by the applicant to cover 
the transfer of distilled spirits from customs custody, by naming the port of 
entry through which the distilled spirits are to be ivithdrawn, and by inserting 
in the "Remarks" iteni the naine and address of the assistant regional com- 
missioner for the region in which is located the plant to which the spirits are 
to be transferred. The internal revenue officer shall, if the proprietor's bond 
on Form 2601 is sufficient, approve all copies of Form 2609, forward one copy to 
the assistant regional commissioner, and return the original and remaining 
copy to the proprietor. The proprietor shall forward the original of Form 2609 
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to the collector of customs at the port of entry named therein from whose 
custody it is proposed to withdraw the distilled spirits, and retain the remaining 
copy for his files. (72 Stat. 1814, 1822, 1866; 26 U. S. C. o001, 5007, 5282. ) 

g 251. 178 Customs GAUGE END RELEAsE. — The collector of customs will not 
release distilled spirits without payment of internal revenue tax until the ap. 
proved Form 2609 has been received from the proprietor of the distilled spirits 
plant. Prior to release from customs custody, the customs oilicer shall prepare 
Form 286 (in quadruplicate, when the spirits are in packages; in quintuplicate, 
when the spirits are in bulk) appropriately modified to show: 

(a) Serial number and date of the Form 2609; 
(b) Customs port of entry; 
(c) The consignee; 
(d) Kind of spirits; 
(e) Country from which spirits were exported; 
(f) iuethod of transfer; 
(g) Elements of bulk gauge (if any); 
(h) Quantity to be transferred; 
(i) Customs seals used (if any); 
( j ) Date of release; and 
(k) Signature and title of the customs officer in lieu of the proprietor, 

When shipments are made in tank cars or tank trucks, the details of the gauge 
of each tank car or tank truck shall be reported separately. In the case of 
barrels, drums, or similar portable containers, the details of the gauge shall 
be shown on Form 2680, in triplicate. In addition, the customs officer shall 
ascertain and enter on each copy of Form 2M the rate of customs duty paid on 
the distilled spirits and the rate of customs duty which would have been appli- 
cable had such spirits been imported for beverage purposes. On compliance 
with the reqiurements of customs regulations (including determination of 
duties due), and on completion of Form 286 (and Form 2680, where required), 
the customs officer shall release the spirits for transfer, retain one copy of Form 
286 (and Form 2680, if any), forward one copy of Form 286 to the assistant 
regional commissioner (alcohol and tobacco tax) at the address shown on Form 
2609, and forward the original aud remaining copy (or copies) of Form 286 
(and Form 2680, if any) to the internal revenue oflicer at the distilled spirits 
plant. (72 Stat. 1814, 1822, 1866; 26 U. S. C. 5001, 5007, 5282. ) 

$251. 174 Txvx C~s &Nn T~NK TRvcxs To Bz SE+r. gn. — Where a shipment 
of distilled spirits from customs custody to the distilled spirits phtnt is made 
in a tank car or tank truck, all openings affording access to the spirits shall be 
sealed by the customs officer vvith customs seals in such manner as will prevent 
unauthorized removal of spirits through such openings without detection. (72 
Stat. 1814, 1822, 1866; 26 U. S. C. 5001, 5007, 5282. ) 

(') 251. 175 Tn&Nsvrs nv Ptrzr. rNs xr Docrc. — Where the distilled spirits plant 
is equipped with suitable dock facilities, the distilled spirits may, subject 
to all requirements of the customs laws and regulations, be transferred bv 
pipeline from the importiug vessel or barge through weighing tanks or other 
suitable measuring tauks into locked empty storage tanks on the bonded 
premises of the distilled spirits plant, or directly into locked storage tanks on 
such premises provided such storage tanks are equipped with suitable measur- 
ing devices for correctly intlicating the actual contents and the outlets thereof 
are locked. In all such cases of pipeline transfers, the distilled spirits shall 
be transferred under customs supervision, gauged immediately by a customs 
officer, and thereupon released for deposit in the distilled spirits plant. The 
details of the gauge shall be reported on Form 2M, and distribution of the 
form made, as provided in $ 251. 178. (72 Stat. 1814, 1822, 1M6; 26 U. S. C. 
5001, 5007, 5282. ) 

Subpart M. — Withdrawal of Imported Distilled Spirits From Customs Custody 
Free of Tax for Use of the United States 

Section 
251. 181 
251. 182 
251. 188 
251. 184 
251. 185 
251. 186 

General. 
Application and permit, Form 1444. 
Use of permit, Forn!1444. 
Customs gauge and release. 
Tank cars and tanl- trucks to be sealed. 
Receipt on Form 1478. 
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) 251. 181 GENERAL. — On filing of proper customs entry, imported distilled 
spirits may, under the provisions of this subpart, be withdrawn free of tax 
from custonms custody by the United States or any governmental agency 
thereof for its own use for nonbeverage purposes. (72 Stat. 1872, 1875; 20 
U. S. C. 5272, 5813 ) 

) 251. 182 APPLIcATIQN AND PERMIT, FORII 1444. — Application on Form 1444, 
in duplicate, appropriately modified to show the customs port of entry, shall 
be filed with the Director by the United States or governnIental agency there- 
of for a permit to procure and withdraw imported distilled spirits free of tax 
for nonbeverage purpose. If it is desired to procure distilled spirits from more 
than one customs port of entry, a. separate application for permit must be filed 
for each port. Each location to which the distilled spirits are to be shipped 
shall be shown on the application. The application shall be signed by the 
head of the departnIent or independent bureau or agency to which such spirits 
are to be shipped, or by some person duly authorized by such head of a depart- 
ment or independent bureau or agency. Evidence of authority to sign for the 
head of a department, or independent bureau or agency, shall be furnished 
the Director. Permits on Form 1444 to procure distilled spirits free of tax 
from customs custody will not limit the quantity of distilled spirits author- 
ized to be procured, and all such permits shall remain in force until sur- 
rendered or canceled. Every appropriate precaution shall be taken by the 
agency to insure that the tax-free spirits so procured will be used only for 
governmental purposes. (72 Stat. 1875; 20 U. S. C. o313. ) 

$251. 188 Usz oF PEREIIT, FORM 1444. — On receipt of the permit, Form 1444, 
from the Director, the department, bureau, or other agency of the United 
States, in order to procure distilled spirits from customs custody, shall forward 
the permit to the collector of customs at the port naIned therein. The collector 
of customs may retain such permit to cover future withdrawals pursuant to 
appropriate customs entry in each case. (72 Stat. 1875; 20 U. S. C. 5818. ) 

$ 251. 184 CvsTCMs Gxvoz &Nn RELE+sz. — Where the appropriate permit, 
Form 1444, is on file, and on receipt of entry for release of distilled spirits, the 
spirits shall be gauged by a customs otficer who shall prepare a report of gauge 
on Form 2029, in triplicate. The distilled spirits nIay then be released free of 
tax for shipment to the United States or governmental agency thereof named 
in the permit, Form 1444. The customs officer shall nIake the appropriate 
withdrawal entry on Form 1444, and shall state on each copy of Form 2629 the 
permit number of the Form 1444 under which the distilled spirits were with- 
drawn. The original of FornI 2029 shall be retained by the collector of customs, 
one copy shall be forwarded to the governmental agency to whom the distilled 
spirits are consigned, and one copy shall be forwarded to the Director. (72 
Stat. 1875; 20 U, S. C, 5818. ) 

$251. 185 T&NIL CxRs &Nn T&NIL TRvcxs To BE SE. Wzo. — When a shipment 
of distilled spirits from customs custody is made in a tank car or tank truck, 
all openin s affording access to the spirits shall be sealed by the custoIns otficer 
with customs seals in such manner as will prevent unauthorized reruoval of 
spirits through such openings without detection. (72 Stat. 1875; 26 U. S. C. 
5818. ) 

$ 251. 186 REGEIPT ON FCRM 1478. — At the time of shipping distilled spirits free 
of tax to the United States or governmental agency thereof, the collector of cus- 
toms shall prepare Form 1478, appropriately modified, forward the original and 
one copy to the Government oflicer to whom the distilled spirits are to be delivered 
at destination, and retain one copy for his files. The Government officer, on 
receiving the shipment, shall execute the certificate of receipt, forward the 
original to the Director and retain the copy for his files. (72 Stat. 1875; 26 
U. S. C. 5818. ) 

Because this Treasury Decision is a part of an integrated recodifica- 
tion program under Chapter 51, I. R. C. , and in order that the entire 
program may be efFective on July 1, 1960, it is folmd that it is con- 
trary to the public interest to issue this Treasury Decision subject to 
the effective date limitation of section 4(c) of the Administrative 
Procedure Act (60 Stat. 238; 5 U. S. C. 1008). Accordingly, this 
Treasury Decision shall become effective on July 1, 1960. 
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(This Treasury Decision is issued under authority contained jn 
section 7805 of the Internal Revenue Code of 1954 (68A. Stat. 917; 26 
U. S. C. 7805). ) 

WALI. i&M H. Lozn, 
Acting Commissioner of Internal Bet)enne. 

RALP& IALLY) 
Comus& ei oner of C'u~tome. 

Approved June 28, 1960. 
FRED C. SCRIBNKR) JR. ) 

Acting Secretary of the Treasury. 

(Filed by the Division of the Federal Register June 30, 1060, 8: 51 a. m. , and 
published in the issue of tlie Federal Register for July 1, 1960, 25 F. R. , 6204) 

SECTION 5206. — CONTAINERS 

26 CFR 201. 516: Marks on packages of spirits 
filled on bonded premises. 

Omission of marks on alcohol for industrial uses. See Rev. Rul. 
60 — 668, below. 

Rev. Rul. 60 — 868 26 CFR 201. 517: Kind of spirits or wine. 
(Also 201. 516. ) 
(Also Part III — C, Section 5 (e); 27 CFR 

5. 88. ) 
Section 201. 516(a) (6) of the Distilled Spirits Plants Regulations 

provides that packages of distilled spirits filled on bonded premises 
must be marked to show the kind of spirits contained therein. Section 
201. 517(a) (1) of the regulations provides) in part, that, where spirits 
marked with the designation "alcohol" are to be withdrawn on deter- 
mination of tax, the designation "alcohol" sliall be preceded or fol- 
lowed by a word or ph) use descriptive of the. material froni which such 
spirits were produced. Section 5(e) of the Federal Alcohol Adminis- 
tration Act and section 5. 88 of the Distilled Spirits Labeling and 
Advertising Regulations issued under that Act require that, with cer- 
tain exceptions, beverage distilled spirits comprised in ~hole or in part 
of neutral spirits (;ilcohol) be labeled to state the name of the com- 
modity from which such neutral spirits liave been distilled. IIef~) 
the purpose of the provisions of sections 201. 516 and 201. 517 of tlie 
Distilled Spirits Plants Regulations requiring packages of taxpaid 
alcohol to describe the niate~rial from which produced is to provide 
information for the labeling of consumer containers, as required by 
the Federal Alcohol Administration Act, in instances ivhere alcohol 
ivithdraivn on determination of tax is to be used for non-industrial 
purposes. Therefore, where alcohol withdrawn in drums on determi- 
nation of. tax is to be used for industrial purposes, proprietors of dis- 
tilled spirits plants may inake application under section 201. 62(a) 
of the regulations for jvermission to omit, markings describing the 
material from which such alcohol was produced and to substitute in 
lieu thereof markings or securely alfixed labels reading "For indus- 
trial use, " or "This alcohol solely for industrial use. " 



589 l$ 5207. 

SECTION 520. — RECORDS AND REPORTS 

26 CFR 201. 61: Forms prescribed. Rev. Rul. 60 — 373 
(Also 201. 517, 201. 270. ) 
(Also Part III — C, Section 5 (e); 27 CFR 5. 21. ) 

Section 201. 61 of the Distilled Spirits Plants Regulations authorizes 
the Director, Alcohol and Tobacco Tax Division, to prescribe all forms 
required by the regulations and provides that all of the information 
called for in each form shall be furnished, as indicated by the heaclings 
on tlie form and the instructions thereon or issued in respect thereof, 
and as required by the regulations. Hekl, in order that distilled spirits 
transferred in bond may be properly identified for record purposes, 
column (b) of Form 2630, Package Gauge Report, , and item 5 of Form 
236, Transfer of Spirits or Denatured Spirits in Bond, must show the 
kind of spirits by class and type, such as bourbon whiskey, rye whiskey, 
etc. , as defined in section 5. 21 of the Distilled Spirits Labeling and 
Advertising Regulations under the Federal Alcohol Administration 
Act, and as pro~vided by sections 201. 270 and 201. 517 of the Distilled 
Spirits Plants Regulations. 

26 CFR 201. 270: Identification of spirits. 

Designations of whiskey on Form 2630, Package Gauge Report, and 
Form 236, Transfer of Spirits or Dena~tured Spirts in Bond. See 
Rev. Rul. 60 — 373, above. 

26 CFR 201. 517: Kind of spirits or wine. 

Designations of whiskey on Form 2630, Package Gauge Report, and 
Form 236, Transfer of Spirits or Denatured Spirits in Bond. See 
Rev. Rul. 60 — 373, above. 

26 CFR 201. 623: Daily bottling, premises records. 

Rectified products removed from bottling premises and returned to 
bottling premises for re-rectification. See Rev. Rul. 60 — 333, page 511. 

26 CFR 201. 631: Submission of reports. 

Submission of. Form 1473, Notice of Shipment of Specially Dena- 
tured, Tax-Free, or Recovered Spirits, and Form 2636, Daily Report 
of Transactions. See Rev. Proc. 60 — 21, page 001. 

26 CFR 201. 632: Daily Reports. 

Preparation of Form 2636. See Rev. Rul. 60 — 34, page 1013. 

26 CFR 201. 633: iAIonthly Reports. 

Preparation of Form 2731. See Rev. Proc. 60 — 34, page 1013. 
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PART II. — OPERATIONS ON BONDED PREMISES 

Subpart A. — General 

SECTION M18. — WITHDRAWAL OI DISTII LED SPIRITS 
FROM BONDED PREMISES ON DETERMINATION QF 
TAX 

26 CFR 201. 871: Application. 

Serial numbers on packages withdrawn from bonded premises. See 
Rev. Proc. 60 — 15, page 989. 

SECTION 5914. — WITHDRAWALS OI' SPIRITS FROM 
BONDED PREMISES FREE OF TAX OR WITHOUT PAY- 
MENT OF TAX 

26 CFR 918. 162: Return. Rev. Rul. 60 — 265 

Section 5914(a) of the Internal Revenue Code of 1954 provides, 
under certain conditions, for the withdrawal of distilled spirits from 
premises free of tax or without payment of tax. Shipments of tax- 
free alcohol withdrawn under the provisions of section M14(a) of 
the Code are made under the bond of the permittee holding a permit 
to withdraw and use alcohol and normally he must file a claim for 
any loss of alcohol while in transit to liis premises. On occasion 
containers of tax-free alcohol which have sustained losses in transit 
to the consignee are returned by the carrier to the original shipper, 
the distilled spirits plant, as autliorized by section 218. 169 of the Dis- 
tribution and Use of Tax-Free Alcohol Regulations and section 901. - 
575 of the Distilled Spirits Plants Regulations, without having been 
received by the consignee. Held, in such instances the claim for 
allowance of the loss may be filed by the consignor-shipper who has 
filed a consent of surety on bond, Form 9601, Distilled Spirits Bond, 
as required by section 201. 575 of the Distilled Spirits Plants Regula- 
tions. Such conseut of surety must furtlier stipulate that, the pro- 
prietor will be liable under his bond for all taxes for which he may 
become liable on the quantity of alcohol as originally shipped from 
the distilled spirits plant. The claim should set forth all of the facts 
pertaining to the loss, including the quantity originally shipped, the 
quantity (determined by gauge) lost, and such other pertinent in- 
formation as will enable the Assistant Regional Commissioner, Alco- 
hol and Tobacco Tax, to take appropriate action thereon. Appro- 

riage notification of the return of the shipment to the consignor must 
e given to the original consignee by the carrier or the consignor and 

the consignor must furnish to the appropriate Assistant Regional 
Commissioner, Alcohol and Tobacco Tax, for the consignor and con- 
signee, a notice of the cancellation of Form 1478, Notice of Shipment 
of. Specially Denatured Alcohol, covering the shipment. 
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Sabpart C. — Storage 

[$ 5234. 

SECTION 52M. — IMPORTED DISTILLED SPIRITS 
26 CFR 251. 171: General provisions. 

Provisions for the transfer of imported distilled spirits from cus- 
toms custody to the bonded premises of a distilled spirits plant. See 
T. D. 6477, page 575. 

SECTION 5238. — BOTTLING OF DISTILLED SPIRITS IN 
BOND 

26 CFR 20LM3: Bottling requirements. 

Mingling of distilled spirits for bottling in bond. See Rev. Rul. 
60 — 842, page 592. 

SECTION 5264. — MINGLING AND BLENDING OF DIS- 
TILLED SPIRITS 

26 CFR 201 297: Mingling of homogeneous 
spirits. 

(Also 201. 517, 201. 518. ) 
Section 201. 297 of the Distilled Spirits Plants Regulations provides, 

in part, that spirits which are homogeneous may be mingled on bonded 
premises for immediate withdrawal or for further storage in bond in 
tanks or packages. Held, section 201. 297 does not prohibit the packag- 
ing of distilled spirits into a different type of cooperage than that 
from which the spirits were dumped for mingling. IIowever, since a 
change in designation as to kind of spirits may result from a change in 
type of cooperage, prior approval must be obtained from the Assistant 
Regional Commissioner, Alcohol and Tobacco Tax, under section 
201. 517 (b) of the regulations. The approval of the Assistant Regional 
Commissioner will be conditioned upon the following: 

(1) Form 2680, Package Gauge Report, used for the gauging 
of new packages, must be marked to show the purpose of gauge 
as "gauge of spirits mingled to change type of cooperage and kidvid 
of spirits. " 

(2) Both the old and the new designations as to type of cooper- 
age and kind of spirits must be shown on the Form 2630. 

(8) Each new package must bear a label similar to that 
prescribed in section 201. 518 of the regulations. 

Mingling of homogeneous and heterogeneous spirits. See Rev. 
Rul. 60 — 641, page 592. 
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Rev. Rul. 60-34] 26 CFR 201 298: Mingling of heterogeneous 
spirits for immediate removal to bottling 
premises. 

(Also 201. 297. ) 
Section 5234 of the Internal Revenue Code of 1954 provides, in part, 

that, under such regulations as the Secretary of the Treasury or his 
delegate shall prescribe, distilled spirits may be mingled on bonded 
premises, if they are homogeneous, or if such spirits are heterogeneous 
and are being dumped for gauging in bulk gauging tanks for im- 
mediate removal to bottling premises for use exclusively in taxable 
rectiffcation or rectification under section 5025(f) of the Code. Sec- 
tions 201. 297 and 201. 298 of the Distilled Spirits Plants Regulations 
set forth the limitations under which homogeneous or heterogeneous 
spirits may be mingled. HeM, distilled spirits of less than 100 degrees 
of proof which were originally entered for deposit at 100 degrees or 
more of proof, sho~ing no evidence of tampering or unlawful manipu- 
lation, may be mingled with spirits of 100 degrees or more of proof 
for any of the purposes authorized by sections 201. 297 and 201. 298 
of the regulations. '6'hether the tax determination of spirits so 
mingled should be on a proof gallon or on a wine gallon basis will 
depend upon the proof of the spirits at the time of their removal from 
bond. In the event that a question arises as to the homogeneity of 
spirits so mingled under section 201 297 of the regulations, the problem 
will be resolved by the A. ssistant Regional Commissioner. A. lcohol and 
Tobacco Tax, by analyses of samples of the spirits in question. 

Rev. Rul. 60 — 342 26 CFR 201. 301: Mingling to consolidate 
packages under section 5734(a) (2), I. R. C. 

(Also Section 5233; 201. 323. ) 
Section 5233(b) (2) of the Internal Revenue Code of 1954, relating 

to the bottling of distilled spirits in bond, provides, in part, that 
nothing in this section shall authorize or permit any mingling of dif- 
ferent products, or of the same products of different distilling seasons. 
However, section 5234(a) (2) of the Code authorizes& under certain 
circumstances and subject to certain conclitions, the mingling of. spirits 
produced in different distilling seasons for the purpose of consolidat- 
mg packages for further storage in bond, and provides that the distill- 
in~~ season of such mingled spirits shall be the distilling season of the 
youngest spirits contained therein and. that notwithstanding any other 
provisions of law, distilled spirits so mingled may be bottled and 
labeled the same as if such spirits had not been so mingled. IIeld, 
spirits of different distilling seasons which have been subjected to bona 
Rde mingling and consolidation in accordance with the provisions of 
section 5234(a) (2) of the Code and section 201. 301 of the Distilled 
Spirits Plants Regulations, may, if otherwise eligible under section 
201. 323 of the regulations, be mmgled for bottling in bond under sec- 
tion 201. 323 of the regulations with spirits which have not been so con- 
solidated, provided the season of production prescribed by statute for 
the consolidated spirits is the same as the actual distilling season of the 
spirits which have not been previously consohclated. 



593 [(i 5241. 

26 CFR 201. 517: Kind of spirits or wines. 

Packing of distilled spirits into a different type of cooperage than 
that from which the spirits were dumped for mmgling. See Rev. Rul. 
60 — 653, page 591. 

26 CFR 201. 518: Change of packages. 
Packing of distilled spirits into a diferent type of cooperage than 

that from which the spirits were dumped for mingling. See Rev. Rul. 
60 — 858, page 591. 

Subpart D. — Denaturation 

SECTION 5241. — AUTHORITY TO DENATURE 

26 CFR 201. 407: Notice and gauge for denaturation. 

Procedure for filing Form 244, Tank Certificate, and. Form 2634, 
Denaturation of Spirits. See Rev. Proc. 60 — 20, page 990. 

26 CFR 212. 1: Formulas for denatured spirits. T. D. 6474 ' 
(Also Section 5242; 212. 10. ) 
TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PART 212. —. 

FORMULAS FOR DENATURED ALCOHOL AND RUM 

Miscellaneous ninendrnents 

DEPARTMENT OF THE TREASURY) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUEi 

lVughington 85, D. C. 
To Ogcerg and Ernp/oyeeg o j the Interne/Revenue 8ervice and Otherg 

Concerned: 
On February 5, 1960, a notice of proposed rulemaking to amend 26 

CFR Part 212, with respect to formulas for denatured alcohol and 
specially denatured rum, was published in the Federal Register (25 
F. R. 1087). 

In accordance with the notice, interested persons were afForded an 
opportunity to submit written data, views, or arguments pertaining 
thereto. No comments or objections having been received, the fol- 
lowing amendments are hereby adopted. 

In order to conform language of this part to that of the Internal 
Revenue Code as amended by section 201 of the Excise Tax Technical 
Changes Act of 1958 (Public Law 85 — 859, 72 Stat. 1818) [C. B. 1958 — 8, 
92], to provide a formula for the denaturation of rum, to authorize 
additional denaturants in certain formulas, to authorize additional 
uses of certain formulas, to delete certain formulations which will 
be incorporated in 26 Ck'R Part 211, and to include additional data 

i The publication of this Treasury Decision in 25 F. R. 5997, dated June 29, 1960, cou- 
tans (1) instructions for modifying the notice of proposed rulcmaking published in 25 
F. R. 1067, dated February 5, 1960, and (2) the full context of the regulations with such 
modifications. As here published, the Treasury Decision reiiects the full context of such 
regulations. The individnal instructions have been omitted. 
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in the table of weights and measures, 96 CFR Part 919 is amended 
as follows: 

1. The title of this part is amended to read "Formulas for Dena- 
tured Alcohol and Hum". 

9. Section 212. 1 is amended to read as follows: 

g 212, 1 FCRMULss ECR DENATURED SPIRIT$. — The regulations in this part re. 
late to the formulation of completely denatured alcohol, specially denatured 
alcohol, and specially denatured rum; to the specifications for denaturants; aud 
to the uses of denatured spirits. The procedural and substantive requirements 
relative to the production of denatured alcohol and specially denatured rum 
are prescribed in Part 201 of this chapter and those relative to the distribution 
and use of denatured alcohol and specially denatured rum are prescribed in part 
211 of this chapter. 

3. Section 91o. 9 is amended to read as follows: 
$ 212. 2 FCRMs PREscRIBED. — The Director is authorized to prescribe all forms 

required by this part. All of the information called for in each form, as indi- 
cated by the headings of the various columns and lines of the form and the 
instructions printed thereon or issued in respect thereto and as required by this 
part, shall be given. 

$ 212. 8 [Amendment] 
4. Section o12. 8 is amended as follows: 
(A) By striking the word "alcohol" the first two times it appears 

and inserting in lieu thereof the word "spirits"; 
(B) By inserting immediately preceding the words "formulas of" 

the words "denaturants or"; and 
(C) By striking the words "Alcohol and Tobacco Tax Division" 

immediately following the word "Director". 
5. A. new section, section 219. 4, is added to read as follows: 

el 212. 4 RELxTEo RECULxTIONs. — Regulations related to this part are listed 
below: 

26 CFR 201 — Distilled Spirits Plants 
26 CFR Part 211 — Distribution and Use of Denatured Alcohol and Rum 

0. Section 91o. 5 is amended to read as follows: 
f 212. 6 MEANING ov TERMs. — When used in this part and in forms prescribed 

under this part, where not otherwise distinctly expressed or manifestlr incom- 
patible with the intent thereof, terms shall have the meanings ascribed in this 
section. Words in the plural form shall include the singular, and vice versa, 
and words importing the masculine gender shall include the feminine. The 
terms "includes" and "including" do not exclude things not enumerated which 
are in the same ge~eral class. 

4&&coi&o/. — Those spirits known as ethyl alcohol, ethanol, or spirits of wine, 
froIn whatever source or by whatever process produced; the term does not 
include such spirits as whisky, brandy, rum, gin, vodka, or products of 
rectification. 

Assist»»t regional corn»&issio»er. — An assistant regional co&nmissioner (alco- 
hol and tobacco tax) who is responsible to, and fuuctions under the direction 
and supervision of, a regional commissioner. 

CFR. — The Code of Federal Regulations. 
C. D. A. — Completely denatured alcohol. 
Completely dc»at»red alcoi&ol. — Those spirits knosvn as alcohol, as defined in 

this section, denatured pursuant to completely denatured alcohol formulas pre- 
scribed in subpart C. 

Dc»at»rani. — A material authorized in accordance with this part, 
added to spirits in order to render such spirits unfit for beverage or internal 
human medicinal use. 

De»at»&cd 8piriis. — Alcohol or rum to which denaturants have been added 
as provided in this part. 

Director. — The Director, Alcohol and Tobacco Tax Division, Internal Reve. 
nue Service, Washington, D. C. 
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Essential oil. — Any of the volatile odoriferous natural oils found in plants, 
which impart to such plants odor and often other characteristic properties; also, 
imitations of such natural oils, and aromatic substances and synthetic oils, 
which possess the denaturing characteristics of such natural oils. 

Gallon, . — The liquid measure equivalent to the volume of 231 cubic inches. 
I. R, . C. — The Internal Revenue Code of 19, &4, as amended. 
Manufacturer or user. — A person who holds an industrial use permit to use 

specially denatured alcohol or specially denatured rum, or to recover com- 
pletely or speciallv denatured alcohol, specially denatured rum, or articles 
manufactured with denatured spirits. 

Proof. — The ethyl alcohol content of a liquid at 60 degrees Fahrenheit, stated 
as twice the percent of ethyl alcohol by volume. 

Regional Co»&v&issioaer. — A regional commissioner of internal revenue. 
R«m. — Any spirits produced from sugar cane products and distilled at less 

than 190' proof in such manner that the spirits possess the taste, aroma, 
and characteristics generally attributed to rum. 

S. D. A. — Specially denatured alcohol. 
Specially (le««i«red alcohol. — Those spirits known as alcohol, as defined in 

this section, denatured pursuant to the specially denatured alcohol formulas 
authorized under subpart D. 

Specially denatured r«m. . — Those spirits known as rum, as defined in this 
section, denatured pursuant to the specially denatured rum formula authorized 
under subpart D. 

Spirits or distillerl spirits. — Alcohol or rum as defined in this part. 

) 212. 10 [Amendment] 
Y. Section 212. 10 is amended by adding at the end thereof the 

following: 
"Producers of completely denatured alcohol may be authorized to add a small 
quantity of a. n odorant, rust inhibitor, or dye to completely denatured alcohol. 
Any such addition may be made only on approval by the Director. Request for 
such approval shall be submitted to the Director in triplicate. Odorants or 
perfume materials may be added to denaturants authorized for completely de- 
natured alcohol in amounts not greater than 1 part to 250, by weight: Provided, 
That such addition shall not decrease the denaturing value nor change the chemi- 
cal or phvsical constants beyond the limits of the specifications for these de- 
naturants as prescribed in subpart F, except as to odor. Proprietors of distilled 
spirits plants using rlenaturants to which such odorants or perfume materials 
have been added shall inform the Director of the names and properties of the 
odorants or perfume materials so used. " 

8. The heading of subpart D, immediately following section 212. 12, 
is amended to read as follows: 

Subpart D. — Specially Denatured Spirits Formulas and Authorized Uses 

) 212. 15 [Amendment] 
9. Section 212. 15 is amended as follows: 
(A) By deleting from the first sentence of paragraph (a) the word 

"will" and inserting in lieu thereof the word "shall"; 
(B) By adding at the end of paragraph (a) a new sentence to read 

"Rum for denaturation shall be of not less than 150 degrees of proof 
and shall be denatured in accordance with formula No. 4. "; 

(C) By amending the second sentence of paragraph (b) to read 
"Subject to the provisions of Chapter 51, I. R. C. , Part 211 of this 
chapter, and this part, the Director may authorize, in his discretion, 
the use of. any formula of specially denatured alcohol or specially de- 
natured rum for uses not specifically authorized in this part. "; and 

(D) by deleting the period at the end of paragraph (b) and adding 
the words "or specially denatured rum. ". 

585726' — 61 39 
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$ 212. 16 [Amendment] 
10. Section 212. 16 is amended as follows: 
(A. ) By deleting, in paragraph (b), the period following "Non 

cellulose plastics" in Code Vo. 022, and adding a comma and the words 
"including resins. "; 

(B) By adding, in paragraph (b), two new code numbers to read— 
354. Processing rosin. 
3o5. Processing rubber (latex). 

immediately following Code No. 858; and 
(C) By deleting all of paragraphs (c), (d), and (e). 

$ 212. 17 [Amendment] 
11. Section 212. 17 is amended as follows: 
(A) By deleting, in paragraph (b), the period following "Non- 

cellulose plastics" in Code No. 022, and by adding a comma and the 
words "incl uding resins. "; 

(B) By adding, in paragraph (b), a new code number to read— 
576. Organo-silicone products. 

immediately following Code No. 575; and 
(C) By deleting, in paragraph (c), the word "must" and inserting 

in lieu thereof the v ord "shall". 
$ 212. 19 [Amendment] 

12, Paragraph (b) of section 212. 19 is amended as follows: 
(A) By changing the period to a comma following the words "Non- 

cellulose plastics" in Code No. 022 and adding the words "including 
resins. "; 

(B) By adding two new code numbers to read— 
354. Processing rosin. 
355. Processing rubber (latex). 

immediately following Code iVo. 858; and 
(C) By adding a nevv code number to read— 

576. Organo-silicone products. 

immediately following Code No. 57o . 
$ 212. 21 [Amendment] 

18. Paragraph (a, ) of section 212. 21 is amended by striking the 
word "add", by changing the colon following it, to a comma, and by 
adding to words "or to every 100 gallons of rum of not less than 
150 degrees of proof, add:". 
$ 212. 28 [A. mendment] 

14. Paragraph (b) of section 212. 28 is amended as follows: 
(A) By changing the period following the words "Non-cellulose 

plastics" in Code Xo. 022 to a comma and by adding the words "in- 
cluding resil. s. "; 

(B) By adding a new code number to read— 
036. Adhesives and binders. 

immediately following Code No. 022; and 
(C) By adding a new code number~ to read— 

354. Processing rosin. 

immediately following Code No. 852. 
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m) 
212. 24 [Amendment] 
15. Paragraph (b) of section 219. 24 is amended by changing the 

period following the words "Non-cellulose plastics" in Code No. 022 
to a comma and by adding the words "including resins. ". 
Ia 

212. 96 [Amendment] 
15a. Paragraph (a) of section 212. 26 is amended to read: 
(a) Pormala. — To every 100 gallons of. alcohol add: One hundred gallons of 

vinegar of not less than 00-grain strength or one hundred and fifty gallons of 
vinegar of not less than 60-grain strength. 

) 212. 29 [Amendment] 
16. Paragraph (b) of section 212. 29 is amended by changing Code 

No. 430 to read— 
420. Sterilizing and preserving solutions. 

I% 
212. 30 [Amendment] 
17. Section 212. 30 is amended as follows: 
(A) By changing Code No. 042 in paragraph (b) to read— 

042. Solvents and thinners (other than proprietary solvents or special industrial 
solvents). 

(B) By striking all of paragraph (c) . 
( 212. 32 [Amendment] 

18. Section 212. 32 is amended as follows: 
(A) By adding a new code number to read— 

118. Lotions and creams (hand, face, and body). 
immediately following Code No. 111 in paragraph (b); and 

(B) By striking all of paragraph (c). 
$ 912. 33 [Amendment] 

19. Section 212. 33 is amended by striking all of paragraphs (c), 
(d), and (e). 

~~ 212. 34 [Amendment] 
20. Section 212. 34 is amended by striking all of paragraphs (c), 

(d), and (e). 
$ 219. 35 [Amendment] 

21. Section 212. 35 is amellded by striking all of paragraphs (c) 
and (d), 
g& 212. 36 [Amendment] 

22. Paragraph (b) of section 219. 36 is amended by adding at the 
e»d thereof a net code number to read— 

410. Disinfectants, insecticides, fungicides, and other biocides. 

$ 212. 37 [Amendment] 
23. Section 912. 37 is amended as follows: 
(A) By adding at the end of paragraph (a) the words "DEVOTE: 

The requirements of this formula, may be met by adding one gallon of 
lavender oil, U, S. P. , and 66. 5 pounds of U. S. P. quality soap concen- 
trate containing 25 1&ercent water to 100 gallons of alcohol and, after 
maxing, by adding thereto 33. 5 pounds of water and again mix- 
ing. '; and 

(B) Bystrikingall of paragraphs (c) and (d). 
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~q 212. 60 [Amendment] 
24. Section 212. 60 is amended as follows: 
(A) By striking the phrase ", Alcohol and Tobacco Tax Division, " 

wherever it appea. rs; and 
(B) By striking the word "will" from the last sentence of para- 

graph (a) and inserting in lieu thereof the word "shall". 

$ 212. 40 [Amendment] 
25. Paragraph (b) of section 212. 40 is amended by changing the 

period following the words "Non-cellulose plastics" in Code No. 022 
to a comma and by adding. the words "including resins. " 
$ 212. 42 [Amendment] 

26. Paragraph (b) of section 212. 42 is amendecl as follows: 
(A. ) By adding a new code number to read— 

004. Cellulose intermediates and industrial collodions. 

immediately following Code No. 061; 
(B) By adding a new code number to read- 

Sll. Ethvl cellulose compounds (dehvdration). 

immediately following Code Xo. 241; and 
(C) By adding a new code number to read— 

044. Processing medicinal chemicals, including alkaloids. 

immediately follovving Code No. M3. 
$ 212. 46 [Amendment] 

2'?. Section 212. 46 is amended as follows: 
(A) By inserting immediately following the words "Thirty pounds 

of" in paragraph (a), the words "methyl violet or"; and 
(B) By striking the word "must" in the second sentence of para- 

graph (c) and inserting in lieu thereof the worcl "shall'. 
$ 212. 45 [A. mendment] 

28. Paragraph (b) of section 212. 45 is amended as follows: 
(A) By ~adding a new code number to read— 

512. Acetic acid. 

immediately following Code No. 511; and 
(B) By adding a new code number~ to read— 

010. Animal feed supplements. 

immecliately following Code No. 523. 

) 212. 46 [Amendment] 
20. Section 212. 46 Formula No. 86. 
(a) Fo& ««&la. — To everv 100 gallons of alcohol add: Three gallons of ammonia, 

aqueous, 27 to 80 percent by weight, three gallons of strong ammonia solution, 
IJ. S. p. ; 17. 5 pounds of caustic soda, liquid grade, containing o0 percent sodium 
hydroxide by weight; or 12, 0 pounds of caustic soda, liquid grade, containing 
70 percent sodiun& hydroxide by weight. 

(b) Authorized uses. — (1) as a solvent: 
141. Shampoos. 
142. Soap and bath preparations. 
210, External pharmaceuticals (not, U. S. P. or V. . F. ) . 
4. &0. Cleaning solutions (including household detergents) . 
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(2) as a raw material: 
o30. Ethylamines (for rubber processing). 
540. Dyes and intermediates (ethylamines). 
579. Other chemicals. 

) 212. 47 [Amendment] 
80. Section 212. 47 is amended by striking therefrom all of para- 

graph (c). 
( 212. 48 [Amendment] 

81. Section 212. 48 is amended as follows: 
(A) By amending the paragraph following the listing of oils and 

substances to read as follows: 
Where it is shown that none of the above single denaturants or combinations 
can be used in the manufacture of a pa. rticular product, application may be 
made to use another essential oil or substance having denaturing properties 
satisfactory to the Director. In such case the applicant shall furnish the Di- 
rector with specifications and duplicate 8 ounce samples for examination. 

(B) By adding, in paragraph (b), a new code number to read— 
112. Bay rum. 

immediately following Code No. 111; 
(C) By adding, in paragraph (b). a new code number to read— 

349. Miscellaneous drug processing (including manufacture of pills). 
immediately following Code No. 240; and 

(D) By striking all of paragraph (c) . 
( 212. 51 [Amendment] 

M. Section 212. 51 is amended as follows: 
(A) By striking all of the last sentence of paragraph (a) (2), 

which begins "The denaturants selected"; and 
(B) By adding to paragraph (b) a new code number to read— 

210. External pharmaceuticals (not U. S. P. or N. F, ) . 
immediately following Code No. 1M. 

$ 212. 52 [Amendment] 
33. Section 212. 52 is amended as follows: 
(A. ) By aclding a new code number in paragraph (b) to read— 

113. Lotions and creams (hand, face, and body). 

immediately following Code No. 112; and 
(B) By striking all of paragraph (c). 

II 212. 53 [Amendment] 
34. Section 212. 53 is amended as follows: 
(A) By striking from paragraph (a) all of the last sentence, which 

begins "The denaturant selected"; and 
(B) By striking all of paragraph (c). 

II 212. 54 [Amendment] 
85. Section 212. 54 is amended by striking therefrom all of para- 

graph (c). 
$ 212. 55 [Amendment] 

80. Section 212. 55 is amended by striking therefrom all of para- 
graph (c). 
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$ 212. 56 [Amendment j 
37. Section 212. 56 is amended as follows: 
(A) By striking from paragraph (a) all of the last sentence, which 

begins "The denaturant selected"; and 
(B) By striking all of paragraph (c). 

$ 212. 57 [Amendment] 
88. Section 212. 57 is amended as follows: 
(A) By amending paragraph (a) to read: 
(a) formula. — To every 100 gallons of alcohol add: 
One and one-half avoirdupois ounces of brucine (alkaloid), brucine sulfate 

(iV. F. IX), or quassin, and '/s gallon of tert. -butyl alcohol. 

(B) By amending paragraph (b) by adding a new code number 
to read— 

051. Polishes. 

immediately preceding Code No. 111; and 
(C) By striking all of paragraph (c). 

( 212. 58 [Amendment] 
89. Section 212. 58 is amended by striking therefrom all of para- 

graph (c). 
40. A new section, section 212. 68a, is added, immediately following 

section 212. 68, to read as follows: 
$212. 08a AMMoxr~ AquEous. — AikaHnity. — Strongly alkaline to litmus. 
Ammonia (NH, ) content. — 27 to 30 percent by weight. Accurately weigh a 

glass-stoppered flask contaiuiug 25 ml. of water, add about 2 ml. of the sample, 
stopper, and weigh again. Add methyl red indicator, and titrate with 1N sul- 
furic ac:id. Each ml. of 1N sulfuric acid is equivalent to 17. 03 mg. of NH&. 

Color. — Colorless liquid. 
Eon-tolatile residue. — 2 mg. maximum. Dilute a portion of the sample with 

lr/z times its volume of distilled water. Evaporate 10 ml. of this product to 
dryness in a tared platinum or porcelain dish. Dry residue at 105' C. for one 
hour, cool and weigh. 

Odor. — Characteristic (exceedingly pungent). 
8peci)ic gravity at 20'//I' C. — 0. 9010 to 0. 8920. 
41. A new section, section 212. 73a, is added, immediately following 

section 212. 73, to read as follows: 
$ 212. 73a. CAUsTIc SDDA, Lrqum. — The liquid caustic soda mav consist of 

either 50 percent or 73 percent by weight sodium hydroxide in aqueous solution. 
The amount of caustic soda used shall be such that each 100 gallons of alcohol 
will contain not less than 8. 70 pounds of sodium hvdroxide, anhydrous basis, 

Coior. — A 2 percent solution of the sodium hydroxide in water shall be water- 
white. 

Assxx. — The sodiunr hydroxide content of the caustic soda solution shall be 
determined by the following procedure: 

Accurately weigh two grams of liquid caustic soda into a 100 ml. volu- 
metric flask, dissolve, and dilute to the mark with distilled water at room 
temperature. Transfer a 25 ml. aliquot of the solution to a titration flask: 
add 10 ml. of 1 percent barium chloride solution, 0. 2 ml. of 1 percent 
phenolphthalein indicator, and 50 ml. of distilled water. Titrate with 0. 25 
normal hydrochloric acid to the disappearance of the pink color. Not less 
thau 25 ml. of the hydrochloric acid shall be required to neutralize the 
sample of dilut, ed 50 percent caustic soda, and not less than 30. 5 ml. of the 
hydrochloric acid shall be required to neutralize the sample of diluted 73 
percent caustic soda. 

1 ml. of 0. 25 N hydrochloric acid equals 0. 01 g. of sodium hydroxide 
(anhvdrous). 
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42. Section 212. 77 is amended to read as follows: 
$ 212. 77 DzETHxL PHTHAL. &TE. — Refractive indev at 25' C. — 1. 497-1. 502. 
Col. or. — Colorless. 
Odor. — Practically odorless. 
Solubility. — Soluble in 20 parts of 60 percent alcohol. 
Specific gravity at 25'/25' C. — 1. 11, & to 1. 118. 
Ester content (as dictl&yl pi&tbalate). — Not less than 99 percent by weight. 
XovE: The sample taken for ester determination should be approximately 

0. 8 gram. The number of ml. of 0. 5X potassium hydroxide used in saponifica- 
tion multiplied bv 0. 05555 indicates the grams of ester in the sample taken for 
assay. 

48. Section 212. 78 is amended to read a, s follows: 
I& 212. 78 ETIrvt. AczvaTE. — (a) 85 percent ester. — Acidity (as acetic acid). — 

Xot more than 0. 015 percent by weight. 
Color. — Colorless. 
Odor. — Characteristic odor. 
Ester content. — Xot less thau 85 percent by weight. 
Specific gravity at 20'/20' C. — Xot less than 0. 882. 
Distillation range (applicable A. S. T. ll. method). — When 100 ml. of ethyl ace- 

tate are distilled by this method, none shall distill below 70 C. ; not more 
than 10 ml. shall distill below I" C. , and none above 80' C. 

(b) 100 percent ester. — Acidity (as acetic acid). — Not more than 0010 per- 
cent by weight. 

Color. — Colorless. 
Odor. — Characteristic odor. 
Ester content. — Not less than 99 percent by weight. 
Specific gravity at 20'/20 C. — Xot less than 0. 899. 
Distillation range (applicable 4. S. T. )I. method). — When 100 ml. of ethyl 

acetate are distilled by this method, not more than 2 ml. shall distill below 
75' C. , and none above 80' C. (760 mm. ). 

44. A new section, section 212. 88a, is added immediately following 
section 212. 83, to read as follows: 

&i 212. 88a METlxxL VIOI. ET. — '&lethyl violet (Methylrosaniline Chloride) occurs 
as a dark green powcler or crystals having metallic luster. 

Arsenic content. — Xot more than 15 ppm. (as As-C&) as determined by the 
applicable U. S. P. method. 

Identification test. — Sprinkle about 1 mg. of sample on 1 ml. of sulfuric acid; 
it dissolves in the acid with an orange or brown-red color. When this solution 
is diluted cautiously with water, the color changes to brown, then to green, 
and finally to blue. 

Insoluble matter. — Not to exceed 0. 25 percent when tested by the following 
method: Transfer 1. 0 gram of sample to a 150 ml. beaker containing 50 ml. 
of alcohol. Stir to complete solution aud filter through a weighed Whatman 
Xo. 4 filter paper. Wash residue with small amounts of alcohol totaling about 
50 ml. Dry paper in oven for 80 minutes at 80' C. and weigh. Calculate insoluble 
material. 

45. A new section, section 212. 87a, , is added, immediately following 
section 212. 87, to read as follows: 

Nw 
212. 87a Quxsszx. — Quassin is the bitter principle of quassia wood (occuring 

as a mixture of two isomeric forms). It shall be a good commercial grade of 
purified amorphous quassin, standardized as to bitteruess. 

Bitterness. — An aqueous solution of quassin shall be distinctly bitter at a 
1 to 250, 000 dilution. To test: Dissolve 0. 1 g. of quassin in 100 ml. of 9o percent 
alcohol, then dilute 4 ml. of the solution to 1, 000 ml. with distilled water, mix 
well and taste. 

Identification test. — Dissolve about 0. 5 gram quassin in 10 ml. of 95 percent 
alcohol and filter. To 5 ml. of the filtrate, add 5 ml. of concentrated hydro- 
chloric acid and 1 mg. phloroglucinol and mix welk A red color develops. 
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Optical assay. — When 1 gram of quassin (in solution in a small amount of 
95 percent alcohol) is dissolved in 10, 000 ml. of water, the absorbance of the 
solui, ion in a 1 cm. cell at a wavelength of 258 millimicrons shall be not less 
than 0. 400. 

8olabiBty. — When 0. 5 gram of quassin is added to 25 ml. of 190 proof alcohol, 
i t shall dissolve completely. 

8. A new paragrapli 45a is inserted immediately following para- 
graph 45, to amend $ 212. 90, as follows: 

~~ 212. 90 [Amendment] 
45a. Section 212. 90 is amended by striking the opening sentence, 

immediately following the words "Arsenic content. ", and by inserting 
in lieu thereof a new sentence to read "Not more than 1. 4 parts per 
million as determined by the Gutzeit Method. ". 
( 212. 94 [Amendment] 

46. Section 212. 94 is amended by striking the parenthetical expres- 
sion "(or SDA. No. 80)" in the two places where it appears and by 
iiiserting in lieu thereof the parenthetical expression "(or SDA No. 
8 — A or No. 80) ". 
46a. Section 212. 95 is amended to read: 

$ 212. 95 UINEGAR. — (a) Vineya'r, 60-grain, . — Acidity (as acetic acid). — 9, 0 
percent by weight, minimum. 

(b) Vinegar, 60-yraio. — Acidity (ae acetic uciil). — 0. 0 percent by weight, 
minimum. 

II 212. 96 [Amendment] 
47. Section 212. 96 is amended by striking the word "acetone" from 

the second sentence, which begins "It may be a blend of", and from the 
first sentence under the heading OPyroligneous bodies", and by in- 
serting in lieu thereof the word "ketone". 

48. Subpart F is amended to read as follows: 

Subpart F. — Uses of Specially Denatured Alcohol and Specially Denatured Rum 

$ 212. 105 I. ISTING OF PRODUCTS AND PROCESSES USING SPECIALLT DENATURED 
ALcoHOL AND RUM AND FORMULAS AUTEICRIEED THEREFQR, — This section gives 
a listing, alphabetically by product or process, of formulas of specially dena- 
tured alcohol authorized for use in such products or processes, and a listing 
of the code nunibers assigned thereto. Specially denatured rum, as well as 
specially denatured alcohol, may be used in tobacco sprays and Qavors, Code 
zoo. 400, under Formula No. 4. 
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Uses of specially denatured alcohol ' 

[II 5241. 

Product or process Code 
No. 

Formulas authorized 

Acetaldehyde 
Acetic acid 
Adhesives and binders 
Aldehydes, miscellaneous 
Alkaloids (processing) 

Animal feed supplement 
Antibiotics (processing) 

Antifreeze, proprietary 
Antiseptic, bathing solution (re- 

stricted) . 
Antiseptic solutions, U. S. P. or 

N. F. 
Bath preparations 

Bay rum 

Biocides, miscellaneous 

551 
512 
036 
552 
344 

910 
348 

760 
220 

244 

142 

112 

410 

Blood and blood products (process- 
ing) . 

Brake fluids 
Candy glazes 
Cellulose coatings 
Cellulose compounds (dehydration) 
Cellulose intermediates 
Chemicals (miscellaneous) 

Cleaning solutions 

Coatings, miscellaneous 
Collodions, industrial 
Collodions, U. S. P. or N. F 
Colognes 

Crude drugs (processing) 
Cutting oils 
Dehydration products, miscellaneous 
Dentrifices 
Deodorants (body) 
Detergents, household 

Detergents, industrial 
Detonators 
Disinfectants 

845 

720 
015 
011 
811 
034 
579 

450 

016 
034 
241 
122 

341 
730 
315 
181 
114 
450 

440 
574 
410 

Drugs and medicinal chemicals 575 

Duplicating fluids 
Dyes and intermediates 
Dyes and intermediates (processing) 
Dye solutions, miscellaneous 
Embalming fluids, etc 
Esters, ethyl (miscellaneous) 

See footnotes at eud of table. 

485 
540 
851 
482 
420 
528 

Drugs, miscellaneous (processing) 349 

1, 2 — B, 29. 
1, 2-B, 29, 35-1. 
1, 3-A, 12-A, 23-A, 30. 
1, 2-Bi 29. 
1, 2-B, 2-C, 3-A, 12-A, 13-A, 

17) 23-A) 30, 32& 35-A. 
35 — A. 
1, 2 B, 8 A, 12 A, 13 A, 23 A, 

30, 82& 35-A. 
1. 
46. 

37, 38-B, 88-F. 

1, 3-A, 3-B, 23-A, 30, 36, 38 — B, 
39-Bi 39-C& 40) 40-A. 

23-A, 87, 38-B, 39, 39-B, 39-D, 
40, 40 — A, 

1, 3-A, 3-B, 23-A, 23-H, 27-A, 
27-B, 30, 37, 38-B, 89-B, 40, 
40 — A. 

1, 3-A, 12-A, 13-A, 23-A, 30. 

1, 3 — A. 
18-A& 28-A, 85, 85-A& 45. 
1& 28 — A. 
1, 2 — B, 3 — A, 82. 
1& 8-A, 13-A, 19, 23-A, 32. 
1& 2 — B, 2 — C, 3 — A, 6 — B, 12 — Ai 

13-A, 17, 20, 29, 30, 32, 36. 
1, 3-A, 23-A, 23-H, 30, 36, 39-B, 

40. 
1, 23-A. 
1& 3-A, 13-A, 19) 23-A& 82. 
13 — A& 19) 82. 
38-B, 39, 39-A, 89-B, 89-C, 40, 

40 — A. 
1, 2-B, 3-A, 28-A, 80. 
1, 8 — A. 
1, 2 — B, 8 — A. 
81-A, 37, 88-B, 88-C, 38-D. 
23-A, 88-B, 39-B, 39-C, 40, 40-A. 
1& 3 — A& 28 — A, 23 — H, 30, 36& 39 — B, 

40. 
1, 3-A, 23-A, 30. 
1& 6 — B. 
1, 8-A, 8-B, 28-A, 28-H, 27-A, 

27-B, 80, 87, 88-B, 89-B, 40, 
40-A. 

1, 2-B, 2-C, 8-A, 6-B, 12-A, 18- 
A, 17, 29& 80, 82. 

1, 2-B, 8-A, 13-A. , 28-A, 30, 35-A, 
88 — B. 

1, 8 — A, 80. 
1, 2-B, 2 — C, 3-A, 12-A, 29, 86. 
1, 2 — B, 8 — A, 12-A. 
1, 3-A, 23-A, 30, 39-C, 40. 
1, 8-A, 22, 23 — A. 
1, 2-B, 2 — C, 3 — A, 6 — B, 12 — A, 18 — A, 

17, 29, 82, 35-A. 
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Uses of specially denatured alcohol ' — Continued 

Product or process Code 
No. 

Formulas authorized 

Ether, ethyl 
Ethers, miscellaneous 
Ethyl acetate 
Ethylamines (rubber processing) 
Ethyl chloride 
Ethylene dibromide 
Ethylene gas 
Explosives 
External pharmaceuticals (not 

U. S. P. or N. F. ). 
External pharmaceuticals, miscel- 

laneous (U. S. P. or N. F. ). 
Fluid uses, miscellaneous 
Food products, miscellaneous (proc- 

essing) . 
Fuel uses, miscellaneous 
Fuels, airplane and supplementary 
Fuels, automobile and supplemen- 

tary 
Fuels, proprietary heating 
Fuels, rocket and jet 
Fungicides 

Glandular products (processing) 

Hair and scalp preparations 

Hormones (processing) 

Incense 

Inks 
Insecticides 

Iodine solutions (including U. S. P, 
and N. F. tinctures) 

Laboratory reagents (for sale) 
Laboratory uses ' 
Lacquer thinners 
Liniments (U. S. P. or'N. F. ) 
Lotions and creams (body, face, and 

hand) 

Medicinal chemicals (processing) 

Miscellaneous chemicals (process- 
ing) 

Miscellaneous products (process- 
in g ) 

Mouth washes 
Organo-silicone products 
Pectin (processing) 
Perfume materials (processing) 
Perfumes and perfume tinctures 

See footnotes at end of table. 

561 
562 
521 
530 
522 
571 
572 
033 
210 

249 

750 
382 

630 
612 

611 
620 
613 
410 

342 

342 

470 

052 
410 

230 
810 
810 
042 
243 

113 

344 

358 

359 

132 
576 
331 
852 
121 

1& 2 — B, 13-A, 29, 32. 
1, 2-B, 18-A, 29, 32. 
1& 2 — B, 29& 35-A. 
1, 2-B, 2-C, 3-A, 12-A, 29, 36. 
1, 2-B, 29, 32. 
1, 2-B, 29, 82. 
1, 2- B, 29, 82. 
1, 2 — B, 3 — A. 
23-A, 23-F& 28-H& 27-A, 27-B, 36, 

37, 38-B, 38-F, 39-B, 40, 40-A. 
23 — A, 25& 25 — A& 88 — B. 

1, 3-A, 23-A, 30. 
1, 2 — B, 8 — A, 18 — A, 28 — A, 30, 32, 

35 — A. 
1, 3 — A, 28 — A. 
1, 3 — A, 28 — A. 

1, 8 — A, 28 — A. 
1, 8 — A, 28 — A. 
1, 8 — A, 28 — A. 
1, 3-A, 3-B, 23-A& 23-H, 27-A, 

27 — B& 30, 37& 38 — B, 39 — B, 40, 
40 — A. 

1& 2 By 8 A& 12 A& 13 A& 28 A& 80& 
82, 35-A. 

3-B, 23-A, 23-F, 23-H, 37, 88-B, 
39& 39 — A& 39 — B& 39 — C, 39-D& 40, 
40 — A. 

1, 2-B, 3-A, 12-A, 13-A, 28-A, 30, 
32, 35 — A. 

3 — A, 22, 37, 38 — B, 39-B, 39-C, 40, 
40 — A. 

], 8-A, 13-A, 23-A, 30, 32, 83. 
1& 3 A& 3 B& 23 A& 23 Hy 27 A& 

27 — B, 30, 377 38 — B& 39 — B, 40, 
40 — A. 

25, 25-A. 
3 — A, 80. 
3 — A, 30. 
1, 23 — A. 
27, 27-B, 38-B. 

23-A, 28-H, 81-A, 37, 38-B, 39, 
39-B, 39-C, 40, 40-A. 

1, 2 — B, 2 — C, 3 — A, 12 — A, 13 — A& 17& 

23-Ai 30& 82, 35-A. 

1, 2-B, 2-C, 8-A, 12-A, 13-A, 17, 
23-A, 30, 85-A. 

1, 2-B, 2-C, 3 — A, 12-A, 13-A, 17, 
23-A, 30, 35-A. 

37& 38-B, 38-C& 38-Dy 38-F. 
2 — B, 3 — A. 
1, 2-B, 3-A, 13-A, 23-A, 30& 35-A. 
1& 2-B& 3-A, 12-A& 13-A& 30. 
38-B, 39, 39-B, 39-C, 40, 40-A. 
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Uses of specially denatured alcohol ' — Continued 

Product or process Code 
No. 

Formulas authorized 

Petroleum products 
Photoengraving dyes and solutions 
Photographic chemicals (processing) 
Photographic film and emulsions 
Pill and tablet manufacture 

Plastics, cellulose 
Plastics, non-cellulose (includin 

resins) 
Polishes 
Preserving solutions 

Proprietary solvents (standard 
formulas) 

Refrigerating uses 
Resin coatings, natural 
Resin coatings, synthetic 
Room deodorants 

Rosin (processing) 
Rotogravure dyes and solutions 
Rubber (latex) (processing) 
Rubber, synthetic 
Rubbing alcohol compound 
Scientific instruments 
Shampoos 

Shellac coatings 
Soaps, industrial 
Soaps, toilet 

Sodium ethylate, anhydrous (re- 
stricted) . 

Sodium hydrosulfite (dehydration) 
Soldering flux 
Solutions, miscellaneous 
Solvents and thinners, miscellaneous 
Solvents, special (restricted sale) 
Stains (wood) 
Sterilizing solutions 

Theater sprays 

Tobacco sprays and flavors 
Toilet waters 

Transparent sheetings 
Unclassified uses ' 
Vaccine (processing) 

Vinegar 
Vitamins (processing) 

Xanthates 
Yeast (processing) 

320 
481 
353 
031 
349 

021 

022 
051 
480 

041 
740 
014 
012 
470 

854 
481 
855 
580 
220 
710 
141 

018 
440 
142 

524 

812 
035 
485 
042 
043 
053 
480 

470 

460 
122 

082 
900 
848 

511 
842 

578 
842 

I, 2 — B, 8 — A. 
I, 3 — A, 18 — A, 80, 82. 
I, 2-B, 8-A, 18-A, 80. 
I, 2-B, 3-A, 18-A, 19, 80, 82. 
I, 2-B, 3-A, 13-A, 23-A, 30, 35-A, 

38 — B. 
I, 2 — B, 3 — A, 12 — A, 13 — A, 80. 

I, 2-B, 8-A, 12-A, 18-A, 30. 
I& 3 — A& 30& 40. 
I& 3 A& 12 A& 18 A& 22& 28 A& 80& 
82, 87& 88-B& 42& 44. 

1. 
I, 8-A, 28-A, 80. 
I, 28 — A. 
I, 23 — A. 
8-A, 22, 87, 88-B, 89-B, 89-C, 40, 

40 — A. 
1, 8 — A, 12 — A. 
I, 8-A& 18-A, 30, 82. 
I, 3 — A. 
29, 32. 
23 — H. 
I, 3 — A. 
I, 8-A, 8-B, 23-A, 27-B, 31-A, 36, 

38-B& 39-A& 39-B, 40, 40-A. 
I, 23 — A. 
I, 8-A, 28-A, 30. 
I, 3-A& 3-B, 23-A, 80, 86, 88-B, 

89 — B, 89 — C, 40, 40 — A, 
2 — B, 2 — C. 

I, 2 — B, 3 — A. 
I, 8-A, 23-A, 80. 
I, 8-A, 28-A, 30, 39-B, 40, 40-A. 
I, 28 — A. 
1. 
I, 8 — A, 28 — A, 80. 
I, 8-A, 12-A, 18-A, 22, 23-A, 80, 

82, 87& 88 — B, 42, 44. 
3 A& 22& 87& 88 B& 89 B& 89 C& 40& 

40 — A. 

88-B, 89, 39 — A, 89 — B, 39 — C, 40, 
40 — A. 

I, 2 — B, 8 — A, 18 — A, 28-A. 
I, 8-A. 
I, 2-B, 3-A, 12-A, 18-A, 28-A, 80, 

82, 85-A. 
18, 85-A. 
I, 2-B, 8-A, 12-A, 18-A, 28-A, 80, 

82, 35-A. 
1, 2 — B, 2 — C, 29. 
I, 2-B, 8-A, 12-A, 13-A, 23-A, 80, 

82, 85-A. 

' Other products or processes may be authorized by the Director under $ 21235(b). 
& 'Formula No. 3-A and Formula No. 30 are authorized for general laboratory purposes under Code 310, 

Other formulas may be authorized for laboratory use in connection with specific product development. ' Persons desiring other formulas for this use should indicate the fact in the space provided for this purpose 
on Form 1479-A, 
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40. Subpart 6 is amended to read as folio~vs: 

Subpart G. — Denaturants Authorized for Denatured Spirits 

&i 212. 110 LISTING oF DENATUR&INTs AUTHoRI/ED FoR DENATURED SPIRITs. — 
Follorving is an alphabei, ical listing of denaturants authorized for use in de- 
natured spirits: 

Dc»ntn&'nate A nthort cd for Cor&&t&tetcltt Deaat&&re&I Alcohol (C. D. A. ) Spectalttt 
Denat»&'e&1, Alcohol (S. D. A. . ), a»iJ 8Pectally Denatn&ed If»&i& (S. D. It. ) 

Acetaldehyde 
Acetone N. F 
Acetadol 
Almond oil, bitter N. F 
AIu&nonia, aqueous 
Ammonia, solution, strong 
Anethole I'. . S. P 
Anise oil U. S. P 
Bay oil (myrcia oil) N. F. 
Benzaldehyde N. F 
Benzene 
Berga&not oil iN. F 
Bone oil (dipple's oil) 
Boric acid U. S. P 
Brucine alkaloid 
Brucine sulfate N. F. IX 
n-Butyl alcohol 
tert;Butyl alcohol 

. S. P U. 

Camphor U. S. P 
Caustic soda, liquid 
Cedar leaf oil U. S. P. XIII 
Chloroform 
Chlorothymol N. F 
Ciuchonidiue 
Cinchonidine sulfate N. F. IX 
Cinnamic aldehyde (cinnamaldehyde) 
Cinnamon oil (cassia oil) U. S. P 
Citronella oil, natural 
Clove oil U. S. P 
Coal tar U. S. P 
Diethyl phthalate 
Ethyl acetate 
Ethyl ether 
Eucalyptol U. S. P 
Eucalyptus oil N. F 
Eugenol U. S. P 
Formaldehyde solution U. S. P 
Gasoline 
Glycerol U. S. P 
Guaiacol iV. F 
Iodine U. S. P 
Kerosene 
I. avender oil U. S. P 
i&&lenthol, U. S. P 

Mercuric iodide, red N. F 
Methyl alcohol 
illethylene blue N. F 
Methyl isobutyl ketone 

iV. F. IX 

Methyl violet (methylrosaniline chloride) 
Methyl violet (methylrosauiline chloride) U. S. P 

; 39 — D 

39 — B; 

83-C; 

S. D. A. 20 
S. D. A. 28-A; 23 — H 
C. D. A. 18 
S. D. A. 38-B 
S. D. A. 3(i 
S. D. A. 86 
S. D. A. 38 — B 
S. D. A. 38 — B 
S. D. A. 23 — F; 38 — B 
S. D. A. 38 — B 
S. D. A. 2 — B; 2 — C; 12— 
S. D. A. 23 — F; 38 — B 
S. D. A. 17 
S. D. A. 38 — F 
S. D. A. 40 
S. D. A. 40 
S. D. A. 44 
S. D. A. 30; 30 — A. ; 

40; 40-A 
S. D. A. 27; 27 — A; 38- 
S. D. A. 36 
S. D. A. 38 — B 
S. D. A, 20 
S, D. A. 88 — B; 38 — F 
S. D. A. 30-A 
S. D. A. 30 — A 
S. D. A. 38 — B 
S. D. A. 38 — B 
S. D. A. 38 — B 
S. D. A. 27 — A; 38 — B 
S. D. A. 38 — B 
S. D. A, 30 — B; 30 — C 
S. D, A, 85; 85 — A 
S. D. A. 13 — A; 19; 32 
S. D. A. 37; 38 — B 
S. D. A. 38 — B 
S. D. A. 38 — B 
S. D. A. 22; 38 — C; 38 — D 
S. D. A. 28 — A 
S. D. A. 31 — A 
S. D. A. 38 — B 
S. D. A. . 2 &: 25-A 
C. D. A. 18; 10 
S. D. A. 27 — B; 38 — B 
S. D. A. 87; 38 — B; 

38 — D: 38 — F 
S. D. A. 42 
S. D. A. 3 — A; 30 
S. D. A. 4; S. D. R. 4 
C. D. A. 18: 10; 

S. D. A. 28 — H 
S. D. A. 38 
S. D. A. 88 
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Mustard oil, volatile (allyl isothiocyanate), U. S. P. 
XII 

Nicotine solution 
Peppermint oil U. S. 
Phenol U. S. P 
I'henyl mercuric benzoate 
Phenyl mercuric chloride N. li'. IX 
phenyl mercuric nitrate N. F 
Phenyl salicylate (salon) N. F 
Pine needle oil, dwarf N. Ic 
Pine oil, N. F 
Pine tar, N. F 
Potassium iodide, U. S. P 
Pyridine bases 
Pyronate 
Quassia, fiuid extract of, N. F. VII 
Qua ssin 
Quinine N. F 
Quinine bisulf ate N. F 
Quinine hydrochloride U. S. P 
Quinine sulfate U. S. P 
Resorcin U. S. P 
Rosemary oil N. F 
Rubber hydrocarbon solvent 
Safrol 
Salicylic acid U. S. P 
Sassafras oil N. F 
Shellac (refined) 
Sodium iodide U. S, P 
Sodium, metallic 
Sodium salicylate U. S. P 
Soap, bard N. F 
Soap, medicinal soft U. S. P 
Spearmint oil N. F 
Spearmint oil, terpeneless 
Spike lavendar oil, natural 
Storax U. S. P 
Sucrose octa-acetate 
Thimerosal N. F 
Thyme oil N. F 
Thymol N. F 
Tolu balsam U. S. P 
Turpentine oil N. F 
Vinegar 
Wintergreen oil (methyl salicylate) U. S. P--------- 
Wood alcohol 

S. D. A. 88 — B 
S. D. A. 4; S. D. R. 4 
S. D. A. 38 — B 
S. D. A. 88 — B; 46 
S. D. A, 42 
S, D. A. 42 
S. D. A. . 42 
S. D. A. 88 — B 
S. D. A. . 88 — B 
S, D. A. 88 — B 
S. D. A. 8 — B 
S. D. A. 26; 25 — A. ; 42 
S. D. A. 6-B 
C. D. A. 18 
S. D. A. 89 
S. D. A. 40 
S. D. A. 89 — A 
S. D. A. . 89-A; 89-D 
S. D. A. . 89 — A 
S. D. A. 89 — D 
S. D. A. 28 — F 
S. D. A. 27; 88 — B 
S. D. A. 2 — B; 2 — C 
S. D. A. 88 — B 
S. D. A. 28 — F; 89 
S. D. A. 88 — B 
S. D. A. 45 
S. D. A. 25; 25 — A 
S. D. A. 2 — C 
S. D. A. 89; 89 — D 
S. D. A. 81 — A. 
S. D. A. 27 — B 
S. D. A. 88 — B 
S. D. A. 88 — B 
S. D. A. 88 — B 
S. D. A. 88 — B 
S. D. A. 40 — A 
S. D. A. 42 
S. D. A. 88 — B 
S. D. A. 87; 88 — B; 88 — F 
S. D. A. 88 — B 
S. D. A. 38 — B 
S. D. A. 18 
S. D. A. 88 — B; 46 
S. D. A. 1 

I) 212. 115 [Amendment] 
50. The table of weights and speci6c gravities contained in $ 212. - 

115, and the footnotes thereto, are amended to read as follows: 
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Weights and speciftc gravities of specially denatttred alcohol ' 

[Slight deviations from this table may occur due to variations in sPecific gravities of authorized denaturants 
Values for 190' proof determined experiments)ly by National Bureau of Standards. Other values ca). 
culated from these gravities] 

SDA Formula 
No. 

Finished 
formula 

&gah) Wt. /gal. 
in air 

(pounds) 

Sp. gr. 
ln vac. 

190' proof 

Wt. /gal. 
in air 

(pounds) 

Sp. gr. 
111 vac. 

192' proof 

Wt. /gal. 
in air 

(pounds) 

Sp. g. 
m vac, 

290v proof 

2 — B 
2 — C 
3 — A 
3 — B 
4 

12 — A 
13 — A 
17 
18 
19 
2 0 

23 — A 
23 — F 
23 — H 
2 5 
25 ' 
25 — A 
25 — A s 

27 
27 — A 
27 — B 
28 — A 
29 
30 
31 — A 
32 
33 
35' 

4 

35 — A s 
35-A ' 
36 
37 
38 — B 
38 — C 
38-D 
38 — F 
39 
39 — A 
39 — B 
39 — C 
39 — D 
40 
40-A 

44 
45 
46 

105. 0 
100. 5 
99. 5 

105. 0 
101. 0 
100. 8 
100. 5 
105. 0 
109. 7 
100. 05 
195. 4 
197. 9 
104. 9 
109. 5 
109. 9 
101, 5 
109. 45 
100. 9 
100. 9 
102. 5 
102. 5 
104. 7 
105. 2 
112. 0 
101. 0 
101. 0 
110. 0 
111. 5 
104. 8 
102. 9 
135. 0 
129. 75 
105. 0 
104. 25 
102. 7 
100. 9 
101. 3 
102. 0 
102. 7 
100. 9 
102. 0 
100. 5 
102. 7 
101. 0 
101. 3 
100. 1 
100. 5 
100. 0 
110. 0 
129. 8 
100. 1 

6. 788 
6. 795 

6. 785 
6. 810 
6. 823 
6. 801 
6. 820 
6. 740 
6. 795 
7. 802 
0. 408 
7. 062 
7. 037 
6. 788 
0. 808 
6. 785 
7. 080 
7. 083 
7, 119 
7. 117 
6. 846 
6. 867 
7. 027 
6. 786 
6. 822 
0. 785 
7. 167 
6. 769 
6. 893 
0. 950 
0. 903 
6. 817 
6. 826 
6. 837 
6. 794 
0. 804 
0. 832 
6. 863 
6. 828 
6. 867 
6. 810 
6. 857 
6. 819 
6. 819 
0. 795 
6. 815 
6. 797 
6. 790 
7. 545 
6. 805 

0. 8153 
. 8161 

. 8149 

. 8179 

. 8195 

. 8169 

. 8192 

. 8095 

. 8161 

. 9369 

. 7769 

. 8481 

. 8451 

. 8153 

. 8177 

. 8149 

. 8502 

. 8506 

. 8550 

. 8548 

. 8222 

. 8247 

. 8439 

. 8150 

. 8194 

. 8149 

. 8608 

. 8130 

. 8279 

. 8355 

. 8362 

. 8187 

. 8197 

. 8211 

. 8160 

. 8172 

. 8206 

. 8242 

. 8201 

. 8247 

. 8179 

. 8236 

. 8189 

. 8190 

. 8161 

. 8185 

. 8164 

. 8155 

. 9060 

. 8173 

6. 757 
6. 762 

6. 753 
6. 777 
6. 791 
0. 708 
6. 789 
6. 710 
0. 762 
7. 785 
6. 452 
7. 030 
7. 007 
6. 758 
6, 776 
6. 755 
7. 047 
7. 050 
7. 087 
7. 085 
6. 814 
6. 835 
6. 998 
6. 753 
6. 790 
6. 755 
7. 138 
6. 737 
6. 861 
6. 933 
6. 937 
6. 785 
6. 794 
6. 804 
6. 762 
6. 772 
6. 800 
6. 830 
6. 796 
6. 834 
0. 777 
6. 825 
6. 792 
6. 787 
6. 702 
6. 782 
6. 764 
6. 760 
7. 520 
6. 772 

0. 8115 
. 8121 

. 8111 

. 8140 

. 8156 

. 8129 

. 8154 

. 8059 

. 8121 

. 9349 

. 7749 

. 8443 

. 8415 

. 8117 

. 8138 

. 8113 

. 8463 

. 8467 

. 8511 

. 8509 

. 8184 

. 8209 

. 8404 

. 8111 

. 8155 

. 8113 
, 8572 
. 8092 
. 8240 
. 8326 
. 8331 
. 8149 
. 8159 
. 8172 
. 8121 
. 8133 
. 8107 
. 8203 
. 8162 
. 8208 
. 8139 
. 8197 
. 8157 
. 8151 
. 8121 
. 8145 
. 8124 
. 8119 
. 9030 
. 8133 

6. 612 
6. 612 
6. 959 
6. 609 
6. 627 
6. 640 
6. 618 
6. 645 
6. 572 
6. 611 
7. 708 
6. 375 
6. 886 
6. 868 
6. 621 
0. 627 
0. 617 
6. 897 
6. 900 
6. 939 
6. 938 
6. 670 
6. 692 
6. 862 
6. 603 
6. 640 
6. 617 
7. 002 
6. 593 
6. 714 
6. 820 
6. 820 
0. 641 
6. 649 
6. 657 
6. 612 
6. 022 
0, 052 
6. 682 
6. 646 
6. 686 
6. 627 
6. 677 
6. 642 
6. 637 
6. 611 
6. 032 
6. 613 
6. 622 
7. 403 
6. 621 

0. 7942 
. 7941 
. 8358 
. 7938 
. 7900 
. 7975 
. 7949 
. 7981 
. 7893 
, 7940 
. 9256 
. 7057 
. 8270 
. 8249 
. ?952 
. 7959 
. 7947 
. 8283 
. 8287 
. 8334 
. 8332 
. 8011 
. 8037 
. 8241 
. 7931 
. 7975 
. 7948 
. 8409 
. 7919 
. 8064 
. 8191 
. 8191 
. 7976 
. 7985 
. 7995 
. 7941 
. 7953 
. 7990 
. 8020 
. 7982 
. 8030 
. 7959 
. 8020 
. 7977 
. 7971 
. 7940 
. 7965 
. 7943 
, 7954 
. 8890 
, 7952 

' Where alternate denaturants are permitted, the above weights are based on the first denaturant or com- 
bination listed in tbe formula. 

z With sodium iodide. ' Calculated on tbe basis of 85 percent ethyl acetate. 
' Calculated on tbe basis of 100 percent ethyl acetate. 
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Because this Treasury Decision is a part of an integrated recodi- 
fication program under chapter 51, I. R. C. , and in order that the entire 
program may be efFective on July 1, 1960, it is found that it is con- 
trary to the public interest to issue this Treasury decision subject to 
the efFective date limita, tion of section 4(c) of the Administrative 
Procedure Act (60 Stat. 238; 5 U. S. C. 1003). Accordingly, this 
Treasury Decision shall become elFective on July 1, 1960. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code (68A. Stat. 917; 26 
U. S. C. 7805) ) 

D&NA LaraaM, 
Commissioner o f Interna/ Revenue. 

Approved June 23, 1960. 
FRED C. SCRIBiVER, JR. , 

Acting Secretary of the Treasury. 

(Filed by the Division of the Federal Register on June 28, 1960, 8:46 a. jn. , and 
published in the issue of the Federal Register for June 29, 1960, 2r F. R. 
6987) 

Rev. Rul. 60 — 374 26 CFR 212. 15: General. 
(Also Section 5242; 212. 19, 212. 39, 212. 40, 212. 45. ) 

The Formulas For Denatured Alcohol and Rum Regulations, at 
section 212. 15, provide that, subject to certain conditions the Director, 
Alcohol and Tobacco Tax Division, may authorize, in his discretion, 
the use of any formula of specially denatured alcohol or specially 
denatured rum for uses not speci6cally authorized in Part 212 of the 
regulations. B'eM, specially denatured alcohol formula, s numbered 
3 — A, 29, 30, and 35 — A. are authorized for use in the manufacture of 
synthetic resins under formulas on Form 1479 — A, Formula for Prep- 
aration Made AVith Specially Denatured Alcohol, which have been 
approved by the Director. Code number 590 should be used in re- 
porting the use of specially denatured alcohol. 

SECTION 5242. — DENATURING MATERIALS 

26 CFR 212. 10: General. 

Amendment of the regulations to provide for the addition of cer- 
tain materials to formulas for completely denatured alcohol. See 
T. D. 6474, page 593. 

26 CFR 212. 19: Formula, No. 3 — A. 

Use of specially denatured alcohol for manufacture of synthetic 
resins. See Rev. Rul. 60 — 374, above. 

26 CFR 212. 39: Formula No. 29. 

Use of specially denatured alcohol for manufacture of synthetic 
resins. See Rev. Rul. 60 — 374, above. 
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26 CFR 212. 40: Formula No. 80. 

Use of specially denatured alcohol for manufacture of synthetic 
resins. See Rev. Rul. 60 — 674, page 600. 

26 CFR 212. 45: Formula No. 35 — A. 

Use of specially denatured alcohol for manufacture of synthetic 
resins. See Rev. Rul. 60 — 674, page 600. 

SUBCHAPTER D. — IMIUSTRIAL USE OF DISTILLED SPIRITS 

SECTION 5278. — SALK, USE, AND RECOVERY OF 
DENATURED DISTILLED SPIRITS 

Rev. Rul. 60 — 868 26 CFR 211. 160: General. 
(Also 212. 55. ) 

Where a specially denatured alcohol permittee manufactures hair 
spray and packages the product in pressurized containers, the 
quantity of perfume oil used in the product mav be decreased upon 
the approval of the Director, Alcohol and Tobacco Tax Division. 
However, hair spray which is shipped in bulk to a non-permittee 
for packaging in pressurized containers must contain not less than 
one-half ounce of au acceptable perfume oil in each gallon of the 
finished product. 

Advice has been requested whether there may be a reduction in the 
quantity of perfume oil used in tile manufacture of hair sprays made 
with specially denatured alcohol and packaged or repackaged in 
pressurized containers. 

Section 5278 (a) of the Internal Revenue Code of 1954 provides that 
any person using specially denatured distilled spirits in the manu- 
facture of articles shall file such formulas and statements of process, 
submit such samples, and comply with such other requirements, as 
the Secretary of the Treasury or his delegate shall by regulations 
prescribe, and no person shall use specially denatured distilled spirits 
in the manufacture or production of any article until approval of the 
article, formula, and process has been obtained from the Secretary or 
his delegate. 

Section 211. 160 of the Industrial A. lcohol and Denatured Rum 
Regulations provides, in part, that liquid products containing specially 
den~atured alcohol shall be unfit for beverage or internal liuman use 
and that the essential oils and chemicals used in their manufacture 
shall make the finished products conform to the samples and formulas 
for such products submitted by the applicant with Form 1479 — A, 
Formula for Preparation Made with Specially Denatured Spirits, 
and approved by the Director, Alcohol and Tobacco Tax Division, or, 
in the case of rubbing alcohol compounds, by the A. ssistant Regional 
Commissioner, Alcohol and Tobacco Tax. 

Accordingly, it is held that the quantity of perfume oil used in the 
nianufact. ure of hair sprays made with specially denatured alcohol 
and packaged in pressurized containers by the manufacturer (per- 
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mittee) may be decreased upon the submission of a revised formula 
on Form 1479 — A and approval by the Director, Alcohol and Tobacco 
Tax Division, 

However, hair spray which is shipped in bulk to a non-permittee 
for packaging in pressurized containers must contain not less than 
one-half ounce of an acceptable perfume oil in each gallon of the 
finished product. 

This Revenue Ruling is not applicable to hair sprays manufactured 
with specially denatured alcohol, Formula No. 89 — C, which must 
contain not, less than 2 fluid ounces of perfume material in each gallon 
of finished product as required by section 211. 192 of the regulations. 

26 CI'R 211. 174: Receipt. Rev. Rul. 60 — 348 
(Also 211. 176. ) 

Proprietary solvent received by a user thereof in bulk conveyances 
and drawn into packages may be transferred to other plants operated 
by the same consignee provided (I) that notice of this operation is 
given to the Assistant Regional Commissioner, Alcohol and Tobacco 
Tax, (2) that the packages which are to be transshipped have been 
filled, numbered, and marked or labeled as required by the Denatured 
Alcohol and Rum Regulations, (8) that serial numbers and a descrip- 
tion of contents is marked upon each package, and (4) that complete 
records of receipt, use, and shipment are maintained at the plant 
receiving the proprietary solvent in bulk conveyances. 

Advice has been requested whether proprietary solvent, received 
by a user thereof in bulk conveyances and drawn into packages, may 
be transferred to other plants operated by the same consignee. 

A user of proprietary solvents operates more than one manufac- 
turing plant. He receives proprietary solvents in bulk at, his 
principal place of business and there packages a portion for shipment, 
to his other plants. 

Section 211. 174 of the Denatured Alcohol and Rum Regulations 
provides that unless proprietary solvents received in bulk convey- 
ances are to be used immediately, they shall be deposited in storage 
tanks or drawn into packages which shall be marked as required by 
subpart J of the regulations. 

Section 211. 176 of the regulations further provides that distrib- 
utors and persons using proprietary solvents may package such 
solvents in containers of any size not exceeding 55 gallons and that 
the container (except those filled for convenience by persons using 
such products at their own pla, nt premises) shall be marked or labeled 
as required by sections 211. 177 and 211. 179 of the regulations. 

It is held, in view of the above cited regulations, that the transfer 
of packages of proprietary solvent, filled by the consignee from bulk 
conveyances, from one plant to other plants operated by him, is per- 
missible under the following conditions: 

1. The consignee receiving proprietary solvent in bulk con- 
veyances for transhipment in packages will be considered both 
a distributor and user. In his capacity as a distributor, he must 
give notice of the proposed operation to the Assistant Regional 
Commissioner, Alcohol and. Tobacco Tax, of the region in which 
the plant is located. 

585726' — 61 40 
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2. The packages which are not to be used at the plant where 
originally received must be filled, numbered, and marked or 
labeled as required by sections 211. 176, 211. 177, and 211. 179 of 
the regulations. The marks and brands on such packages must 
not be efi'aced or obliterated until they are emptied, as provided 
by section 211. 33 of the regulations. 

3. The packages which. a~re to be used at the plant receiving the 
proprietary solvent in bulk must have placed thereon a serial 
numbers as lequired by section 211. 178 of the regulations. 
addition, the nature of the contents must be marked on. each 
such package. 

4. The plant receiving proprietary solvent in bulk conveyances 
must, maintain complete records of the receipt and use of the 
solvent at such plant and of the shipment of packages of solvent 
to the other plant, . 

26 CFR 211. 176: Filling of packages. 

Transfer of proprietary solvent by a consignee to another of its 
plants. See Rev. Rul. 60-343, page 611. 

26 CFR 212. 55: Formula Xo. 30 — C. 

Reduction in the quantity of perfume oil used in the manufacture 
of hair sprays. See Rev. Rul. 60 — 363, page 610. 

26 CFR 212. 57: Formula No. 40. 
(Also 212. 65. ) 

Rev. Rul. 60 — 286 

Bitrex (THS — 839), the benzoate form of a synthetic quaternary 
ammonium compound, may be used in the amount of j/4 ounce to 
each 100 gallons of ethyl alcohol, as a substitute denaturant in the 
manufacture of specially denatured alcohol Formula No. 40. 

Section 212. 57 of the Regulations relating to Formulas for Dena- 
tured. Alcohol a, nd Rum prescribes the denaturants to be used in spe- 
cially denatured alcohol Formula, No. 40. Laboratory tests have 
shown that another product, designated "Bitrex (TEES — 830), " is also 
suitable as a denaturant for this formula. Accordingly. this denatu- 
rant is authorized under authority of section 212. 65 of the regula- 
tions, as an alternate denaturant for Formula Xo. 40, as follows: 

To every 100 gallons of alcohol add ~/~ av. ounce of denaturing grade Bitrex 
(THS — 839) and Ps gallon of tert-butyl alcohol. 

The specifications for denaturing grade Bitrex (THS — 839) are as 
follows: 

Bitrex (THS — 839) is a synthetic quaternary ammonium compound; Benzyldi- 
ethyl (2:6-xvlylcarbamoyl) ammonium benzoate, having an intensely bitter 
taste. 

Color — White (crystalline powder) 
Melting Point — 158 — 161' C. 
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Sot«bility at 20' C. — One gram is soluble in 1. 5 ml. water and in 1. 5 ml, ethyl 
alcohol. Solutions are clear and colorless and reasonably free of extraneous 
matter. 

Assay — Not less than 00 percent CaHa~OaN Dissolve about 0. 5 gm. Bitrex 
(THS — 830) accurately Iveighed in 60ml. glacial acetic acid, cool; add 15 ml. 
of a o percent w/v solution of mecuric acetate in glacial acetic acid, and titrate 
with N/10 perchloric acid in glacial acetic acid using 0. 2 ml, of a 0. 5 percent 
w/v solution of crvstal violet in glacial acetic acid as indicator (or methyl- 
rosaniline chloride T. S. ). Repeat the titration omitting the samples. The &lif- 
ference between the two readings will represent the volume of perchloric acid 
required by the sample. Each ml. of N/10 perchloric acid is equivalent to 
0. 04465 gm. C ~H~~O&N'. 

I&tenti/(cation Tests — (a) Dissolve about 0. 15 gm. sample in 10 ml. water, an&1 

add 15 ml. of 0. 66 percent w/v trinitrophenol in water; the melting point of 
the precipitate after washing Ivith water and drying is about 175' C. 

(b) Dissolve about 0. 1 gm. sample in 10 ml. water and add 20 ml, dilute 
sulfuric acid and 30 ml. 1 percent w/v ammonium reineckate in water; the 
melting point of the precipitate after washing with water and drying, is about 
170' C. 

Bitterness — An alcoholic or aqueous solution of Bitrex (THS — 830) shall be 
distinctly bitter at 1 to 250, 000 dilution. 

Optical Assay — When 25 ml. of an aqueous solution containing 1 part in 
10, 000 of Bitrex (0. 1 gm/L) is made acid with 1 ml. of 11C', and extracted 
3 times with a total of 100 ml. of diethyl ether, the resulting ether extract shall 
have an absorbance in a 1 cm. cell of not less than 0. 400 at a wavelength of 
228 millimicrons. 

26 CFR 212, 65: General. 

Use of Bitrex (THS — 830) as a substitute denaturant in manu- 
facture of specially denatured alcohol Formula No. 40. See Rev. 
Rul. 60 — 286, page 612. 

SUBCHAPTER E. — GENERAL PROVISIONS RELATING TO 
DISTILLED SPIRITS 

PART II. — REGULATION OF TRAFFIC IN CONTAINERS OF DISTILLED SPIRITS 

SECTIOX 5601. 6EXERAL 
26 CFR 175. 0: Bottler. T. D. 6471 ' 

TITLE 25 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PART 
175. — TRAFFIC IN CONTAINERS OF DISTILLED SPIRITS 

;Viiscellaneous amendments 

DEPARTMENT OF TFIE TREASURY 
y 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE~ 
lVashington 88, D. C. 

To Off'tcers and Ernp/oyees of t1&e Internal Pevenue 8erpice and 
Others Concerned: 

On March 10, 1060, a notice of proposed rulemaking to amend 26 
CFR Part 175, with respect to traAic in containers of distilled spirits, 
was published in the Federal Register (25 F. R. 2367) . 

' 25 F. R. 5334. 
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After consideration of all relevant matter as was presented by in- 
terested parties regarding the rules proposed, the regulations as so 
published are hereby adopted. 

In order to implement provisions of the Internal Revenue Code of 
1954, as amended by Public Law 85 — 859 fC. B. 1958 — 3, 92], relating 
to the refilling and reuse of liquor bottles, 26 CFR Part 175 is amended 
as follows: 

1. Section 175. 9 is amended to read as follows: 

$ 175. 9 Borxnzs. — 
A proprietor of a distilled spirts plant authorized to bottle spirts, a proprietor 

of a class 8 bonded warehouse qualified under the customs laws. or an agency 
of the United States or any State or political subdivision thereof. 

2. Section 175. 13 is amended to read as follows: 

g 175. 1S DisTiz. i, zn SFiairs oa SFIRITs. — That substance known as ethyl 
alcohol, ethanol, or spirits of wiue, including all dilutions and niixtures thereof, 
from whatever source or by ivhatever process produced, and shall include 
whisky, brandy, rum, gin, and vodka, and products of rectification not classified 
as wine. 

8. Section 175. 21 is amended to read as follows: 

$ 175. 21 UNrrED STATEs. — The several States and the District of Columbia. 

4. Subpart I is amended to read as follows: 

SUBPART I — PURCHASE, SALE, REUSE, AND POSSESSION OF USED 
LIQUOR BOTTLES 

$ 175. 120 PURGHA$E GR SALE oF UBED LIQI&o&I Borri. Es. — Except as provided 
in this part, no person shall pur«hase or sell used liquor bottles. 

&t 175, 121 REUBE CR REFILLING oF LIQUoR BoTTLEB. — Except as authorized 
by the provisions of Chapter 51, I. R. C. , aud regulations thereunder, including 
the regulations in this part, and in accordance with the conditions, limitations, 
and requirements set forth therein, including those in respect to the stamping 
of containers, no person who sells, or offers for sale, distilled spirits, or any 
agent or employee of such person, shall (a) place in any liquor bottle any 
distilled spirits whatsoever other than the distilled spirits contained in such 
bottle at the time such bottle was filled and stamped under the provisions 
of Chapter 51, I. R. C. , or (b) by the addition of any substance whatsoever 
to any liquor bottle, in any nianner alter or increase the original contents 
or any portion of the original contents contained in such bottle at the tiine 
such bottle was tilled and stamped under the provisions of Chapter 51, I. R. C. 

) 175. 122 Possrssiox or REFILLED LIQvoa BOTILEs. — No person who sells, or 
ofters for sale, distilled spirits, or agent or employee of such person, shall 
(a) possess any liquor bottle in which any distilled spirits have been placed 
in violation of section 5901(c) of the Internal Revenue Code or $ 175. 121 or 
(b) possess any liquor bottle, any portion, of the contents of which has been 
altered or increased in violation of section 5801(c) of the Internal Revenue 
Code or c) 17». 121. 

g 175. 128 Posscssiow of use&1 tiq«or t&ottlcs. — The possession of used liquor 
bottles by any person other than the person who empties the original contents 
thereof, or the bottler or the iuiporter as authorized by this part, is prohibited, 
except that this shall not prevent the oivner or occupant of any premises on 
which such bottles have been lawfully emptied from assembling the same on 
such premises (a) for the purpose of destruction or (b) for deliverv to a 
bottler or importer who niaintains a storage place for used liquor bottles» 
authorized bv this part. 
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This Treasury Decision shall become eA'ective on July 1, 1960. 
(This Treasury Decision is issued under authority contained in 

section 7805 of the Internal Revenue Cocle of 1954 (68A. Stat. 917; 
26 U. S. C, 7805) 

CIIARI. Es I. Fox, 
Aetzng C omzzzi~sionez of Interna/ Aevenue. 

Approved June 9, 1960. 
FRED C. SCRIIINER) JR. , 

~eting 8eeretczry of the Tre!uzzr jt'. 

(Filed by the Division of the Federal Register on June 14, 1060, S:40 a. nu, 
and published in the issue of the Federal Register for June 15, 1900, 25 I". R. 
5334) 

PART IIL — MISCELLANEOUS PROVISIONS 

SECTION 5818. — WITFIDRAWAI OF DISTII LKD SPIRITS 
FROM CUSTOMS CUSTODY IIREE OF TAX FOR USK OF 
THE UNITED STATES 

26 CFR 251. 181: General. 

Procedure covering the withdraival of imported clistilled spirits 
from customs custody for use of the United States. See. T. D. 6477, 
page 575. 

SECTION 5814. — SPECIAL APPLICABILITY OF CERTAIN 
PROVISIOiVS 

26 CFR 250. 191: Samples and analysis. 

Tax-free shipments from Puerto Rico to the United States of cle- 
naturecl spirits and products containing such spirits. See T. B. 6478, 
page 560. 

26 CFR 250. 291: Certificate. 

Tax-free shipments from the Virgin Islands to the United States of 
denatured spirits and proclucts containing such spirits. See T. D. 
6478, page, '&60. 

SUBCHAPTER F. — BONDED AND TAXPAID WINE PREMISES 

PART n. — OPERATIONS 

SECTIOiN 5862. REMOVALS OF WIiVK FROM BONDED 
WINK CKLI. ARS 

26 CFR 252. 122: Application or notice, Form 206. 

Disposition of Form 206, Withdrawal of Spirits, Specially De- 
natured Spirits, or Wines for Exportation, where the exporter is the 
proprietor of the boncled Ivine cellar froni which the wine is to be 
withclr;»vn. See Rev. Proc. 60 — 25, page 1000. 
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26 CFR 252. 125: Disposition of forms. 

Disposition of Form 206, Withdrawal of Spirits, Specially De 
natured Spirits, or Wines for Exportation, where an exporter is the 
proprietor of a bonded mine cellar. See Rev. Proc. 60 — 25, page 10pp. 

SECTION 5678. — WINE SPIRITS 

26 CFR 240. 490: General. 

Authorized use of distillates containing aldehydes for use in the 
fermentation of ~vine to be used as distilling material. See T. D. 
6475, page 526. 

26 CFR 240. 1041: Who may withdraw. 

Withdrawal of distillates containing aldehydes for use in the fer- 
mentation of wine to be used as distilling material. See T. D. 6475, 
page 526. 

PART III. — CELLAR TREATMENT AND CLASSIFICATION OF WINE 

SECTION 5882. — CELLAR TREATMENT OF NATURAL 
WINK 

26 CFR 240. 524: Finishing of wine. 
(Also 240. 580. ) 

The use of gum arabic in amounts not exceeding tmo pounds per 
1, 000 gallons of mine to stabilize and clarify wine, and the use of a 
product identified as "Wine Clarifier" containing pure U. S. P. agar- 
agar and Standard Supercel, to clarify wines, in amounts not exceed- 
ing t~vo pounds per 1, 000 gallons of mine are ~also considered as being 
consistent with good commercial practice ivithin the provisions of sec- 
tion 240. 524 of the Federal Wine Regulations. Winemakers desiring 
to use these products in the treatment of mine may receive approval of 
the Assistant Regional Commissioner, Alcohol and Tobacco Tax, by 
filing of appropriate notice pursuant to section 240. 580 of the 
regulations. 

This ruling amplifies Revenue Ruling 58 — 461, C. B. 1958 — 2, 999, 
mhich contains a, list of materials authorized for use in the production, 
cellar treatment, and finishing of mine. Revenue Ruling 58461, has 
previously been amplified by the following: 

Revenue Ruling 58 — 595, C. B. 1958 — 2, 1008; 
Revenue Ruling 58 — 596, C. B. 1958 — 2, 10(@; 
Revenue Rulin~g 59 — 105, C. B. 1959 — 1, 729; 
Revenue Ruling 59 — 150, C. B. 1959 — 1, 728; 
Revenue Ruling 59 — 189, C. B. 1959 — 1, 728; 
Revenue Ruling 59 — 207, C. B. 1959 — 1, 729; 
Revenue Ruling 59 — 217, C. B. 1959 — 1, 729; 
Revenue Ruling~ 59 — '338, C. B. 1959 — 2, 607; 
Revenue. Rulin~g 59 — 870, C. B. 1959 — 2, 607; and 
Revenue Ruling 60-46, C. B. 1960 — 1, 783. 
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(Also 240. 1051, 240. 1052. ) Rev. Rul. 60 — 298 

The use of Pectinase LM to clarify wine, in amounts not to exceed 
ten pounds per 1000 gallons of wine, is considered as being consistent 
with good commercial practice within the limitations of section 
240. 524 of the Federal Wine Regulations. Winemakers desiring to 
use Pectinase LM in the clarification of wine may receive the ap- 
proval of the Assistant Regional Commissioner, Alcohol and Tobacco 
Tax, by the filing of appropriate notice pursuant to section 240. 1052 
of the regulations. 

(Also 240. 1051, 240. 1052. ) Rev. Rul. 60-334 

The use of Promine-D, a soya bean protein material, to clarify and 
stabilize wine, in amounts not, to exceed one and one-half pounds per 
1, 000 gallons of wine, is considered as being consistent with good com- 
mercial practice within the limitations of section 240. 524 of the Fed- 
eral Wine Regulations, provided the amount of water used in the 
process does not exceed 0. 5 percent of the volume of the wine to be 
treated. Winemaker's desiring to use Promine-D in the clarification 
and stabilization of. wine may receive the approval of the Assistant 
Regional ("oinmissioner, Alcohol and Tobacco Tax, by the filing of 
appropriate notice pursuant to section 240. 1052 of the regulations. 

(Also 240. 1051, 240. 1052. ) Rev. Rul. 60 — 335 

The use of a product known as "Fulgur" (composed of aluminum 
silicate and albumin) to clarify wine, in amounts not, exceeding 6. 6 
pounds per 1000 gallons of wine, is considered as being consistent 
with good commercial practice within the limitations of section 
240. 524 of the Federal Wine Regulations. Winemakers desiring to 
use "Fulgur" in the clarification of wine may receive the approval 
of the Assistant Regional Commissioner, Alcohol and Tobacco Tax, 
by the filing of appropriate notice pursuant to section 240. 1052 of the 
regulations. 

26 CFR 240. 527: Removal of excessive 
color in white wine. 

Extension through June 30, 1961, of the experimental study for 
removing excess color from white wines, other than vermouth. See 
Rev. Proc. 60 — 19, page 990. 

26 CFR 240. 530: notice. 

use of gum arabic, and "Wine Clarifier" in the treatment of wine. 
See Rev. Rul. 60 — 266, page 616. 

26 CFR 240. 536: General. 

Procedure to be used in the reduction of the acid content of stand- 
ard wine. See T. D. 6475, page 526. 

26 CFR 240. 1051: Materials authorized 
for treatment of wine. 
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Use of Pectinase LM to clarify wine. See Rev. Rub 60 — 298, 
page 617. 

Use of Promine — D to clarify and stabilize wine. See Rev. Rul. 
60 — 334, page 617. 

Use of "Fulgur" in the clarification of wines. See Rev. Rul. 60- 
385, page 617. 

26 CFR 240. 1052: Notice. 

Use of Pectinase LM to clarify wine. See Rev. Rul. 60 — 298, 
page 617. 

Use of Promine — D to clarify and stabilize wine. See Rev. Rul. 
60 — 364, page 617. 

Use of "Fulgur" in the clarification of wines. See Rev. Rul. 60- 
685, page 617. 

I 

SUBCHAPTER G. — BREWERIES 

PART II. — OPERATIONS 

SECTION 5411. — USE OF BREQi'ERY 

26 CFR 245. 12: Use of brewery. Rev. Rul. 60 — 267 

Section 5411 of the Internal Revenue Code of. 1054 provides that a 
brewery shall be used under regulations prescribed by the Secretary 
of the Treasury or his delegate only for the purpose of producing beer 
and for certain additionally specified purposes or for other such pur- 
poses as the Secretary or his delegate by regulations finds will not 
jeopardize the revenue. Section 245. 12 of the Beer Regulations pro- 
vides that the brewery shall be used only for the specifically 
enumerated operations, or by the brewer for other purposes pursuant 
to application to, and. approval of, the Director of the Alcohol and 
Tobacco Tax Division. B'end, only the brewer who has given notice 
and bond may conduct operations on brewery premises involving the 
use of brewery equipment, including operations enumerated in section 
245. 12 of the Beer Regulations, as well as operations which can be con- 
ducted pursuant to such section only on approval of the Director of the 
Alcohol and Tobacco Tax Division. 

SUBCHAPTER I. — MISCELLANEOUS GENERAL PROVISIONS 

SECTION 5552. — INSTALLATION OF METERS& TANIZS& 
AND OTHER APPARATUS 

26 CFR 245. 80: Meters required. 

Use of the Rotocycle Beer Meter. See Rev. Proc. 60 — 80, page 1008. 
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SUBPART B. — RULINGS AND DECISIONS UNDER THE 
FEDERAL ALCOHOL ADMINISTRATION ACT 

Rulings anti decisions published in Part, III, Subpart B, of the 
Internal Revenue Bul'letin are based on the application of provisions 
of the Federal Alcohol Administration Act. 

SECTION 8. — UNLAWFUL BUSINESSES O'ITHOUT 
PER3rIIT 

Rev. Rul. 60 — 2W 27 CFR 1. 20: Importers. 
(Also 1. 22. ) 
(Also Part III — A, Section 5112; 26 CFR 104. 24, ) 

Ship chandlers importing distilled spirits, wines or beer and 
holding them in customs custody until laden aboard vessels engaged 
in foreign trade must obtain basic permits as importers aml must 
pay the special tax as a retail liquor dealer. However, ship 
chandlers domestically purchasing distilled spirits, wines or beer 
must obtain basic permits as wholesalers, even though they sell 
exclusivelv to vessels engaged in foreign trade. 

The Internal Revenue Service has been requested to state its posi- 
tion with respect to the basic permits required by ship chandlers. 

Marine suppliers, otherwise known as ship chandlers, operate such 
businesses at ports of the United States and frequently service both 
American and foreign ships with supplies. 

Section 8(a) of the Federal Alcohol Administration Act makes 
it unlawful, except pursuant, to a basic permit, to engage in the 
business of importing into the United States distilled spirits, wines, 
or malt beverages, or for any person so engaged to sell, o8er, or 
deliver for sale, contract to sell, or ship, in interstate or foreign 
commerce, directly or indirectly, or through an afhliate, distilled 
spirits, wine, or malt beverages so imported. 

The questions with respect to which advice has been requested 
and the answer thereto are set, forth as follows: 

(1) Under what circumstances must a ship chandler obtain a basic 
permit, as an importer ~ 

It is held that a ship chandler who imports distilled spirits, wines, 
or beer into the custody of the Bureau of Customs for sale (even 
though he sells them exclusively to vessels engaged in foreign trade, ) 
for use as ships supplies must, obtain a basic permit as an importer. 

(2) Under what, circumstances must a ship chandler obtain a basic 
permit as a wl&olesaler? 

A ship chandler who engages in the domestic purchase of dis- 
tilled spirits, wine or beet for sale (even though he sells them 
exclusively to vessels engaged in foreign. trade) for use as ships 
supplies must obtain a basic permit a, s a wholesaler. See also Rev- 
enue Ruling 54 — 451, C. B. 1054 — 2, 515, which provides in part that 
a company purchasing beer for resale as ships supplies must possess 
a, wholesaler's basic permit and must pay the special tax as a retail 
or wholesale beer dealer as may be required. 

(3) Under what circumstances must a ship clntndler obtain both 
importer's and wholesaler's basic permits? 
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A ship chandler who both imports and purchases domestically 
distilled spirits, wines or beer must obtain both importer's and whole- 
saler's basic pei mits, 

(4) Under what circumstances is a ship chandler not subject 
to special ta, xes as a wholesale dealer & 

A ship chandler who withdraws alcoholic beverages for sale t 
a ship which is engaged in foreign trade and which uses them as 
ships supplies solely outside the jurisdictional limits of the United 
States, is not subject to special tax as a wholesale dealer since such 
vessel is not considered a dealer within the meaning of section 5112(a) 
of the Code, and the sale of spirits to such vessel is not a sale to 
another dealer as provided in section 5112 (b) and (c) of the Code, 
Such a ship chandler is, however, subject to the special tax as a 
retail dealer. 

27 CFR 1. 22: Wholesalers, 

Circumstances under which ship chandlers must secure basic per- 
mits. See Rev. Rul. 60 — 2W, page 619. 

SECTION 5(e). — UNFAIR COMPETITION AND UNLAWFUL 
PRACTICES: LABELING 

27 CFR 4. 84: Class and type. Rev. Rul. 60 — 300 

Section 4. 84(b) of the Federal Labeling and Advertising of Wine 
Regulations under the Federal Alcohol Administration Act requires 
that an appellation of origin such as "American, " "California, " "New 
York State, " or "Spanish, " disclosing the true place of origin of wine, 
shall appear in conjunction with the class and type designation of 
the wine: (1) if the wine's designation includes a grape varietal name 
of geographic significance; or (2) if the wine's designation is a semi- 
generic type designation of geographic significance; or (8) if the 
label bears any statement, design, device, or representation which in- 
dicates or infers origin other than the true place of origin. Held, as 
used in this section, the term "appellation of origin" means the oScial, 
legal or geographical name of the area in question. The statement of 
a popular secondary name, nickname, sobriquet or pseudonym, such 
as "The Pine Tree State" or "The Garden State" is not sufFicient. 

Rev. Rul. 60 — 360 

Section 205(e) of the Federal Alcohol Administration Act requires 
that alcoholic beverages be so labeled as to prohibit deception of the 
consumer and so as to provide the consumer, among other things, with 
adequate information as to the identity and quality of distilled spirits 
and wines. Section 4. 84(a) of the Wine Labeling and Advertising 
Regulations under the Federal Alcohol Administration Act provides, 
in part, that if the class of wine is not defined in sections 4. 20 through 
4. 25 of the regulations, a truthful and adequate statement of its com- 
position must appear upon the brand lab l of the product in lieu of 
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the class designation. Since a standard of identity for "aperitif 
wine" is prescribed in section 4. 21(g) of the Regulations, and as that 
definition recognizes the use of caramel for coloring purposes, no dec- 
laration of the presence of caramel color is required on the label of any 
such product. Held, the color of special natural wines produced on 
bonded wine cellar premises, which do not have enough of the taste, 
aroma, , and characteristics of "aperitif wines" to be so classified, but 
are otherwise similar, and are, therefore, designated "Grape Wine and 
Natural Flavors" or "Grape Wine with Natural Flavors Added, " 
inay be adjusted to attain uniformity by the addition of caramel color 
without disclosure of that fact on labels. However, this rule does not 
apply to the labeling of wine specialty products wliere caramel color 
is employed for the purpose of simulating or enhancing the color of 
a particular natural flavoring material, such as "Cocoa, " "Peach, " 
"Blackberry, " etc. 

27 CFR 5. 21: The standards of identity. Rev. Rul. 60 — 362 

Revenue Ruling 56 — 495, C. B. 1956 — 2, 1060, holds that corn whiskey 
may be stored in parafiin-lined wooden barrels or metal containers, 
but does not age during the period of storage in such vessels. Held, 
for storage purposes, no distinction is drawn between metal containers 
of drum size and large metal tanks. Accordingly, corn whiskey stored 
for the full period of storage in metal tanks must be labeled with the 
statement that "This whiskey is less than one month old" or a similar 
statement, such as "Less than one month old" or "Less than 30 days 
old. " 

Revenue Ruling 56 — 495, C. B. 1956 — 2, 1060, is hereby amplified. 

Designations of whisky on Form 2680, Packao'e Gauge Report, and 
Form 236, Transfer of Spirits or Denatured spirits in Bond. See 
Rev. Rul. 60 — 878, page 589. 

27 CFR 5. 88: Presence of neutral 
spirits and coloring, fiavoring, 
and blending materials. 

Omission of marks on alcohol for industrial uses. See Rev. Rul. 
60 — 368, page 588. 
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PART IV 

LEGISLATION AND TREATIES 

SUBPART A. — TAX CONVENTIONS 

UNITED STATES-BELGIUM SUPPLEMENTARY INCOME 
TAX CONVENTION 

Pursuant to Article XXII of the Income Tax Convention between 
the United States and Belgium signed in washington, D. C. , October 
28, 1048, as modified by the suppleinentary convention of September 
9, . 1952, C. B. 1054 — 2, 626, Belgium notifiied the United States, in a 
note of April 2, 1954, of its desire to extend that convention to the 
Belgian Congo and Ruancla-Urundi. Both parties found it desirable 
to further modify the existing convention to facilitate the extension. 
Accordingly, a supplementary convention between the United States 
and Belgium was signed at Washington, D. C. , on August 22, 1957. 
It was approved for ratification by the United States Senate' on 
July 9, 1958, and was ratified by the President on July 28, 1058. It 
was ratified by Belgium o», July 8, 1050. The instruments of ratifiica, — 

tion were exchanged at Brussels on July 10, 1050, and the President 
proclaimed the supplementary convention on Jiily 28, 1050. The 
supplementary convention is e8ective with respect to taxable years 
beginning on or after January 1, 1059. In a note of July 28, 1959, 
the United States informed Belgium of its acceptance of Belgium'si 
notification of April 2, 19M. The supplementary convention and 
notes read as follows: 

The Government of the United States of America and the Governmeut. of 
Belgium, desiring to modify and supplement in certain respects the conveutiou 
for the avoidance of double taxation and the prevention of fiscal evasiou with 
respect to taxes on income, signed at Washington on October 28, 1948, as niodi- 
fied by the supplementary convention of September 9, 19o2, aud desiring to 
facilitate the extension thereof to, and facilitate investuieut iu, the Belgiau 
Congo and the Trust Territory of Ituanda-Uruudi, in accordauce with the pro- 
visions of Article XXII of the convention, have decided to conclude a supple- 
mentary convention and have appointed as their respective plempotentiaries: 

The Government of the United States of America: 
John Foster Dulles, Secretary of State of the United States of America, aud 

The Government of Belgiunr: 
Baron Silvercruys, Ambassador Extraordinary and Plenipotentiary of Bel- 

gium at Washington, 
who, having communicated to each other their full poivers, found in good and 
due form, have agreed upon the following articles: 

' Senate Executive Report No. 1 is reproduced, in part, beginning on page 966, this 
Bulletin. 

(&25) 
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ARTICLE I 
Article II (1) (d) of the convention of October 28, 1948 is amended by adding 

the following sentence at the end thereof: 

For the purposes of this convention, any corporation organised or created und 
the laws of Belg'ium or of the Belgian Congo and subject to tax under the 
Belgian fiscal law of June 21, 1927 shall be deemed to be a "Belgian enterprise. " 

ARTICLE II 
In the application to the Belgian Congo and the Trust Territory of Ruanda 

Urundi of the convention of October 28, 1948, as amended by the supplementary 
convention of September 9, 1952, the Belgian Congo and the Trust Territory of 
Ruanda-Urundi may impose taxe mobilikre at a rate not in excess of 15 percent 
on dividends from sources within the Belgian Congo and Ruanda-Urundi paid 
to a resident or corporation or other entity of the United States not having a 
permanent establishment in the Belgian Congo or Ruanda-Urundi. 

ARTICLE III 
In its application to the Belgian Congo and the Trust Territory of Ruanda- 

Urundi, paragraph (2) of Article XXII of the convention of October 28, 1948 
is amended by striking out the word "following" and inserting in lieu thereof 
the words qmnhediately preceding. " 

ARTICLE IV 

For the purposes of Article XXII of the convention of October 28, 1948, the 
expression "overseas territories" is construed as applying to any overseas terri- 
tory for the foreign relations of which either contracting State is responsible. 

ARTICLE V 

(1) The present supplementary convention shall be ratified and the instru- 
ments of ratification shall be exchanged at Brussels as soon as possible. 

(2) The present supplementary convention shall be regarded as an integral 
part of the convention of October 28, 1948, as amended, but shall become effec- 
tive hvith respect to taxable years beginning on or after the first day of January 
of the calendar year in which the excha. nge of instruments of ratification takes 
place. It shall continue in effect iu accordance with Article XXIII of the 
convention of October 28, 1948, as amended by Article I (g) of the supplementarv 
convention of September 9, 1992, and in the event of termination of such con- 
vention shall terminate simultaneously with such convention. 

DovE in duplicate, in the English and French languages, the tao texts having 
equal authenticity, at Washington this 22d day of August, 1957. 

FOR TIIE GOVERNMENT OF THE UNITED STATES OF AMERICA: 
JOHN FOSTER DULLES 

[SEAL] 
FOR TIIE GOVERNMENT OF BELGIUM: 

8ILVERCRUYS 
[SEAL] 
The Belgian Ambassador to the Secretary of State 

EMBASSY OF BELGIUhI 
WABHINGTGN) Apnl. 2, I9$4 

MR. SECRETARY OF STATE, 
On instruction of my Government, I have the honor to inform you that, iu 

accordance with the provisions of Article XXII of the Convention between 
Belgium and the United States of America for the avoidance of double taxation 
and the prevention of fiscal evasion with respect to taxes on income, signed 
at Washington October 28, 1948, the Belgian Government desires that the ap- 
plication of all the provisions of the said Convention and of the supplementary 
Convention, signed at Washington September 9, 1982, be extended to the Terri- 
torv of the Belgian Congo and to the Trust Territories of Ruanda-Urundi. 

I shall be happy to be advised of the acceptance by the Government of the 
United States of such extension. 
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I take this occasion, Mr. Secretary of State, to renew to you the assurance of 
my highest consideration, 

SILVERCRUYS, 
The Honorable John Icoster Dulles, 

Secretary of State, 
IVashizzgton, D. G. 

The Acting Secretary of State to the Belgian, Ghargd O'Affaires ad interinz 

DEPARTMENT OF STATE, 
WAs&INGToiv, 

July 88, 1059 
SLR: 

I refer to the note dated April 2, 1954 (D. 6608 No. 1460) from the Ambas- 
sador of Belgium notifying the Governinent of the United States of Anzerica, in 
accordance with the provisions of Article XXII of the convention between the 
United States of Anzerica aud Belgium for the avoidauce of double taxatiou 
and the prevention of fiscal evasion with respect to taxes on inconze, signed 
at Washington on October 28, 1948, that the Belgiau Government desires that 
the application of all the provisions of the said convention and of the supple- 
mentary convention signed at Washington on September 0, 1952, be extended to 
the Territory of the Belgian Congo and to the Trust Territory of Ruanda- 
Urundi. 

After the above-mentioned notification had been given, the competent authori- 
ties of the United States of America and Belgium reached the conclusion that 
it was necessary to make certain modiiications in the 1048 convention, as modi- 
fied by the 1952 supplementary convention, before completing action under 
Article XXII to make the proposed extension etfective. There was signed at 
lrashington on August 22, 1057, a supplementary convention modify'ing the 1948 
convention, as modified, in order to facilitate the extension thereof to, and 
facilitate investment in, the Belgian Congo and the Trust Territory of Ruanda- 
Urundi. 

The supplementary convention of August 22, 1957, was brought into force by 
the exchange of instruments of ratification at Brussels on July 10, 1959. Pur- 
suant to the terms of Article V thereof, the supplementary protocol became 
e(fective with respect to taxable years beginning on or after January 1, 1059. 

Consequently, the Government uf the United States of America hereby in- 
forms the Government of Belgium that the above-mentioned notification by the 
Government of Belgium in respect of the Belgian Congo and the Trust Territory 
of Ruanda-Urundi is accepted by the Government of the United States of 
America. It is understood that, in accordance with Article XXII (2) of the 
1948 convention as modified by Article III of the 1957 supplementary conven- 
tion, the operation of the 1948 convention as modified by the supplementary 
conventions of 1952 and 1057 is extended and applies to the Belgian Congo and 
the Trust Territory of Ruanda-Urundi with respect to taxable years beginning 
on or after January 1, 1959. 

Accept, Sir, the renewed assurances of my high consideration. 
I~'or the Acting Secretary of State: 

RAYMOND T. YINGLLVO. 
i&IR. JEAN BE BAssozIPIERRE, 

Charge d' Affaires ad interim 
of Belgium. 

T. D. 5499, C. B. 1946 — 1, 184; Section 7. 420: 
Compensation for labor or per sonal 
services. 

(Also Part I, Section 894; 26 CFR 1. 894 — 1. ) 
Residents of France (nonresident aliens with respect to the 

United States) who render personal services as public entertainers 
while teznporarily in the United States are considered as being 
5S5726' — 61 41 

Rev. Rul. 60 — 613 

UNITED STATES-FRANCE INCOME TAX CONVENTION 



engaged in the exercise of a liberal profession within the meaning 
of Article 10 of the income tax convention between the United 
States and France. Where such public entertainers have no axed 
center in the United States, the income derived from the exercise 
of the liberal profession is exempt from United States income tax. 

Advice has been requested whether residents of France (nonresident 
aliens with respect to the United States) who render personal services 
as public entertainers while temporarily in the United States are 
considered as being engaged in the exercise of a liberal profession 
within the meanin~g of Article 10 of the income tax convention be- 
tween the United States and France, C. B. 1946 — 1, 184. 

Certain nonresident alien individuals such as actors, actresses, caba- 
ret dancers, singers, ice skaters, ballet dancers, and comedian acrobats, 
who are residents of France earn income by rendering personal serv- 
ices as professional public entertainers while temporarily in the United 
States. In addition to the above entertainers, there also are musicians 
who may perform with. a group, or may be solo artists, instructors, or 
conductors. 

Article 10 of the income tax convention between the United States 
and France reads as follows: 

Income from the exercise of a liberal profession shall be taxable onlv in the 
State in which the professional activity is exercised. 

There is the exercise of a liberal profession in one of the two contracting 
States only when the professional activity has a Axed center in that country. 

Section 7. 420 (b) of Treasury Decision 5499, C. B. 1946-1, 184 at 146, 
states, in part, that Article 10 provides a special rule of taxation with 
respect to professional fees constituting income derived from sources 
within the United States by a resident of France who is a nonresident 
alien. Under this rule, such a nonresident alien rendering profes- 
sional services, for example, medical, legal, engineering or scientific 
services, is not subject to United Sta~tes income tax with respect to 
such compensation unless he ha, s an ofFice or other fixed place situated 
in the United States during the taxable year. 

Article I, paragraph (4) of the supplementary Protocol between 
the United States and France, signed May 17, 1948, C. B. 1956 — 1, 845, 
provides that the "provisions of Article 10 of the Convention signed 
. July 25, 1989 between the United States and France shall be applied 
on a reciprocal basis. " The report of the Department of State ac- 
companying the supplementary Protocol, Senate executive G, 80th 
Cong. , 2d Sess. , reads, inpart, as follows: "Paragraph (4) isdesigned, 
in view of the fact that in France the expression 'liberal profession' 
is construed liberally in extending benefits to United States citizens, 
to clarify the intent of Article 10 of the convention of 1989 that its 
provisions should be applied resiprocally. This is consistent with the 
corresponding provisions in the income-t, ax convention and protocol 
with the United Kingdom. " 

Paiagraph (8) of Article XI (which contains such corresponding 
provisions) of the Tax Convention between the United States and 
the United Kingdom, C. B. 1947 — 2, 100, made the provisions of such 
article inapplicable to "compensation, profits, emoluments or othei' 
remuneration of public entertainers such as stage, motion picture or 
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radio artists, musicians and athletes. " However, paragraph (6) was 
deleted by Article I of the supplementary Protocol, signed June 6, 
1946, between the United States and the United Kingdom, C. B. 
1947 — 2, 100 at 108. The report of the Secretary of State which 
accompanied the supplementary Protocol, Senate Executive F, 79th 
Cong. , 9d Sess. , stated that, "The subcommittee of the Committee on 
Foreign Relations reached the conclusion that a substantial basis 
existed for the view that paragraph (6) of Article XI is open to 
the objection that it is discriminatory. 

The deletion of paragraph (8) of Article XI of the convention 
between the United States and the United Kingdom indicates an 
intention to include "public entertainers such as stage, niotion picture 
or radio artists, musicians and athletes" among th&)se entitled to the 
benefits of that article. Paragraph (4) of Article I of the supple- 
mentary Protocol between the United States and France was designed 
to assure the liberal construction of the term "liberal profession, " 
consistent with the corresponding provisions of the income-tax con- 
vention and protocol with the United kingdom. 

In view of the above, it is held that public entertainers are con- 
sidered as being engaged in the "exercise of a liberal pro fession" within 
the meaning of Article 10 of the income tax convention between the 
United States and France. If the public entertainers herein con- 
sidered have no fixed center in the United States and are nonresident 
aliens, the income with respect to the United States derived from 
the exercise of the liberal profession is exempt from United States 
income tax. 

However, the current performance of an individual is the basis for 
determining the application of Article 10. For example, an indi- 
vidual by reason of being a ballet dancer would not necessarily 
qualify for the exemption under Article 10 unless he is engaged as 
a ballet dancer or is engaged in some other liberal profession and 
all other stated conditions ar~e sat, isfied. 

UNITED STATES-FRANCE INCOME TAX CONVENTION 

T, D. 5499, C. B. 1946 — 1, 164; Section 7. 414: 
Scope of convention with respect to de- 
termination of "industrial and commer- 
cial profits" of a nonresident alien 
individual resident of France, or of a 
French corporation or other entity 
carrying on a French enterprise in the 
United States. 

Taxability of winnings received by a nonresident alien from the 
entry of a horse in a race in the United States. See Rev. Rul. 60 — 249, 
page 264. 
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IGNITED STATES-NORWAY INCOME TAX CONVENTION 

(Also Part I, Sections 1441, 1449; T. D. 6489 i 

o6 CFR 1. 1441 — 1, 1. 144&-1. ) 
TITLE 28 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER G, PART 519, 

NORWAY 

Release of excess tax withheld, and exemption from, or reduction 
in rate of, withholding of United States tax at source in the case 
of residents of Norway and of iVorsvegian corporations or other 
entities, as alIected by the income tax convention between the 
United States and Norway of June 18, 1040, as amended. 

DEPARTMENT oF THE TREAsURY, 
OrrIUE or CGMMIssIONER or INTERNAI. REYENUE, 

washington 88, D. C. 
To Ogoers and j+'mg&Zoyees of the lnternaZ Revenue 8erviee and 

Others Concerned: 
TABLE OF COiVTENTS 

secuoa 
510. 1 Text of convention. 
510. 2 Interest. 
510. 8 Dividends paid by a Norwegian corporation. 
510. 4 Dividends paicl by a United States corporation. 
510. 5 Dividends received by Norwegian addressee who is not the owner of the 

capital stock. 
510. 6 Patent and copyright royalties and film rentals. 
510. 7 Private pensions and life annuities. 
510. 8 Beneficiaries of a domestic estate or trust. 
510. 0 Release of excess tax withheld at source. 
510. 10 Informatiou to be furnished to Norway iu ordinary course. 
510. 11 Applicability of regulations. 

$ 510. 1 TExT oF CGNvEvTIoN. — (a) Pertinent ar tieZes. — The income 
tax convention between the Ignited States and Norway of tune 18, 
1949, as modified and supplemented by the convention of July 10, 1958, 
referred to in this Treasury Decision as the convention, provides as 
f. ollows: 

ARTICLE I 
(1) The taxes referred to in this Conveution are: 

(a) Iu the ease of the United States of America: The Federal income tax, 
including surtaxes. 

(b) Iu the case of iVorvvay: The national and the comuiuual income taxes, 
including the old age pe~sion tax, the vvar pension tax, the tax on bank 
deposits aud the seameu's tax. 

(2) The present Convention shall also apply to any other income taxes of a 
substantially similar character imposed by either contracting State subse- 
quently to the date of signature of the present Convention. 

ARTIGLE II 
(1) As used in this Convention: 

(a) The term "United States" means the United States of America, and 
when used in a geographical sense includes only the States, the Territories 
of Alaska and Hawaii, aud the District of Columbia. 

(b) The term "Norway" means the Kiugdom of iVorway; the provisions 
of the Convention shall not, however, extend to Svalbard and Jan Mayen, 
nor do they apply to the Norwegian dependencies outside Europe 

'25 F. R. 7785, 



(c) The terni "permanent establishment" means a branch office, factory, 
workshop, warehouse or other fixed place of business, but does not iuclude 
the casual and teinporary use of merelv storage facilities, nor does it, 
include an agency unless the agent has and exercises a general authority 
to negotiate and conclude contracts on behalf of an enterprise or has a stock 
of merchandise from &vhich he regularly fills orders on its behalf. An 
enterprise of one of the contracting States shall not be deeined to have a 
permanent establishment in the other State merely because it carries on 
business dealings in such other State through a bona fide commission agent, 
broker or custodian acting in the ordinary course of his business as such. 
The fact that aii enterprise of one of the contracting States maintains in the 
other State a fixed place of business exclusively for the purchase of goods 
or merchandise shall not of itself constitute such fixed place of business a 
permanent establishment of such enterprise. The fact that a corporation of 
one contracting State has a subsidiary corporation which is a corporation 
of the other State or whi& h is engaged in trade or business in thL other State 
shall not of itself constitute that subsidiary corporation a permanent estab- 
lishment of its parent corporation. 

(d) The term "enterprise of one of the contracting States" means, as the 
case mav be, "United States enterprise" or "Norwegian enterprise". 

(e) The term "enterprise" includes every form of undertaking whether 
carried on by an individual, partnership, corporation, or any other entity. 

(f) The term "United States enterprise" means an enterprise carried on 
in the United States by a resident of the United States or by a United States 
corporation or other entity; the term "United States corporation or other 
entity" means a partnership, corporation or other entity created or organized 
in the United States or under the law of the United States or of any State or 
Territory of the United States. 

(g) The term "Nor&vegian enterprise" means an enterprise carried on in 
Norway by a resident of Norway or by a Norwegian corporation or other 
entity; the term Norwegian corporation or other entity" means a partner- 
ship, corporation or other entity created or organized in Norway or under 
Norwegian laws. 

(h) The term "competent authorities" means, in the case of the United 
States, the Conimissioner of Internal Revenue or his authorized represent- 
ative; and in the case of Norway, the Ministry of Finance and Customs. 

(2) In the application of the provisions of the present Convention i&y one of 
the contracting States any term not otherwise defined shall, unless the context 
otherwise requires, have the meaning which such term has under its own tax 
laws. 

ARTICLE III 
(I) An enterprise of one of the contracting States shall not be subject to 

taxation in the other contracting State in respect of its industrial and com- 
mercial profits unless it is engaged in trade or business in such other St;ite 
through a permanent establishment situated therein. If it is so engaged such 
other State may impose its tax upon such profits of the enterprise from sources 
within such other State. 

(2) In deterniining the industrial or commercial profits from sources within 
the territory of' one of the contracting States of an enterprise of the other 
contracting State, no profits shall be deemed to arise from the mere purchase of 
goods or merchandise within the territory of the former contracting State by 
such enterprise. 

(8) Where an enterprise of one of the contracting States is engaged in trade 
or business in the territory of the other contracting State through a pernianent 
establishinent situated therein, there shall be attributed to such permanent 
establishment the industrial or commercial profits which it might be expected 
to derive if it were an independent enterprise engaged in the same or similar 
activities under the same or similar conditions and dealing at arm's length 
with the enterprise of which it is a permanent establishinent and the profits 
so attributed shall, subject to the law of such other contracting State, be deemed 
to be income from sources within the territory of such other contracting State. 

(4) The competent authorities of the two contracting States niay lay down 
rules by agreement for the apportionment of industrial and commercial profits. 
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ARTicLE IV 

AVhere an enterprise of one of the contracting States, by reason of its partic 
ipation in the management or the financial structure of an enterprise of the 
other contracting State, makes with or imposes on the latter, in their com 
mercial or financia relations, conditions different from those which would be 
made with an independent enterprise, any profits which would normally have 
accrued to one of the enterprises, but by reason of those conditions have 
so accrued, may be included in the profits of that enterprise and 
accordingly. 

ARTICLE V 

(1) Income which an enterprise of one of the contracting States derives from 
the operation of ships or aircraft shall be exempt froiii taxation in the othei 
contracting State. 

(2) The provisions of this Article shall be deemed to suspend the arrangement 
between the United States and Norway providing for relief from double income 
taxation on shipping profits, effected by exchanges of notes dated November 
26, 1924, January 23, 1925, and March 24, 1925. ' 

ART ICI. E VI 

Interest on bonds, securities, notes, debentures, or on any other form of 
indebtedness derived from sources within one of the contracting States by a 
resideut or corporation or other entity of the other contracting State not having 
a permanent establishment in the former State shall be exeuipt from taxation 
in such former State. 

ARTicLE VI — A 

(1) The rate of Uiiited States tax on dividends received from a United States 
corporation by a resident or corporation or other entity of Norway, not engaged 
in trade or business in the United States through a permanent establishment 
therein at any time during the taxable year, shall not exceed 15 percent. The 
rate shall, however, not exceed 5 percent in the case of such dividends received 
by a Norwegian corporation if (a) during the part of the United States corpora- 
tion's taxable year preceding the payment of the dividend and during the whole 
of the prior taxak&le year, such Norwegian corporation either alone or in asso- 
ciation with uot more than three other Xorivegiau corporations owned more than 
50 percent of the votiug stock of the United States corporation, provided each 
Norwegian corporation owned at least 10 percent of the voting stock of the 
United States corporation, and (b) not more than 25 percent of the gross income 
of the United States corporation for the taxable year inunediately precediug the 
payment of the dividend is derived from interest and dividends other than 
interest and dividends received froni its subsidiary corporations. 

(2) The provisions of the precediug paragraph shall apply, msitatis msitan&pis, 
in the ease of dividends received from a Norwegian corporation by a resident 
or corporation or other entity of the United States. 

(8) Dividends paid by a Norwegian corporation shall be exempt from United 
States tax except where the recipient is a citizen, resident or corporation of tlie 
United States. 

(4) Dividends paid by a Uuited States corporation shall be exempt from Nor- 
wegian tax except where the recipient is a resident or corporation of Norway. 

ARTICLE VII 
Royalties and other aniounts derived, as cousideration for the right to use 

copyrights, artistic and scientific works, patents, designs, secret processes and 
formulas, trade-marks and other like property (including rentals and like pay- 
ments in respect of motion picture films), from sources within one of the con- 
tract;ing States by a resident or corporation or other entity of the other con- 
tracting State not having a permaneut establishment in the former State shall 
be exempt from taxation in such former State: provided, , That each of the con- 
tracting States reserves the right according to the principles of Article IV to deny 
a deduction to the payor thereof for such royalty or any portion thereof as is 
not considered by the revenue authorities of such State to be reasonable con- 
sideratiou for the right to use the property referred to in this Article 

s K»eeutive Agreement Series 15; 47 Stut. 2617. 



ARTIcLE VIII 
(1) Income frunI real property (not including interest derived from mortgages 

and bonds secured bv real property) and royalties in respect of the operation 
of mines, quarries, or other natural resources, shall be i, axable only in the con- 
tracting State in vvhich such property, mines, quaries, or other natural resources 
are situated. 

(2) A. resident or corporation of one of the contracting States deriving anv 
such income from sources within the other contracting State may, for any taxable 
year, elect to be subject to the tax of such other contracting State, on a net 
basis, as if such resident or corporation were engaged in trade or business 
within such other contracting State through a permanent establishment therein 
during such taxable year. 

ARTIcLE IX 
Gains derived from the sule or exchange of real property shall be taxable only 

in the contracting State in which such property is situated. 

ARTICLE X 
(1) A resident of Norway shall be exempt from Uuited States tax upon com- 

pensation for labor or personal services (including the practice of the liberal and 
artistic professious) if he is temporarily present iu the United States for a 
period or periods not exceeding a total of 182 days during the taxable year and 
either of the following conditious is met: 

(a) his compensation is received for labor or personal services performed 
as an employee, or under contract with, a resident, or corporation or other 
entity of Norway, or does not exceed $10, 000. 

(b) his coInpensation received for labor or personal services. 
(2) The provisions of paragraph (1) of this Article shall apply tnutatis 

matandis, to a resident of the United States Ivith respect to coInpensation for 
such labor or personal services performed in Norway. 

(3) The provisions of paragraphs (1) and (2) of this Article shall have appli- 
cation to directors' fees representiug reasonable compensation for services ren- 
dered whether or not the recipient of such fees has been present at any time 
during the taxable year in the contracting State from Ivhich payment of such 
fees has been made. 

(4) The provisions of this Article shall have no application to the income to 
which Article X(1) relates. 

A. RTIGLE XI 
(1) (a) Wages, salaries and similar compensation, and pensions paid by the 

United States or by the political subdivisions or territories thereof to an indi- 
vidual (other than a Norwegian citizen who is not also a citizen of the United 
States) shall be exempt from Norwegian tax. 

(b) Wages, salaries and similar compensation, and pensions paid either 
directly by, or from funds or institutions created by, Norway or Norwegian com- 
munities or counties (fylker) to an individual (other than a United States citizen 
who is not also a citizen of Norway) shall be exempt from United States tax. 

(2) Private pensions and life annuities derived from within one of the con- 
tracting States and paid to individuals residing in the other contracting State 
shall be exempt from taxation in the former State. 

(8) The term "pensions", as used in this Article, means periodic payments 
made in consideration for services rendered or by way of compensation for 
injuries received. 

(4) The term "life annuities" as used in this Article means a stated sum pay- 
able periodically at stated times during life, or during a specified number of 
years, under an obligation to make the payments in return for adequate and full 
consideration in money or money's worth. 

ARTIcLE XII 
A professor or teacher, a resident of one of the contra. cting States, who tempo- 

rarily visits the other contracting State for the purpose of teaching for a period 
not exceeding two years at a university, college, school or other educational 
institution in the other contracting State, shall be exempted in such other 
contracting State from tax on his remuneration for such teaching for such period, 



ARTICLE XIII 
A student or apprentice, a resident of one of the contracting States whp teiupp 

rarily visits the other contracting State exclusively for the purposes of study pr 
for acquiring business or technical experience shall not be taxable in the latter 
State in respect of remittances received bv him from abroad for the purposes pf 
his mainteiiance or studies. 

ARTICLE XIV 

(1) It is agreed that double taxation shall be avoided in the following manner; 
(a) The United States in determining its taxes specified in Article I pf 

this Convention in the case of its citizens, residents or corporations may, 
regardless of any other provision of this Convention, include in the bas~s 
upon which such taxes are imposed all items of income taxai&le under the 
revenue laws of the United States as if this Convention had not come into 
effect. The United States shall, however, subject to the provisions of section 
131, Internal Revenue Code, as in effect on the date of the entry into force of 
this Convention, deduct froiu its taxes the amount of Noruegian taxes speci- 
fied in Article I of this Convention. 

(b) Norway in determining its taxes specified in Article I of this Conven- 
tion iu the case of its residents or corporations may, regardless of any other 
provision of this Convention, include in the basis upon which such taxes are 
imposed all items of income taxable under the revenue laws of Nprway as if 
the Convention had not come into effect. Norway shall, however, deduct 
from the taxes so calculated that portion of such tax liability which the 
taxpayer's income from sources in the United States (not exempt from 
United States tax under this Convention) bears to his entire income. The 
compet:ent authority of Norway may, however, decide that the deduction 
shall not exceed the United States tax on income taxable in the United States. 

(2) The provisions of this Article shall not be construed to deny the exemp- 
tions trom United States tax or Norwegian tax, as the ease may be, granted by 
Article XI (1) of this Convention. 

ARTICLE XV 
1Vith a view to the more effective imposition of the taxes to which the 

present Convention relates, each of the contracting States undertakes, subject 
to reciprocity, to furnish such information in the matter of taxation, which 
the authorities of the State concerued have at their disposal or are in a 
position to obtain under their own law, as may be of use to the authorities of 
the other State in the assessment of the taxes in question and to lend assistance 
in the service of documents in connection therewith. Any information so 
exchanged shall be treated as secret and shall only be disclosed to persons 
(including a court) concerned with the assessment, deter&nination and collection 
of the taxes which are the subject of the present Convention, or the determina- 
tion of appeals in relation thereto. No information shall be exchanged which 
would disclose a trade, business, industrial or professional secret. Information 
and correspondence relating to the subject matter of this Article shall be 
exchanged between the competent authorities of the contracting States in the 
ordinary course or on request. 

ASVICI. E XVI 
In accordance with the preceding Article and insofar as may be found to be 

practicable, the competent authorities of each contracting State shall forward 
to the competent authorities of the other contracting State as soon as practicable 
after the close of each calendar year the followiug information relating to 
such calendar year: 

The names and addresses of all addressees within such other State deriving 
from sources within the former State dividends, interest, royalties, pensions, 
annuities, wages, salaries, rents, or other fixed or determinable annual or 
periodical income, showing the amount of such income with respect to each 
addressee. 

ARTICLE XVII 
(1) The contracting States undertake to leud assistance and support to each 

other in the collection of the taxes which are the subject of the present Con- 

vention, together with interest, costs, and additions to the taxes. 
(2) In the case of applications for enforcement of taxes, revenue claims « 

each of the contracting States which have becu finally determined may be 



accepted for enforcement by the other contracting State and may be collected 
in that State in accordance with the laws applicable to the enforcement and 
collection of its own taxes. 

(3) Any application shall include a certification (hat under the laws of the 
State making the application the taxes have been finally deterniined. 

(4) The assistance provided for in this Article shall not be accorded with 
respect to the citizens, corporations, or other entities of' the State to ivhich 
application is made. 

[ "It is understood that the application of Article XVII of the convention shall 
be confined and limited as granting authority to ea. ch Contraci. ing State to 
collect only such taxes iinposed by i. he other Contracting State as will insure 
that the exemption or reduced rate of tax granted under the present convention 
by such other State, shall not be enjoyed by persons not entitled to such 
benefits. " Protocol of Exchange signed Deceiuber ll, 1031, 2 UST 2351]. 

ARTIcLE X VIII 
The State to which application is made for iuformation or assistance shall 

comply as soon as possible with the request addressed to it except that such 
State may refuse to comply with the request for reasous of public policy or if 
compliance would involve violation of a trade, business, industrial or professional 
secret. 

ARTIGLE XIX 
Where a taxpayer shows proof that the action of the revenue authorities of 

the contracting States has resulted, or will result, in double taxation contrary 
to the provisions of the present Convention, he shall be entitled to lodge a 
claim with the State of which he is a citizen or, if he is not a citizen of either 
of the contracting States, with the State of which he is a resident, or, if the 
taxpayer is a corporation or other entity, with the State in which it is created 
or organized. Should the claim be upheld, the coinpetent authority of such 
State shall undertake to come to an agreement with the competent authority 
of the other State with a view to equitable avoidance of the double taxation 
in question. 

ARTIGLE XX 

(1) The provisions of this Convention shall not be construed to deny or e)lect 
in any manner the right of diplomatic and consular ofiicers to other or additional 
exemptions now enjoyed or which may hereafter be granted to such ofiicers. 

(2) The provisions of the present Convention shall not be construed to restrict 
in any manner any exemption, deduction, credit or other allowance now or here- 
after accorded by the laws of one of the contracting States in the deterinination 
of the tax imposed by such State. 

(3) Should any difficulty or doubt arise as to the interpretation or application 
of the present Convention, or its relationship to Conventions between one of the 
contracting States and any other State, the conipetent authorities of the con- 
tracting States may settle the question by mutual agreement. 

ARTIGLE XXI 

(1) The competent authorities of the two contracting States may prescribe 
regulations necessary to carry into effect the present Convention within the re- 
spective States. With respect to the provisions of this Convention relating to 
exchange of information, service of documents, and mutual assistance in the 
collection of taxes, such authorities may, by common agreement, prescribe rules 
concerning matters of procedure, forms of application and replies thereto, con- 
version of currency, disposition of amounts collected, costs of collection, minimum 
amounts subject to collection and related matters. 

(2) The competent authorities of the two contracting States may communi- 
cate with each other directly for the purpose of giving eftect to the provisions of 
this Convention. 

ARTIcLE XXII 
(1) The present Convention shall be ratified and the instruments of ratification 

shall be exchanged at Washington as soon as possible. It shall have effect for 
the taxable years beginning on or after the first day of January of the year in 
which such exchange takes place. 

(2) The present Convention shall continue effective for a period of five years 
and indefinitely after that period, but may be terminated by either of the con- 
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tracting States at the end of the five-year period or at any time thereafter, pro 
vided that at least six months' prior notice of termination has been given and, 
in such event, the present Convention shall cease to be eftective for the taxabie 
years beginning on or after the first day of January next following the expiration 
of the six-month period. 

(b) 3f eaning o f terms. — As used in this Treasury Decision, any terni 
de6ned in the convention shall have the meaning so assigned to it 
term not so defined shall, unless the context otherwise requires, liave 
the meaning which such term has under the internal revenue laws of 
the United States. 

$ 51 INTEREsT. — (a) Exemption from United States tax. — (]) 
EegMirements for obtaining exemption. — Interest on bonds, securities, 
notes, debentures, or on any other form of indebtedness, including in- 
terest on obligations of the United States and its instrumentalities and 
on mortgages and bonds secured by real property, which is derived 
froni sources within the United States in a taxable year beginning on 
or after January 1, 1960, by a nonresident alien individual who is a 
resident of Norway, or by a Norwegian corporation or other entity, 
shall be exempt from United States tax under the provisions of Article 
VI of the convention if such alien, corporation, or otlier entity does 
not have a permanent, establishment in the United States at any time 
during the taxable year in which the interest is derived. 

(2) Personat services. — If a nonresident alien individual who is 
a resident of Norway were to perform personal services within the 
United States during the taxable year but not to have a permanent 
establishment in the United States at any time during the year, he 
would be entitled to the exemption from United States tax with 
respect to interest granted by Article VI of the convention even 
though under the provisions of section 871(c) of the Internal Reve- 
nue Code of 1954 he had engaged in trade or business within the 
United States during that year by reason of his having performed 
personal services therein. 

(b) Exem ption from rcithholCing of United States tax. — (1) 
Coupon bond interest. — (i) Porvn to nse. — To avoid withholding of 
United States tax at source on or after January 1, 1900, in the case 
of coupon bond interest to which paragraph (a) of this section 
applies, the nonresident, alien individual who is a resident of Norway, 
or the Norwegian corporation or other entity, shall, for each issue 
of bonds, file Form 1001 — NO in duplicate when presenting the in- 
terest coupons for payment, . This form shall be signed by the owner 
of the interest, or by his trustee or agent, and shall show the infor- 
mation required by $ 1. 1461 — 1(d) of the Income Tax Regulations 
(26 CFR 1. 1461 — 1(d)). Form 1001 — NO shall contain a statement 
that the owner (a) is a resident of Norway, or is a Norwegian corpora- 
tion or other entity, and (5) has no permanent establishment in the 
United States. 

(ii) Exemption appZicable only to ou, ner. — The exemption froiu 
United States tax granted by Article VI of the convention is appli- 
cable only to the owner of the interest. The person presenting the 
interest coupon, or on whose behalf it is presented, shall, for the 
purpose of the exemption from withholding of United States tax~ 
be deemed to be the owner of the interest only if he is, at the time 
the coupon is presented for payment, the owner of the bond froin 
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which the coupon has been detached. If the person presenting the 
coupon, or on whose behalf. it is presented, is not the owner of the 
bond, Form 1001, and not Form 1001 — NO, shall be executed. 

(iii) Di8poeition of Form 1001 — 2VO. — The original and duplicate 
of Form 1001 — NO shall be forwarded by the withholding agent to the 
Director, International Operations Division, Internal Revenue Service, 
)washington 25, D. C. , in accordance with $ 1. 1461 — 2(b) (2) of the In- 
come Tax Regulations (26 CFR 1. 1461 — 2(b) (2) ). 

(2) Interest on noncoupon bond8. — (i) U8e of letter of notifca- 
ticn. — To avoid withholding of United States tax at source on or after 
January 1, 1960, in the case of interest (other than coupon bond 
interest) to which paragraph (a) of this section applies, the nonresi- 
dent alien individual who is a resident, of Norway, or the Norwegian 
corporation or other entity, shall notify the withholding agent by 
letter in duplicate that the interest is exempt from United States tax 
under the provisions of Article VI of the convention. The letter of 
notification shall be signed by the owner of the interest, or by his 
trustee or agent, and shall show the name and address of the obligor 
aiid the name and address of the owner of the interest. The letter shall 
contain a statement (a) that the owner is neither a citizen nor a resi- 
dent of the United States but is a resident of Norway, or, in the case 
of a corporation or other entity, the owner is a Norwegian corporation 
or other entity, and (b) that the owner has not had a, permanent estab- 
lishment in the United States a, t any time during the current taxable 
year. The letter shall also indicate the dates on which the current 
taxable year of the taxpayer begins and ends. 

(ii) U8e of letter for relea8e of exce88 tax mithhekl. — If the letter of 
notification is also to be used as authorization for the release, pursuant 
to $ 510. 9 (a) (3), of excess tax withheld from the interest, it shall also 
contain a statement (a) that, at the time when the interest, was derived 
from which the excess tax was withheld, the owner was neither a citizen 
nor a resident of the United States but was a resident of Norway, or, 
in the case of a corporation or other entity, the owner was a Norwegian 
corporation or other entity, and (b) that the owner did not have a 
permanent establishment in the United States at any time during the 
taxable year in which the interest was derived. The dates oF the 
beginning and ending of the taxable year of the taxpayer in which 
the interest was derived shall also be indicated. 

(iii) Manner of fijing letter of notifi'cation. — The letter of notifica- 
tion, which shall constitute authorization for the payment of the 
interest without withholding of United States tax at source, shall be 
filed with the withholding agent for each successive 8-calendar-year 
period during which the interest is paid. Each letter filed with any 
withholding agent shall be filed not later than 20 days preceding the 
date of the first payment within each successive period, or, if that is 
not possible because of special circumstances, as soon as possible after 
such first payment. Once a letter has been filed in respect of any 
3-calendar-year period, no additional letter need be filed in respect 
thereto unless the Commissioner of Internal Revenue notifies the with- 
holding agent that an additional letter shall be filed by the taxpayer. 
If, after filing a letter of notification, the taxpayer ceases to be eligible 
for the exemption from United States tax granted by Article VI of 
the convention, he shall promptly notify the withholding agent, by 
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letter in duplicate. When any change occurs in the ownership of the 
interest as recorded on the books of the payer, the exemption from 
ivithholding of United States tax shall no longer apply unless the new 
owner of record is entitled to and does properly file a letter of notifica 
tion with the withholding agent. 

(iv) Disposition of the letter of notification. — Each letter of noti 
fication filed pursuant to this subparagraph, or the duplicate thereof, 
shall be immediately forwarded by the withholding agent to the 
Director, International Operations Division~ Internal Revenue Spry- 
ice, Washington 25, D. C, 

$ 510. 3 DIVIDEÃns PAID BY' A NGRwKGIAN CGRPGRATIGN. — Divi- 
dends which are paid by a Norwegian corporation and are received 
from sources within the United States in a taxable year beginning on 
or after January 1, 1960, by a recipient who is not, a citizen or resident 
or corporation of the United States shall be exempt from United States 
tax under the provisions of Article VI — A of the convention. No 
withholding of United States tax is required in the case of dividends 
paid by a Norwegian corporation if, in accordance ivith the preceding 
sentence, the dividends are exempt from United States tax. 

$ 510. 4 DIVIDENDs PAID BY' A UNITED STATES CGRPQRATIQN. — (a) 
Reduction in rate of United 8tates taa. — (1) Rate of 15 percent. — 
(i) Requirements for obtaining reduced rate. — The rate of United 
States tax imposed upon dividends received from a domestic corpora- 
tion in a taxable year beginning on or after January 1, 1960, by a 
nonresident alien individual who is a resident of Norway, or by a 
Norwegian corporation or other entity, shall not exceed 15 percent 
under the provisions of Article VI — A of the convention if such alien, 
corporation, or other entity has not, at any time during the taxable 
year in which the dividend is received, engaged in trade or business 
within the United States througli a permanent establishment situated 
therein. This subparagraph does not apply to dividends falling 
within the scope of subparagraph (2) of this paragraph. 

(ii) Personal services. — If a nonresident alien individual who is a 
resident of Norway were to perform personal services within the 
United States during the taxable year in which a dividend is received 
from a, domestic corporation, but, not to have a permanent establish- 
ment, in the United States at any time during the year, he would be 
entitled to the 15-percent rate of United States tax granted by Article 
VI — A of the convention even though under the provisions of section 
871(c) of the Internal Revenue Code of 1954 he had engaged in trade 
or business within the United States during that yeai' by reason of 
his having performed personal services therein. 

(2) Rate of 5 percent. — (i) Conditions for obtaining reduced rate. — 
The rate of United States tax imposed upon dividends received from 
a domestic corporation in a taxable year beginning on or after January 
1, 1960, by a Norwegian corporation shall not exceed 5 percent under 
the provisions of Article VI — A of the convention if- 

(a) During the part of the domestic corporation's taxable ye» 
preceding the payment, of the dividend and during the whole of its 
prior taxable year, the Norwegian corporation, either alone or in 
association with not more than three other Norwegian corporations& 
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owned more than 50 percent of the voting stock of the domestic cor- 
poration; and 

(b) During such period preceding the payment of the dividend each 
such Norweg~ian corporation owned 10 percent or more of the voting 
stock of the domestic corporation; and 

(c) Not more than 25 percent of the gross income of the domestic 
corporation for its taxable year immediately preceding the taxable 
year in which the dividend is paid was derived from interest and divi- 
dends (other than interest and dividends received from its subsidiary 
corporat, ions, if any); and 

(d) The Norwegian corporation receiving the dividend has not, 
at any time during its taxable year in which the dividend is received, 
engaged in trade or business within the United States through a per- 
manent establishment situated therein. 

(ii) information to be fled with Comm& sioner ~hen claiming the 
reduced rate. — Any domestic corporation which claims or contem- 
plates claiming that dividends paid or to be paid by it on or after 
January 1, 1960, are subject to United States tax at the rate of 5 per- 
cent shall file the following information with the Commissioner of 
Internal Revenue, Washington 25, D. C. , as soon as practicable: 

(a) The date and place of its organization; 
(b) The number of outstanding shares of stock of the domestic 

corporation having voting power and the voting power thereof; 
(c) The person or pei. sons beneficially owning such stock of the 

domestic corporation and their relationship to the Norwegian 
corporation; 

(d) The amount of the gross income of the domestic corporation 
for its taxable year immediately preceding the taxable year in which 
the dividends are paid, of the interest and dividends included in such 
gross income, and of such interest, and dividends received by the domes- 
tic corporation from its own subsidiary corporations, if any; and 

(e) The relationship between the domestic corporation and the 
Norwegian corporation receiving the dividends. 

(iii) Notification by Commis sioner. — As soon as practicable after 
such information is filed, the Commissioner will determine whether the 
dividends concerned qualify under Article VI — A of the convention for 
the reduced rate of 5 percent and will notify the domestic corporation 
of his determination. If the dividends do qualify for such reduced rate, 
this notification may also authorize the release, pursuant to $ 510. 9(a) 
(1) (ii), of excess tax withheld from the dividends concerned. 

(b) Withholding of tax from dividends. — (1) Reduced rate of 16 
percent. — (i) Reduction based on address in norway. — Withholding 
of United States tax at source on or after January 1, 1960, from divi- 
dends received from a domestic corporation by a nonresident alien 
(including a nonresident alien individual, fiduciary, or partnership) 
or by a foreign corporation or other entity, whose address is in Nor- 
way, shall, to the extent withholding of United States tax is required, 
be at the reduced rate of 15 percent in every case except that in which, 
prior to the date of payment of such dividends, the Commissioner of 
Internal Revenue has notified the withholding agent that the reduced 
rate of withholding shall not apply. This subparagraph does not 
apply to dividends falling within the scope of subparagraph (2) of 
this paragraph. 
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(ii) Effect of address in Norway— . For the purposes of withholding 
of United States tax pursuant to this subparagraph, every nonresident 
alien (including a nonresident alien individual, fiduciary, and partner- 
ship) whose address is in Norway shall be deemed by United States 
withholding agents to be a nonresident alien individual who is a resi 
dent of Norway not engaged in trade or business in the United States 
through a permanent est, ablishment situated therein; and every for 
eign corporation or other entity whose address is in Norway shall be, 

deemed by such withholding agents to be a Norwegian corporation or 
other entity not engaged in trade or business in the United States 
through a permanent establishment situated therein. 

(iii5 Reduced rute of 15 percent applicable only to o~er of capital 
stocle. — This subparagraph is based upon the assumption that the payee 
of the dividend is the actual owner of the capital stock from which the 
dividend is derived. As to action by a Norwegian addressee who is not 
the owner of the capital stock, see $ 510. 5. 

(9) Seduced rate of 5 percent. — If, in accordance with paragraph 
(a) (o) (iii) of this section, the Commissioner of Internal Revenue has 
notified the domestic corporation that the dividends qualify under 
Article VI — A of the convention for the reduced rate of 5 percent, the 
reduced withholding rate of 5 percent, to the extent withholding of 
United States tax is~required, shall apply on or after January 1, 1960, 
to any dividends subsequently paid by such corporation and received 
by the Norwegian corporation, unless the stock ownership of the 
domestic corporation, or the character of its income, materially 
changes. If such a change occurs, the domestic corporation shall 
promptly notify the Commissioner of Internal Revenue of the then 
existing facts with respect thereto. The continued application of the 
reduced withholding rate of 5 percent is also dependent upon the con- 
tinued fulfillment of the condition contained in paragraph 
(a) (9) (i) (d) of this section. 

(8) Leidence of rute of tax ~oithheld. — The iate at which United 
States tax has been withheld from any dividend paid at any time aAer 
the expiration of the thirtieth day after the date on which this Treasury 
Decision is published in the Federal Register to any person whose 
address is in Norway at the time the dividend is paid shall be shown 
either in writing or by appropriate stamp on the check, draft, or other 
evidence of payment, or on an accompanying statement. 

$ 510. 5 DIVIDENDS RECEIVED Bv NomwEGIAN ADDRESSEE WIXo Is NoT 
THE OwNEa oz ~E CAPITAL SxocK. — (a) Additional United 8tates ttu' 
to be withheld in Nocay. — (1) By a nominee or representative, — The 
recipient in Norway of any dividend from which United States tax 
has been withheld at the reduced rate of 15 percent pursuant to 
$ 510. 4(b) (1), who is a nominee or representative through whom the 
dividend is received by a person other than one described 
$ 510. 4(a) (1) as being entitled to the reduced rate, shall withhold an 
additional amount of United States tax equivalent to the United 
States tax which would have been withheld if the convention had not 
been in eBect (30 percent as of the date of approval of this Treasury 
Decision) minus the 15 percent which has been withheld at the source 

(2) By a fiduciary or partnership. — A. fiduciary or a partnership 
with an address in Norway which receives, otherwise than as a nom- 
inee or representative, a dividend from which United States tax has 
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been withheld at the reduced rate of 15 percent pursuant to 
$ 510. 4(b) (1) shall withhold an additional amount of United States 
tax from the portion of the dividend included in the gross income 
from sources within the United States of any beneficiary or partner, 
as the case may be, who is not entitled to the reduced rate of tax in 
accordance with $ 510. 4(a) (1). The aInount of the additional tax is 
to be calculated in the same manner as under subparagraph (1) of 
this paragraph. 

(3j Withholding additional United 8tates tax from amounts re- 
leased. — If any amount of United States tax is released pursuant to 
$ 510. 9 (a) (1) (i) by the withholding agent in the United States with 
respect to a dividend received by such a person (nominee, repre- 
sentative, fiduciary, or partnership) with an address in Norway, the 
recipient shall withhold from such released amount any additional 
amount of United States tax, otherwise required to be wIthheld from 
the dividend by the provisions of subparagraphs (1) and (9) of this 
paragraph, in the same manner as if at the time of payment of the 
dividend United States tax at the rate of only 15 percent had been 
withheld at source therefrom. 

(b) Return of United 8tates tax by Normegian withholding 
agents. — The amounts of United States tax withheld pursuant to 
paragraph (a) of this section by any withholding agent in Norway 
should be deposited, without converting the amounts into United 
States dollars, with the Norwegian Ministry of Finance and Customs 
on or before the 15th day after the close of' the quarter of the calendar 
year in which the withholding in Norway occurs. The withholding 
agent making the deposit should render therewith such appropriate 
Norwegian form as may be prescribed by the Ministry of Finance and 
Customs. The amounts so deposited should be remitted by the Min- 
istry of Finance and Customs by draft in United States dollars, on 
or before the end of the calendar month in which the deposit is made, 
to the Director, International Operations Division, Internal Revenue 
Service, Washington 25, D. C. , U. S. A. The remittance should be ac- 
companied by copies of such Norwegian forms as may be required to 
be rendered by the withholding agent in Norway in connection with 
the deposit. 

$ 510. 6 PATENT AND COPYIIIGIIT ROYALTIES AND FILM RENTALS. — 
(a) Exemption from Uni ted 8tates tax. — Royalties and other amounts 
derived from sources within the United &tates in a taxable year 
beginning on or after January 1, 1960, by a nonresident alien indi- 
vidual who is a resident of Norway, or by a Norwegian corporation 
or other entity, as consideration for the right to use copyrights, 
artistic and scientific works, patents, designs, secret processes and 
formulas, trade-marks, and other like property (including rentals 
and like payments in respect of motion picture films) shall be exempt 
from UnIted States tax under the provisions of Article VII of the 
convention if such alien, corporation, or other entity does not have 
a permanent establishment in the United States at any time during 
the taxable year in which such royalties are derived. 

(b) Eaemption from withholding of tax. — (1) Use of letter of 
notifeation. — To avoid withholding of United States tax on or after 
January 1, 1960, from a royalty or other amount which is exempt from 
United States tax in accordance with paragraph (a) of this section, 
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the nonresident alien individual who is a resident of Norway, or the 
Norwegian corporation or other entity, shall notify the withholding 
agent by letter in duplicate that the royalty or other amount is ex 
empt from United States tax under the provisions of Article +II 
of the convention. 

(0) ~armer of filing letter of notiQation. — The provisions of 
( 510. o(b) (9) relating to the execution, filing, efi'ective period, and 
disposition of the letter of notification prescribed therein, including 
its use for the release of excess tax withheld, shall also apply to the 
letter of notification prescribed in this paragraph. 

$ 510. 7 PRIVATE PENSIONS AND LirE AxNUiTizs. — (a) Exemption 
from United 8tates tm. — (1) P~eguirements for obtaining ezemp 
tion. — Any private pension or life annuity derived from sources 
within the United States and paid in a taxable year beginning on or 
a, fter January 1, 1960, to a nonresident alien individual who is a 
resident of Norway shall be exempt from United States tax under the 
provisions of Article XI(o) of the convention. 

(0) Definitions of terms. — As used in this section, the term "pen- 
sion" means a periodic payment made, in consideration for services 
rendered or by way of compensation for injuries received, and the 
term "life annuity" means a stated sum payable periodically at stated 
times during life, or during a specified number of years, under an 
obligation to make the payments in return for adequate and full 
consideration in money or money's worth. 

(b) Exemption from withholding of tax. — (1) Use of letter of 
notification. — To avoid withholding of United States tax on or after 
January 1, 1960, from pensions or life annuities which are exempt 
from United States tax in accordance with paragraph (a) of this 
section, the nonresident alien individual who is a resident of Norway 
shall notify the withholding agent by letter in duplicate that the 
pensions or annuities are exempt from United States tax under the 
provisions of Article XI (2) of the convention. The letter of notifica- 
tion shall be signed by the owner of the income, shall show the name 
and address of both the payer and owner of the income. and shall 
contain a statement that the owner, an individual, is neither a 
citizen nor a resident of tlie United States but is a resident of Nor- 
way. The letter shall also indicate the dates on which the current 
taxable year of the taxpayer begins and ends. 

(9) Use of letter for release of excess tax ~cithheld. — If the letter 
of notification is also to be used as authorization for the release, 
pursuant to $ 510. 9(a) (8), of excess tax withheld from the pensions 
or life annuities, it shall also contain a statement that the owner 
was, at the time when the income was paid from which the excess 
tax was withheld, neither a citizen nor a resident of the United 
States but was a resident of Norway. The dates of the beginning 
and ending of the taxable year of the taxpayer in which the pensions 
or annuities were paid shall also be indicated. 

(3) iVanner of pHng letter of notification. — The letter of notifiica- 
tion shall constitute authorization for the payment of the pensions or 
life annuities without withholding of United States tax at the source 
unless the Commissioner of Internal Revenue notifies the withholding 
agent thereafter to withhold the tax from such items of income. If, 
after filing a letter of notification, the owner of the income ceases to 
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be eligible under the convention for the exemption from the United 
States tax on such items of income, he shall promptly notify the with- 
holding agent by letter in duplicate. When any change occurs in the 
ownership of the income as recorded on the books of the payer, the 
exemption from withholding of United States tax shall no longer apply 
unless the new owner of record is entitled to and does properly file 
a letter of notification with the withholding agent. 

(4) Disposition of the letter of notification, — Each letter of notifi- 
cation filed pursuant to this paragraph, or the duplicate thereof, shall 
be forwarded immediately by the withholding agent to the Director, 
International Operations Division, Internal Revenue Service, Wash- 
ington 25, D. C. 

( 510. 8 BENEFIGIARIEs oF A DCMEsTIc EsTATK oR TRcsT. — A. nonresi- 
dent alien individual who is a resident of Norway and who is a 
beneficiary of a domestic estate or trust shall be entitled to the ex- 
emption from, or reduction in the rate of, United States tax granted 
by Articles VI, VI — A, aiid VII of the convention with respect to 
interest, divideiids, and patent and copyright roya. lties, to the extent 
that (1) any amount paid, credited, or required to be distributed by 
the estate or trust to the beneficiary is deemed to consist of those items 
and (2) the items so deemed to be included in such aniount would, 
without regard to the convention, be includible in his gross income; 
provided, however, that the beneficiary otherwise satisfies the require- 
ments for exemption or reduction specified in the respective articles 
concerned, To obtain the exemption from, or reduction in the rate 
of, withholding of United States tax in such a case, the beneficiary 
must, where applicable, execute and submit to the fiduciary of the 
estate or trust in the United States the appropriate letter of notifiica- 
tion prescribed in $ 510. 2 (b) (2) or $ 510. 6(b) (1). 

f 510. 9 RELEASE OF EXCESS TAX WITHHELD AT SovRCK. — (a) 
rfmounts to be released. — (1) Tox1oithheld fromdividends. — (i) Divi- 
dends subject to 1$ percent rate. — H United States tax has been with- 
held at the statutory rate on or after January 1, 1060, from dividends 
described in $ 510. 4(a) (1) received from a domestic corporation by a 
nonresident alien (including a nonresident alien individual, fiduciary, 
and partnership) or by a foreign corporation or other entity, whose 
address at the time of payment was in Norway, the withholding agent 
shall release and pay over to the person from whom the tax was with- 
held an amount which is equal to the difference between the tax so 
withheld and tlie tax required to be withheld pursuant to $ 510. 4 
(b). (1) 

(ii) Dividends subject to 5 percent rute. — If United States tax has 
been withheld at the statutory rate on or after January 1, 1960, from 
dividends which qualify for the reduced rate of 5 percent under ( 510. 4 
(a) (2) (i), the withholding agent shall, if' so authorized in accordance 
with $ 510. 4(a) (2) (iii), release and pay over to the corporation from 
which the tax was withheld an amount which is equal to the difference 
between the tax so withheld and the tax required to be withheld pur- 
suant to $ 510. 4(b) (2). 

(iii) Dividends exempt from tax. — If United States tax at the stat- 
utory rate has been withheld on or after January 1, 1060, from divi- 
dends paid by a Norwegian corporation to a recipient other than a 

585726' — 61 42 
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citizen or resident or corporation of the United States, the withhold 
ing agent shall release and pay over to the person from whom the tax 
was withheld an amount which is equal to the tax so withheld. 

(2) Tax withheld from coupon bond interest. — (i) Substitute o~n 
ershi p cer tifi'cate. — In the case of every taxpayer who furnishes to the 
withholding agent Form 1001 — NO clearly marked "Substitute" and 
executed in accordance with $ 510. 2(b) (1) (i), where United States 
tax has been withheld at the statutory rate on or after January 1, 1960 
from coupon bond interest, the withholding agent shall release and 

pay over to the person from whom the tax was withheld an amount 
which is equal to the tax so withheld from such interest derived by the 
taxpayer in a taxable year beginning on or after January 1, 1960, if 
the taxpayer also attaches to the form a letter in duplicate, signed by 
the owner, or by his trustee or agent, and containing the following: 

(a, ) The name and address of the obligor; 
(b) The name and address of the owner of the interest from which 

the excess tax was withheld; 
(c) A statement that, at the time when the interest was derived 

from which the excess tax was withheld, the owner was neither a 
citizen nor a resident of the United States but was a resident of 
Norway, or, in the ease of a corporation or other entity, the owner 
was a Norweigian corporation or other entity; 

(d) A statement that the owner did not have a permanent establish- 
ment in the United States at any time during the taxable year in 
which the interest was derived; and 

(e) The dates of the beginning and ending of the taxable year of 
the taxpayer in which the interest was derived. 

(ii) Manner of filing substitute ownership certift, cate. — One sub- 
stitute Form 1001 — NO shall be filed in duplicate with respect to each 
issue of bonds and will serve with respect to that issue to replace all 
Forms 1001 previously filed by the taxpayer in the calendar year in 
which the excess tax was withheld and with respect to which the 
excess is released. 

(iii) Disposition of substitute ownership certifcate. — The original 
and duplicate of substitute Form 1001 — NO (and letter) shall be 
forwarded by the withholding agent to the Director, International 
Operations Division, Internal Revenue Service, Washington 95, D. C. , 
in accordance with $ 1. 1461 — 2(b) of the Income Tax Regulations (96 
CFR 1. 1461 — 9(b) ). 

(6) Tuz withheld from interest on noncoupon bonds, patent and 
copyrigh royalties, and private pensions and life annuities. — If a 
taxpayer furnishes to the withholding agent the authorization for re- 
lease prescribed in $ 510. 9(b) (9) (ii), $ 510. 6(b) (9), or $ 510. 7(b) (9) 
and United States tax has been withheld at the statutory rate on or 
after January 1, 1960, from the interest, patent royalties, copyright 
royalties, film rentals, and private pensions and life annuities in 
respect to which such authorization is prescribed, the withholding 
agent shall release and pay over to the person from whom the tax 
was withheld an ainount which is equal to the tax so withheld from 
such private pensions and life annuities paid to, and from s«h 
interest, royalties, and rentals derived by, the taxp~ayer in a taxable 
year beginning on or after January 1, 1960. 



(b) Amounts not to be released. — The provisions of this section do 
not apply to any excess tax withheld at the source avhich has been 
paid by the withholding agent to the Director, International Opera- 
tions Division. 

(c) Statutory rate. — As used in this section, the term "statutory 
rate" means the rate prescribed by chapter 3 (relating to the with- 
holding of tax on nonresident aliens and foreign corporations and 
tax-free covenant bonds) of the Internal Revenue Code of 1954 as 
though the convention has not come into efFect. 

$ 5'10, 10 INFORMATION To BE FURNISHED To JI ORwAY IN ORDINARY 
CDURsE. — For provisions relating to the exchange of information 
under Articles XV and XVI of the convention, see $ 1. 1461 — 2(d) of 
the Income Tax Regulations (26 CFR 1. 1461 — 2(d) ). 

$ 510. 11 APPLIUABILIPY OE REGUIMTIONs. — (a) Eff'ecA've datep' ap- 
pHcaiNlity of prior regulations. — The provisions of this Treasury 
Decision shall be efFective with respect to taxable years beginning 
after December 31, 1959, and for such taxable years this Treasury 
Decision supersedes the provisions of Treasury Decision 5956 [C. B. 
1953 — 1, 228 j approved December 9, 1952 t26 CFR (1939) 7, 100 through 
7. 109j, except that this Treasury Decision shall not be construed to 
require the renewal of any document, filed by a taxpayer pursuant 
to Treasury Decision 5956 in respect of any taxable year beginning 
after December 31, 1959. 

(b) Fiscal years beginningin196'0. — Since the provisions of Article 
VI — A of the convention, relating to the exemption from or reduction 
in the rate of United States tax on dividends, are efFective for taxable 
years beginning on or after January 1, 1960, the fact that the exemp- 
tion from or reduction in the rate of withholding of United States 
tax on dividends authorized by this Treasury Decision is made eQ'ec- 
tive beginning January 1, 1960, is not a determination in itself that 
the dividends concerned are entitled to the benefit of the exemption 
from or reduced rate of United States tax granted by the convention. 

Because it is necessary to bring into e8ect at the earliest practicable 
date the rules of this Treasury Decision respecting release of excess 
tax withheld, and exemption from, or reduction in rate of, withhold- 
ing of tax, it is hereby found that it is impracticable to issue this 
Treasury Decision with notice and public procedure thereon under 
section 4(a) of the Administrative Procedure Act, approved June 
11, 1946, or subject to the elFective date limitation of section 4(c) of 
that Act. 

(This Treasury Decision is issued under the authority containeel in 
section 7805 of the Internal Revenue Code of 1954 (68A. Stat. 917; 
26 U. S. C. 7805) and in Article XXI of the convention. ) 

DANA LATE1AM~ 
Commissioner of Internal Revenue. 

Approved A. ugust 10, 1960. 
FRED C. SCMBNER) JR 

Acting Secretary of the Treasury. 
(Filed by the Division of the Federal Register on August 15, 1060, 8:50 a. ru. , 

and published in the issue of the Federal Register for August 16, 1060, 25 F. R. 
7785) 



UNITED STATES-PAKISTAN INCOME TAX CONVENTION 

A convention between the United States and Pakistan for the 
avoidance of double taxation and the prevention of fiscal evasion 
xvith respect to taxes on income was signed at Washington, D. C. , on 
July 1, 1957. It was approved for ratification, with a reservation, 
by the United States Senate on July 9, 1958, and was ratified by the 
President, subject to the said reservation, on November 6, ]958. It 
was ratified bi Pakistan on May 2, 1959. The instruments of ratiflca- 
tion xrere exchanged at Karachi on May ol, 1959, and the President 
proclaimed the convention on May 28, 1959. The convention is e5ec 
tive for taxable years beginning on or after January 1& 1959. The, 
convention reads as follows: 

The Government of the United States of America and the Government of 
Pakistan, desiring to conclude a Convention for the avoidance of double taxation 
and the prevention of fiscal evasion with respect to taxes on income, have 
appointed for that purpose as their respective Plenipotentiaries: 

The Government of the United States of America: 

John Foster Dulles, Secretary of State of the United States of America, and 

The Government of Pakistan: 
Mohammed Ali, Ambassador Extraordinary and Plenipotentiary of Paki- 

stan to the United States of America, and 
Syed Amjad Ali, Minister of Finance of Pakistan, 

who, having communicated to one another their full powers, found in good and 
due form, have agreed as follows: 

ARTIcLE I 
(I) The taxes which are the subject of the present Convention are: 

(a) In the United States of America; 
The Federal income taxes, including surtaxes (hereinafter referred to 
as United States tax). 

(b) In Pakistan: 
The income tax, super-tax and the business profits tax (hereinafter 
referred to as Pakistan tax). 

(2) The present Convention shall also apply to any other taxes of a sub- 
stantially similar character (including excess profits tax) imposed by either 
contracting State after the date of signature of the present Convention, or by the 
Government of any territory to which the present Convention is extended under 
Article XVIII. 

ARTICLE II 
(I) In the present Convention, unless the context otherxvise requires: 
(a) The term "United States" meaus the United States of America and when 

used in a geographical sense means the States thereof, the Territories of Alaska 
and Hawaii aud the District of Columbia; 

(b) The term "Pakistan" means the Provinces of Pakistan and the Capital of 
the Federation; 

(c) The germs "one of the contracting States" and "the other contra«mg 
State" mean the United States or Pal-istan, as the context requires; 

(d) The term "tax" means United States tax, or Pakistan tax, as the context 
requires; 

(e) The term "person" includes any body of persons, corporate or noi 
corporate; 

' Senate Executive Report Xo. 1 is reproduced, iu part, begiuuiug at page 906, thie 
Bulletin, 
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(f) The term "company" means any body corporate or not corporate, assessed 
as a company under Pakistan law relating to Pakistan tax; 

(g) The term "United States corporation" means a corporation, association 
or other like entity created or organized in the United States or under the law 
of the United States or of any State or Territory of the United States; 

(h) The term "resident of the United States" means any individual or fiduci- 
ary who is resident in the United States for the purposes of the I. "nited States 
tax, and not resident in Pakistan for the purposes of the Pakistan tax, an(1 any 
United States corporation or any partnership created or organized in the United 
States or under the laws of the United States, being a corporatiou or partnership 
which is not resident in Pakistan for the purposes of Pakistan tax; 

(i) The term "resident of Pakistan" means any person (other than a citizen 
of the United States or a United States corporation) who is resident in Pakistan 
for the purposes of Pakistan tax and not resident in the United States for the 
purposes of the United States tax. A company is to be regarded as a resident 
of Pakistan if its business is managed and controlled in I'akistan; 

(j) The terms "resident of one of the contracting States" and "resident of the 
other contracting State" mean a person vvho is a resident of the United States or 
a person who is a resident of Pakistan, as the context requires; 

(k) The terms "United States enterprise" and "Pakistan enterprise' mean, 
respectively, an industrial or commercial enterprise or undertaking carried on 
in the United States bv a resident of the United States and au industrial or conr- 
mercial enterprise or undertaking carried on in Pakistan by a resident of 
Pakistan; and the terms "euterprise of one of the contracting States" and 
"enterprise of the other contracting State" mean a United States enterprise or a 
Pakistan enterprise, as the context requires; 

(I) The term "industrial or commercial profits' does not include rents or 
royalties in respect of motion picture films or of oil wells, mines aud quarries, 
or income in the form of dividends, interest, rents, or royalties, or fees or other 
remuneration derived by an enterprise from the management, control or super- 
vision of the trade, business, or other activity of another enterprise or concern, or 
remuneration for labor or personal sevices, or income from the operation of 
ships; 

(m) The term "permanent establishment", when used with respect to an enter- 
prise of one of the contracting States, means a branch, management, factory or 
other fixed place of business, but does not include an agency unless the agent has, 
and habitually exercises, a general authority to negotiate and conclude contracts 
on behalf of such enterprise or has a stock of merchandise from which he regu- 
larly fills orders on its behalf. In this connection- 

(i) An enterprise of one of the contracting States shall not be deemed 
to have a permanent establishment in the other contracting State merely 
because it carries on business dealin s in that other contractin State through 
a bona /dc broker or general commission agent acting in the ordinary course 
of his business as such; aml 

(ii) The fact that a corporation or company which is a resident of one 
of the contracting States has a subsidiary corporation or corupany which is 
a resident of the other contracting State or which is euga ed in trade or 
business in such other contracting State (whether through a permanent 
establishment or otherwies) shall uot of itself constitute that subsidiary 
corporation or company a permanent establishment of its parent corpora- 
tion or company; 

(n) The term "taxation authorities" means, in the case of the United States, 
the Commissioner of Interual Revenue as authorized by the Secretary of the 
Treasury and, in the case of Pakistan, the Central Board of Revenue or their 
authorized representatives; and, in the case of any territory to which the present 
Convention is extended under Article XVIII, the competent authority for the 
administration in such territory of the taxes to which the present Conventiou 
applies. 

(2) In the application of the provisions of the present Convention by one of 
the contracting States, any term not otherwise defined shall, unless the context 
otherwise requires, have the meaning which it has under the laws of that con- 
tracting State relating to the taxes which are the subject of the present 
Couvention. 



ARTIGLE III 
(]) A United States enterprise shall not be subject to Pakistan tax in 

respect of its industrial or commercial profits unless it is engaged in trade pr 
business in pakistan through a permanent establishment situated therein. 
it is so engaged, Pakistan tax may be imposed upon the entire income of such 
enterprise from sources within Pakistan. 

(2) A pakistan enterprise shall not be subject t. o United States tax in respect 
of its industrial or commercial profits unless it is engaged in trade or business 
in the Unitetl States through a permanent establishment situated therein, 
If it is so engaged, United States tax may be imposed upon the entire income 
of such enterprise from sources within the United States. 

(8) Where an enterprise of one of the contracting States is engaged jn trade 
ol' business in the other contracting State through a permanent establishment 
situated therein, there shall be attributed to such permanent establishment 
the industrial or commercial profits which it might be expected to derive in 
such other contracting State if it were an independent enterprise engaged ia 
the same or similar activities under the same or similar conditions and dealing 
at arm's length with the enterprise of which it is a permanent establishment, 
and the profits so attributed shall be deemed to be income of that permanent 
establishment and shall be taxed accordingly. 

ARTICLE IV 
Where- 

(a) an enterprise of one of the contracting States participates directly 
or indirectly in the management, control or capital of an enterprise of the 
other contracting State, or 

(b) the same persons participate directly or indirectly in the manage- 
ment, control or capital of an enterprise of one of the contracting States and 
an enterprise of the other contracting State, and 

(c) in either case, conditions are made or imposed between the two 
enterprises, in their commercial or financial relations, which differ from 
those which would be made between independent enterprises, 

any profits, which would but for those conditions have accrued to one of the 
enterprises but by reason of those conditions have not so accrued, may be in- 
cluded in the profits of that enterprise and taxed accordingly. 

ARTICLE V 

Profits derived by an enterprise of one of the contracting States from the 
operation of aircraft registered in such State shall be exempted from tax by the 
other contracting State, unless the aircraft is operated wholly or mainly between 
places within such other contracting State. 

ARTIcLE VI 

(1) The rate of United States tax on dividends paid by a United States 
corporation to a Pakistan company 

(i) not having a permanent establishment in the United States and 
(ii) owning shares carrying more than 50 percent of the voting power 

in the corporation paying such dividends 
shall not exceed fifteen percent. 

(2) Where a United States corporation 
(i) has no permanent establishment in Pakistan, and 
(ii) is a public company as defined in paragraph (4) of this Article, and 
(iii) owns shares carrying more than 50 percent of the voting power of 

a company which is a resident of Pakistan and is engaged in an industrial 
undertaking of the classes specified in section 1' of the Income Tax Act 
1922 (XI of 1922), 

the rate of Pakistan super-tax otherwise payable with respect to dividends 
paid by such company to such corpora. tion shall be reduced by 1 anna in the 
rupee. 



(3) The provisions of section 23A of the Inconie Tax Act, 1922 (XI of 
1922) (relating to the distribution of compaiiy l&rofits) shall not apply to the 
incoine of a company in whi«h shares carrying more than 90 percent of the 
voting power are owned by a United States corporation constituting a public 
company, as defined in paragraph (4) of this Article, if the company is engaged 
in an industrial umlertaking ot the classes specified in section lfiB of the In- 
come Tax Act, 1922 (XI of 1922) and its profits are retained for the purpose 
of its industrial &le& elopmeut an&1 expansion in Pakistan. 

(4) In paragraphs (2) and (3) of this Arti&. le, the term "public company" 
means, in relation to any year of assessment- 

(a) A. corporation which does uot restrict the right to transfer its shares, 
ivhirh does not prohibit the issue of its shares or debentures to the»ublic 
or the sale of its shares ou a stock exchange aud of ivhich shares carry- 
ing more than 50 percent of the voting power ivere not at any tiuie during 
the previous year held by less than six persons; or 

(b) A corporation all of whose shares were held at the end of the previous 
year by one or more public companies as defined in clause (a) of this 
paragraph, 

ARTICLE VII 

(1) Dividends paid by a company which is a resident of Pakistan shall be 
exempt from United States tax except where the recipient thereof is a «itizen 
or resident or corporation of the United States. 

(2) Dividends paid by a United States corporation shall be exempt from 
Pakistan tax except where the recipient thereof is resident iu Pakistan. 

ARTICLE VIII 

(1) Any royalty (other than royalties or rentals froin motion picture films) 
paid as consideration for the use of, or for the privilege of using any co»yright, 
patent, design, secret process or formula, trademark, or other like property, aud 
derived from sources iu one of the coutracting States by a resident of the other 
contractiug State not having a permanent establishment iu the former State 
shall be exempt from tax by such former State. 

(2) Where any royalty exceeds a fair and reasouable consideration in respect 
of the rights for which it is paid, the exemption provided by the present Article 
shall apply ouly to so much of the royalty as represents such fair aml reasonable 
consideration. 

ARTICLE IX 

(1) Remuneration, including pensions and annuities, paid by or on behalf of 
the Government of the United States or its political subdivisions to an individual 
who is a citizen of the United States, not ordinarily resident in Pakistan, for 
services rendered to that Government in the discharge of goveiuuneutal functions 
shall be exempt from Pakistan tax. 

(2) Remuneration, including pensious and annuities, paid by or on behalf 
of the Goveruinent of Pakistan or the Government of a Yroviiice iu Pakistan 
or any lo&. al authority thereof to any individual who is a citizen of Pakistan 
not having immigrant status in the United States, for servi&es reiidered in 
the discharge of functions of that Government or of local authority, as the case 
may be, shall be exempt from United States tax. 

(3) The provisions of this Article shall not apply to pavineuts in respect of 
services rendered in connection with any trade or busiuess carried on for 
purposes of profit. 

ARTICLE X 

(1) A pension or annuity (other than a pension or annuity of the kiud re- 
ferred to in paragraphs (1) and (2) of Article IX) derived from sources ivithin 
one of the contracting States by a resident of the other contracting State shall 
be exempted from tax by the former State. 

(2) The term "annuity, " for the purposes of this Article, means a stated sum 
payable periodically at stated times during life or during a specified as as«ertain- 
able period of time, under an obligation to make the paymeuts in return for 
adequate and full consideration in money or money's worth. 
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(3) This Article shall not apply to a pension or annuity payable from a 
superannuation fund approved or recognized under the tax law of Pakistan nor 
to a pension or annuity from a fund, under an employees' pension or annuity 
plan, contributions to which under the tax law of the United States are deductible 
in determining the taxable income of the employer. 

ARTIcLE XI 

(1) An individual, who is a resident of the Uuited States, shall be exempt 
from pakistan tax ou profits or remuneration in respect of personal (including 
professional) services performed within Pakistan in any financial year if- 

(a) he is present Ivithin Pakistan on a temporary visit for a period or 
periods not exceediug in the aggregate 188 days during that year, and 

(b) the services are perfor&ned for or on behalf of a resident of the 
United States, and 

(c) the profits or remuneration are subject to United States tax. 
(2) An individual, who is a resident of Pakistan, shall be exempt fro&n 

IJnited States tax on profits or remuneration in respeci. of personal (including 
professional) services performed Ivithin the United States in any taxable 
year if- 

(a) he is present within the United States on a temporary visit for a 
period or periods not exceeding in the aggregate 188 days during that 
year, and 

(b) the services are performed for or on behalf of a resident of Paki- 
stan, and 

(c) the profits or remuneration are subject to Pakistan tax. 

ARTIGLE XII 
A professor or teacher, resident in one of the contracting States, who tem- 

porarily visits the other coutracting State for the purpose of teaching for a 
period not exceeding two years at a university, college, school or other educa- 
tional institution in the other contracting State, shall be exempted from tax 
1&y such other contracting State in respect of remuneration for such teaching. 

ARTIcLE XIII 
(1) A resident of one of the contracting States who is temporarily present 

in the other contracting State solely 
(a) as a student at a recognized university, college or school in such 

other State. or 
(b) as the recipient of a grant, allowance or award for the primary 

purpose of study or research from a religious, charitable, scientific or 
educational organization of the former State 

shall be exe&npted from tax by such other State (i) on all remittances from 
»broad for the purposes of his maintenance, education or training, and (ii) with 
respect to an amount not in excess of 5, 000 IJnited States dollars for any taxable 
year, representing co&npensation for personal services. 

(2) A resident of one of the contracting States who is temporarily present In 
the other contracting State for a period not exceeding one year, as an employee 
of, or under contract &vith, an enterprise of the former State or an organization 
referred to in paragraph (1), solely to acquire technical, professional or business 
experience fron& a person other than such enterprise or organization, shall be 
exen&pted fron& tax by such other State on compensation for such period in an 
an&ount not in excess of 6, 000 United States dollars (including ren&uneration 
from such person in the other contracting State). 

(8) A resident of one of the contracting States temporarily present in the 
other contracting State under arrangen&cuts with such other State or any agency 
or instrumentality thereof solely for the purpose of training, study or orientation 
shall be exempted from tax by such other State with respect to compensation not 
exceeding 10, 000 United States dollars for the rendition of services directly 
related to such traiuing, study or orientation (including emoluments and 
remuneration, if any, fro&n the employer abroad of such resident). 



ARTICLE XIV 

(1) Effective January 1, 10o0 the State Biink of Palristan shall be exempted 
from l'»ited States tax vvith respect to interest froin sources within the United 
States. 

(2) Efl'ective January 1, 10»(& the Federal Reserve Banks of the United States 
shall be exempted from Pakistan tax vvith respect to interest from sources within 
Pakistan. 

. YRTIcI F XV 

(1) Subject to the provisions of the Internal Revenue Code (as in effect on 
the date of signature of the present Conventio») regarding the allowance of a 
credit against United States tax for tax»;iyable in a territory outside the 
United States, I'akistan tax payable, whether directly or by deduction, in respect 
of inco»ie fro»i sources within Pakistan shall be allowed as a credit against 
United States tax payable in respect of that inconie. (For the purposes of 
this credit there shall be deemed to have been paid by a United States doinestic 
corporation the aniount by which such I'akistan taxes (other than the business 
profits tax) have been reduced under the provisions of section lfiB of the Income 
Tax Act, 1022 (XI of 1022) as in effect on the date of the signature of the 
preseut Convention: Provided, That any extension made by laiv of the period 
within which an industrial undertaking may be set up or commenced in order to 
obtain the reductio» provided in section 1 &B shall be deeined to be in effect on 
the date of the si . nature of the present Convention. ]' 

(2) Subject to the provisions of Pakistan incoine tax law (as in effect on the 
date of signature of the present Convention), United States tax payable, 
ivhether directly or by deduction, by a person resident in Pakistan, in respect 
of incoine froi» sources within the l:nited States (including i»conic accruing or 
arising in the United States but deemed, under the provisions of the law of 
Pakistan, to accrue or arise in Pakistan) shall be alloived as a credit against 
any Pakistan tax payable in respect, of that in&. ome. 

(3) For the purposes of this Article, profits or remuneration for personal 
(including prot'essional) services performed in one of the contracting States 
shall be treated as income from sources within that State. 

ARTIcLE XVI 

(1) The taxation authorities of the c&&ntracting States shall exchange such 
information (being information which is available under their respective taxa- 
tion laws in the normal course of administration) as is necessary for carrying 
out the provisions of the present Convention or for the prevention of fraud or for 
the administration of statutory provisions in relation to the taxes which are the 
subject of the present Convention. Any information so exchanged shall be 
treated as secret and shall not be disclosed to any persons other than those 
concerned with the assessment and collection of the taxes which are the subject 
of the present Convention. X» inforniation shall be ex& hiinged which would 
disclose any trade, business, industrial or professional se& ret or trade process. 

(2) The taxation authorities of the contracting States may consult together, 
as may be necessary, for the purpose of carrying out the provisions of the present 
Convention and in particular the provisions of Articles III aud IV. Where a 
taxpayer claims that he has been or may be subjected to double taxation con- 
trary to the provisions of the present Convention, he may present the facts to the 
taxation authorities of either contracting State. Should the taxpayer's claim 
be deemed worthy of consideration, the taxation authorities shall endeavoi to 
come to an agreement with a view to avoidance of the double taxation iu 
question. 

(3) The taxation authorities of both contracting States may prescribe regula- 
tions necessary to interpret and carry out the provisions of the present Conven- 
tion and may comi»unicate with each other directly for the purpose of giving 
effect to the provisions of the present Convention. 

(4) The provisions of the present Convention shall not be construed to restrict 
in any manner any exemption, deduction, credit or other allowance now or 
hereafter accorded by the laws of either contracting State in determining the 
tax of such State. 

' Seriate reservation. See Senate Ease»tive Report &Xo. I reproduce&1 at page BOB&, this 
Bulletin. 



ARTIOIE XVII 

(1) The citizens or nationals of one of the contracting States shall not, whfie 
resident, in the other contracting State, be subjected in such other State to taxes 
or any requirement connected therewith which is other, higher or more burden 
some than the taxes and connected requirefuents to which the citizens or na 
tionals of such other State resident therein are or may be subjected. 

(2) The term "citizens" or "nationals", as used in this Article, includes afi 
legal persons, partnerships and associations deriving their status from, or created 
or organized under, the laws in force in the respective contracting States. 

(8) Nothing contained in this Article shall be construed- 
(a) as obliging either of the contracting States to grant to persons not 

resident in its territorv those personal allowances, reliefs and reductions 
for tax purposes which are bv law available only to persons who are sp 
resident; or 

(b) as affecting any provisions of the law of Pakistan regarding the 
imposition of tax on a non-resident or the grant of rebate of tax to cofa 
panies fulfilling specified requirements regarding the declaration and pay 
ment of dividends, unless those requirements are fulfilled. 

ARTIGLE XVIII 
(1) The present Convention may be extended, either in its entirety or with 

modifications, to any territory for whose international relations either of the 
contracting States is responsible and which imposes taxes substantially similiar 
in character to those which are the subject of the present Convention and any 
such extension shall take eftect from such date and subject to such modifications 
and conditions (including conditions as to termination) as may be specified aud 
agreed between the contracting States in notes to be exchanged for this purpose, 

(2) The termination in respect of Pakistan or the United States of the present 
Convention under Article XX shall, unless otherwise expressly agreed by both 
contracting States, terfninate the application of the present Convention to any 
territory t:o which the Convention has been extended under this Article. 

ARTIcLE XIX 
The present Convention shall come into force on the date when the last of all 

such things shall have been done in the United States and Pakistan as are nec'es- 

sary to give the Corn cation the force of law in the United States and Pakistan, 
respectively, anfl shall thereupon have effect- 

(a) Iu the United States, for the taxable years beginning on or after the 
first day of January of the year iu which the instruments of ratification are 
exchan ed; 

(b) In Pakistan, in respect of the "previous years" or the "chargeable 
accounting periods" (as defined by the tax lahvs of Pakistan) beginning on 
or after the first day of January of the year in which the instruments of 
ratification are exchanged. 

ARTICLE XX 
The present Convention shall continue in effect indefinitely but either of the 

contracting States may, on or before the 80th day of June in any calendar year 
not earlier than three years from the date of signature of the present Convention, 
give to the other contracting State written notice of terminaion and, in such 
event the present Convention shall cease to be effective- 

(a) in the United States, for the taxable years beginning on or after the 
first day of January next following such written notice of termination; and 

(b) in pakistan, in respect of the "previous years" or the "chargeable 
accounting periods" (as defined by the tax laws of Pakistan) beginning oR 
or after the first day of January next following such written notice of 
termination. 

IN WITNEss wHEREoF, the respective Plenipotentiaries have signed this Con 
vention and have affixed thereto their seals. 

ACNE in duplicate at washington this first day of July, 1057. 
FOR THE GOVERNhfENT OF THE UNITED STATES OF AMERICA: 

JCHN FosTER DULLES [sEAL] 
I'OR THE GOVERNhfENT OF PAKISTAN: 

MOHAhfhfED ALI [sEAL] 
S. AFIFAD ALI [SEAL] 



UNITED STATES-UNITED IZINGDOM AGRKEMKNT TO 
EXTEND Al'PI ICATION OF CONVENTION OF APRIL 16, 
1N5& AS MODII& IL&D ' 

~» a&&leement, has been entered into betiveen [lie United States an(1 
the United Ki»&rdom of Great Britain and Northern Ireland to extend 
the, income t;ix convention signed April 1[i, 1045& as modified& to cer- 
t)tin territories of' the United Kingdom. The agreeme»t, was efFected 
by the exclia»ge of notes signed in 5'ashi»gton& D. C. , August 10& 1957& 
alrd December:]& ]!)5[i. The notes read as follows: 

The British Amba, sa&lor to the Secretary of State 

BRITISH El&&IBASSY, 
WasHINGTGN, D. C. 

. 4 ngust 10 1957 
SIR, 

I have the honour, upon instructions of Her )lajesty s Principal Secretary of 
State for I&'oreign Affairs, to refer to the Convention between the Government 
of the Uuited Is. ingdorrr &&I Great Britaiii and Northeru Ireland aud the Govern- 
meut of the Unite&i States of Auierica for the Avoidance of Double Taxation and 
the Prevention &&f I&'iscal I:va. iou with respect to Taxes ou Income signed at 
Washingtorr on the 10th of April, 1045, as niodified by the Suppleiuentary Proto- 
cols signed at Washiugton ou the 0th of, Tune, 1040 [C. B. 1047 — 1, 200], the 25tli 
of Ilay, 10, &4 [C. B. 10;&7 — 1, 00;&], and the 10th of August, 1'057 [C. B. 1050 — '&, 1070]. 

In accordance with the provisions of Article XXII of the above-mentioned 
Convention as amended by the Sulu&lementary Protocol of the '&tli of May 1054, 
Her Alajesty's Goveruurent in the United Kingdom desire that the applicatiou 
of the Convention should be ext& nded to the territories named in the Annex to 
this note, subject to the uiodifications an&1 with etfect from the dates specified 
therein. 

If the present notificatio is a«. eptable to the Goveiuuiieut of the United States 
of America, I have the honour to request that you will be so good as to inforni 
me accordingly and confirm that the desired application of the Convention to the 
territories in question shall take effect from the dates specified in the Annex to 
this Note. 

I avail niyself of this &&pportunitr to renetv to you the assurance of my highest 
consideration. 

IIARoI, D CAccIA. . 
The Houorable 

JoHN FosTER DUII. Es, 
Sec&eta& g of State of the United States, 

Washington, D. C. 

ANNEX 

I TABLE OF TERRITORIES TO WHICH THE CONVENTION OF THE I 0TH APRIL& 1945& 
FOR THE AVOIDANCE OF DOUBLE TAXATION AND THE PREVENTION OF FISCAL 
EVASION WITH RESPECT TO TAXES ON INCOME Is TO BE EXTENDED IN AC- 
CORDANCE WITH ARTICLE XXII OF THE SAID CONVENTION AS AMENDED& 
SUBJECT TO THE CONDITIONS SET OUT IN PARAGRAPHS II AND III OF THIS 
ANNEx 

Column (I) 
Aden 
Antigua 
Barbados 
British Honduras 
Cyprus 
Dominica 

Column (I) 
Income Tax 
Income Tax 
Income Tax 
Income Tax (including Surtax) 
Income Tax 
Income Tiix 

Column (S) 

1st April 
1st January 
1st January 
1st January 
1st, January 
1st January 

' Senate Iuxeeutive Report No. 1 is reproduced, in part, beginning at page 006, this 
Bulletin. 



Column (r) 
Falkland Islands 
Gambia 
Grenada 
Jamaica 
Montserrat 
Nigeria, Federation of 
Rhodesia and Nyasaland, Fed- 

eration of 
St. Christopher, Nevis and 

Anguilla 
St. Lucia 
St. Vincent 
Seychelles 
Sierra Leone 

Trinidad and Tobago 
Virgin Islands 

Column (S) 
Income Tax 
Income Tax 
Income Tax (including Surtax) 
Income Tax (including Surtax) 
Income Tax 
Income Tax 
Income Tax, Super Tax and 

Undistributed Profits Tax 
Income Tax 

Income Tax 
Income Tax 
Income Tax 
The Income Tax, the duty on 

profits charged under the Con- 
cessions Ordinance, 1931, the 
diamond industry Profits Tax 
and the Iron Ore Concessions 
Tax 

Income Tax 
Income Tax 

Column (S) 
1st January 
1st January 
1st January 
1st January 
1st January 
1st April 
1st April 

1st January 

1st January 
1st January 
1st January 
1st April 

1st January 
1st January 

II. APPLIGATIQN 

(a) The said Convention as modified shall apply in the case of each territory 
mentioned in Columu (1) of the above Table, 

(1) as if the Contracting Parties were the Government of the United 
States of America and the Government of that territory; 

(2) as if the taxes concerned in the case of each territory were those 
mentioned opposite the name of that territory in Column (2) of the above 
Table; provided that for the purposes only of the application of Article 
XIII(1) of the Convention to the Federation of Rhodesia and Nyasaland 
the taxes concerned shall include the Territorial Surcharges charged m 
Northern Rhodesia, Nyasaland and Southern Rhodesia; 

(3) as if references to "the date of signature of the present Convention" 
were references to the date of the reply from the United States Govern- 
ment to the note from the United Kingdom Government of the 19th of 
August, 1957, relating hereto; 
(4) as if reference to the 6th day of April were references to the date 
opposite the name of each territory in Column (3) of the above Table. 

(b) When the last of those measures shall have been taken in the United 
States of America and in any territory named in the above Table necessary to 
give the present extension the force of law in the United States of America 
and in such territory, respectively, the present extension shall have eÃect, 

(1) in the United States of America as respects United States tax ou 
and after the first day of January next following the date on which the 
last of those measures have been taken; and 

(2) in such territory as respects tax for the year of assessment beginning 
on the date specified opposite its name in Column (3) of the above Table, 
next following the date on which the last of those measures have been 
taken, and for subsequent years of assessment, 

(c) The Government of the United States of America shall inform the 
Government of the United Kingdom, in writing through the diplomatic channel, 
when the last of the measures necessary, as indicated in paragraph (b), ha« 
been taken in the United States of Anrerica. The Government of the United 
Kingdom shall inform the Government of the United States of America 
writing through the diplomatic channel, when the last of the measures neces- 
sarv, as indicated in parag'raph (b), have beeu taken in all or any of the 
territories named in the above Table. 
III. MoDIFIcATIQNs 

(a) The said Convention as modified shall apply with the exception that for 
the purposes of the extension to the Federation of Rhodesia and Nyasal»d 
Articles XIV and XVI shall be deemed to be deleted, and for the purpo~~~ 
of the extension to the other territories in the above Table Articles VII, XIV 
and XVI shall be deemed to be deleted. 
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(b) The words "shall be exempt froni United Kingdoin surtax" in Article 
'I(2) of the Convention shall be understood, for the purposes of this extension, 
s though they read "shall not be liable to any tax in the territory other than 
ax iniposed with respect to the profits or earnings of the corporation out of 
vhich such dividends are paid". 

(c) The words "shall be ezempt from United Kingdoni surtaz" in Article 
X(2) of the Convention shall be understood, for the purposes of this extension, 
is though they read "shall not be liable to taz in the territory at a rate in 
, xcess of the rate applicable to a company". 

(d) For the purposes of the eztension to the Federation of Rhodesia and 
h', yasaland the terni "the laws of the United Kingdom" shall be understood 
is though it read "the laws of the Federation of Rhodesia and Xyasaland and 
;he laws of its constituent, Territories". 

The Acting Secretary of State to the British Ambassador 

DEPARTMENT OF STATE» 
WAsiIINCTCN, Deceniber J, 1958 

gXCELLENCY: 
I have the honor to refer to Your Excellency's note»ho. 554 dated August 

i0, 1057, iuwhich reference is made to the Convention between the Goveru- 
ment of the United States of America and the Government of the United King- 
iom of Great Britain aud northern Ireland for the Avoidance of Double Taxa- 
. 'ion and. the Prevention of Fiscal Evasion with respect to Taxes on Income 
signed at Washington on the 16th of April 1045, as modified by the Supple- 
mentary Protocols signed at Washington on the 6th of June 1946, the 2oth of 
Vlay 1054, and the 10th of August 1057. 

In the above-mentioned note the Government of the United States of America 
is notified, in accordance with the provisions of Article XXII of the 1945 Con- 
vention, as amended by the Suppleruentary Protocol of 1954, of the desire of 
Her illajesty's Government in the United Kingdom that the application of the 
Convention should be extended to the territories named in the Annex to the 
note, subject to the modifications aml with effect from the dates specified therein. 

Ou July 9, 1058 the Senate of the United States of America approved the 
proposal for extending to the territories named in the above-mentioned note, 
on the terms and conditions set forth therein, the 1945 Convention as modified 
by the Supplementary Protocols of 1946, 1954, and 1957. The Supplementary 
Protocol of 1057 having been brought into force by the exchange of instruments 
of ratification on October 15, 19o8, it is now possible for the Government of the 
United States of America to take the action prescribed in Article XXII of the 
l945 Convention, as amended, to give effect to the proposed extension. 

The Government of the United States of America hereby accepts the notifica- 
tion embodied in the above-mentioned note. Accordiugly, pursuant to the afore- 
said Article XXII as amended, the Convention, as modified by the Supplementary 
Protocols of 1946, 1954, and 1957, shall apply to the territories named in the 
Annex to the above-mentioned note, subject to the modifications and ivith effect 
from the dates specified therein and subject to the completion of such legisla- 
tive or other internal measures in the respective territories as will give et'feet 
to the extension in such territories. 

This acceptance by the Government of the United States of America is the 
iast of the measures necessary on its part to give the extension the force of law 
in the United States of America. It is understood that the Government of the 
United Kingdom will inforin the Government of the United States of America 
hvhen the last of the measures necessary have been taken in all or any of the 
:erritories named in the aforesaid Annex to give the extension the force of 
. aw in the respective territories. [Footnote omitted] 

Accept, Excellency, the renewed assurances of my highest consideration. 
CHRISTIAN A. HERTER» 
Actii~y Secretary of State. 

'. IIS ExcELLENcY 
SIR HARoin CAccIA, K. C, '»I. G. » K. C. V. O. » 

British 4n&bassador. 
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SUBPART B. — LEGISLATION 

DIGEST OF PUBLIC LAWS ENACTED DURING THE SEE 
OND SESSION OF THE 86TH CONGRESS WHICH PEIt 
TAIN TO INTERNAL REVENUE MATTERS 

Public laws pertaining to internal revenue matters which were 
enacted during the second session of the Eighty-sixth Congress are 
as follows: 

Public law number 
Date 

approved 
Digested 

on 
page— 

Public law number 
Date 

approved 
Digested 

on 
psge- 

86 — 413 
86 — 416 
86-418 
86-422 
86 — 428 
86-429 
86-432 
86-435 
86 — 437 
86-440 
86-459 
86-470 
86-496 

(H. R. 4586) 
(H. R. 6132) 
(H. R. 8318) 
(H. R. 2164) 
(H. R. 6155) 
(H. R. 529) 
(H. R. 8649) 
(H. R. 7588) 
(H. R. 135) 
(H. R. 6785) 
(H. R. 8684) 
(H. R. 9660) 
(H. R. 11405) 

4/ 8/60 
4/ 8/60 
4/ 8/60 
4/ 8/60 
4/22/60 
4/22/60 
4/22/60 
4/22/60 
4/22/60 
4/22/60 
5/13/60 
5/14/60 
6/ 8/60 

658 
658 
658 
659 
659 
659 
679 
660 
660 
660 
679 
661 
661 

86-564 
86-592 
86-594 
86-624 
86-631 
86-667 
86-707 
86-723 
86-733 
86-778 
86-779 
8&780 
86-781 

(H. R. 12381) 
(H. R. 12311) 
(H. R. 4251) 
(H. R. 11602) 
(H. R. 7?26) 
(H. R. 8229) 
(H. R. 7758) 
(S. 2633) 
(H. R. 11813) 
(H. R. 12580) 
(H. R. 10960) 
(H. R. 10087) 
(H. R. 12536) 

6/30/60 
7/ 6/60 
7/ 6/60 
7/12/60 
7/12/60 
7/14/60 
9/ 6/60 
9/ 8/60 
9/ 8/60 
9/13/60 
9/14/60 
9/14/60 
9/14/60 

662 
663 
663 
663 
680 
683 
664 
665 
680 
665 
669 
674 
678 

The following sections of the Internal Revenue Code of 1954, and 
the following Public Laws, have been amended by the Public Laws 
indicated, 

INDEX OF INTERNAL REVENUE CODE OF 1954 SECTIONS AMENDED 

Code section Public law 
number 

Public law 
section 

Code section Public law 
number 

Public law 
section 

11 (b) 
11(d) (3) 
34(c) 
104(a) (4) 
108(b) 
116(b) 
162 (b) 
162(d) 
162(e) 
1 70(c) 
179(d) 
180 
213(a) 
243(c) 
243(d) 
263(a) (1) 
318(b) 
402(a) (1) 
402 (a) (4) 
443(d) 
461 (d) 
501(c) (14) 
501(c) (17) 

86-564 
86-779 
86-779 
86 — 723 
86-496 
86-779 
86-779 
86-779 
86-779 
86-779 
86-779 
86-779 
86-470 
86-779 
86-779 
86-779 
86-779 
86-437 
86-437 
86-779 
86-781 
86-428 
86-667 

201 
10(d) 
10(e) 

51 
1(a) 

10(I) 
7(b) 
8(a) 
8(a) 
7(a) 
7(a) 
6(a) 
3(a) 

10(8) 
3(a) 
6(c) 

10(ll) 
2(a) 

1 
10(i) 
6(a) 

1 
1 

503(a) 
503 (b) 
503(d) 
503(11) 
511(a) (2) 
511(b) (2) 
513(b) (2)--------- 
514(c) (8) 
543(a) (1) 
543(a) (6) 
543(a) (9) 
544(a) 
544(a) (4) (B) 
544(b) (2) 
544(b) (3)--------- 
544(b) (4) 
553 
613(b) 
613(c) 
615(c) 
821(a)(l)(A) — ----— 
821(b)(1)--------- 
852(a) 

86-667 
86-667 
86-667 
86-667 
86-66? 
86-667 
86-667 
86-667 
86 — 435 
86-435 
86-435 
86-435 
86-435 
86-435 
86-435 
86-435 
86-435 
86-564 
86-564 
86-594 
86-564 
86-564 
86-779 

2(a) 
2(b) 
2(c) 
2(d) 
3(a) 
3(b) 

5 
1(b) 
1(b) 
1(a) 
1(c) 
l(c) 
1(d) 
I(d) 
1(d) 
1 (e) 

302(a) 
302(b) 

1 

201 
201 

10(b) 
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NDEX OF INTERNAL REVENUE CODE OF 1954 SECTIONS AWIENDED- 
Continued 

Code section Public law 
number 

Public law 
section 

Code section Public law 
number 

Public law 
section 

l52 (b) (3) (C) - - - - —— 
l55(c) 
l56 
l57 
l58-------------- 
l61(a) (2)--------- 
)01(a)------------ 
)01(a) 
)01(b)------------ 
)02(e) 
)04(a)(1)--------- 
)04(a) (2)--------- 
)04(b) 
304(c) 
)04(d) 
304(e)----------- 
12 

i054 
i055 
1402(a) 
i402(b) 
1 402(c) (2) 
1402 (e) (2) 
1402 (e) (3) 
1402(e) (5) 
1402(g) 
1403(b)(2) 
1503(d)(1)— 
1503(d)(2) 
1503(d)(3) 
1504(b)(6) 
2106($)(3) 
2202 
2209 
2501(a) 
2501(c) 
3121(b) 
3121(b)(7) 
3121(b) (18) 
3121(e) 
3121 (e) (1) 
3121(1() (1) (A) 
3121(k) (1) (E) 
312 5 
33 1 
3302 (c) 
3302((i) 
3305(b) 
3305(g)----------- 
3306(c) 
3306 (c)(4) 
3306 (c) (6) 
3306 (c) (8) 

86-779 
86-779 
86-779 
86-779 
86 — 779 
86 — 779 
86-437 
86-780 
86-780 
86-780 
86-780 
86-780 
86-780 
86-780 
86-780 
86-780 
86-780 
86 — 707 
86-779 
86 — 779 
86-779 
86-778 
86-778 
86 — 778 
86-778 
86-778 
86-778 
86-778 
86-778 
86-780 
86-780 
86-780 
86 — 779 
86-779 
86-624 
86 — 779 
86-779 
86-779 
86-778 
86-778 
86-778 
86-778 
86 — 624 
86-778 
86-778 
86-778 
86 — 778 
86 — 778 
86-778 
86-778 
86-778 
86-778 
86 — 778 
86-778 
86-778 

10 (b) 
10(b) 
10(a) 
10 (a) 
10 (tt) 
3 

fbi 
23(a) 

3(b) 
3(a) 
6(b) 
1 (a) 
1(a) 
1(b) 
1 (c) 
1 (c) 
1(d) 

523(a) 
4(a) 
8(b) 
8(b) 

103(k) 
103(1) 

106(b) 
101(a) 
101 (b) 
101(c) 
105(c) 

103(m) 
2 
2 
2 

10(j) 
4(c) 

18(b) 
4(b) 
4(d) 
4(d) 

103(o) 
103(n) 
103(o) 
103(p) 

1S(c) 
105(a) 
105(a) 
103(q) 
523 (a) 
523(b) 
523 (b) 
531 (a) 
531 (b) 
532(a) 
532(b) 
531 (c) 

533 

3306 (c) (10) 
3306 (i) 
3306(j) 
3306(m) 
3308 
4021 
4061 
4071(a) 
4201 
4216 (f) 
4218 
4221(d)(4) 
4221 (e) 
4223 (b) (1) 
4231 (6) 
4233(b) 
4251(b) (2) 

4262 (c) (1) 
4301 
4501(c) 
4502 (5) 
4702 (a) 
4731 (a) 
4731 (g) 
4774 
5001 (a) (1) 
5001 (a) (3) 
5022 
5041 (b) 
5051(a) 
5063 
5701 (c) (1) 
5707 (a) 
5707(b) 
6015 ($) 
6038 
6039 
6046 
6205(a) 
6412 (a) (1) 
6412 (d) 
6413 (a) (3) 
6413 (c) (2) 
6416(b) (1) 
6416(b)(2)(E)----- 
6416(b)(3) 
6501(i) 
6501 (j) 
6659 (b) 
7213 (d) 
7653 (d) 
7701 (a) (9) 
7701 (a) (10) 
7701 (a) (12) 

86-778 
86-624 
86 — 778 
86 — 778 
86-778 
86-413 
86-564 
86-440 
86 — 779 
86-781 
86 — 418 
86-624 
86 — 4]8 
86 — 418 
86 — 422 
86-624 
86 — 564 
86-564 
86-624 
86 — 416 
86-592 
86-624 
86-429 
86 — 429 
86-429 
86 — 624 
86-564 
86 — 564 
S6-564 
86 — 564 
86 — 564 
86-564 
86 — 564 
86 — 564 
86 — 564 
86-779 
86-780 
86-780 
86-780 
86-778 
86-564 
86-592 
86-778 
86-778 
86-781 
86 — 418 
86 — 418 
86-780 
86-780 
86-470 
86-778 
86-624 
86 — ia24 
86-624 
86-778 

534 
18(d) 

543 (a) 
532 (c) 
531 (d) 

1 
202 (a) 

1 (a) 
9(a) 

2(a) 
18(e) 

1 
2(b) 

1 
18(d) 

202(a) 
202(a) 

18(a) 
1 
2 

18(f) 
4(c) 
4(a) 
4(b) 
18(f) 

202(a) 
202 (8) 
202 (a) 
202 (a) 
202 (a) 
202 (b) 
202(8) 
202(b) 
202 (b) 

5(a) 
6 (a) 
6 (a) 
7 (a) 

103 (r) 
202 (b) 

2 
103 (r) 
103 (r) 

2 

3 (b) 
3(c) 
3(c) 

103 (s) 
18(f) 
18(i) 
18(l) 

103(t) 



PUBLIC LAWS AMENDED 

P. I. . 85-235 
P. L. 86-37 
T. A. A. 1958 

86-432 
86-432 
86-496 

R. A. 1951 
R. A. 1951 
P. L. 86-564 

86-564 
86-778 
86-781 

202 
603 

4 

Following is a brief. explanation of the provisions of the above public 
laws and the respective Code sections amended thereby. The state 
nients explaining Code sections before amendment and the amend- 
ments thereto are not, intended as interpretations but are intended 
merely to iiidicate the general nature or efi'ect of the provisions in 
volved. A. lcohol, tobacco and firearm provisions are omitted. 

AMENDMENTS TO TIKE 1954 CODE 

PUBLIC LAW 86&18 (C B 1960 1~ 786) 
4091 

Exemption of aromatic cachous from tax on toilet preparations. — 
Section 1 of this Act deletes "aromatic cachous" from the list of toilet 
articles taxable under section 4091. The amendinent is e8ective with 
respect to articles sold at retail on or after May 1, 1960. 
PUsr, ic LAw 86 — 416 (C. B. 1960 — 1, 786) . 

4301 
deduction of rate of tax on the issuance of shares of certificates of 

stoic by regulated investment companies. — Section 1 of this Act 
amends section 4601 to provide that the rate of documentary stamp tax 
on original issues of stock shall be 4 cents per $100 (or major fraction 
thereo~f) of actual value instead of 10 cents in the case of stock issued 
by a corporation which qualifies as a regulated investment company 
within the meaning of subchapter M of chapter 1 of the Code. The 
amendment is effective with respect to shares and certificates issued 
after A. pril 8, 1960. 
PUELIU LAw 86 — 418 (C. B. 1960 — 1, 786) . 

4918, 42ol (e), 4998(b) (1), 6416 (b) (O) (E), 6416(b) (3) 
Exemption of bicycle tires and tubes therefor used in the manufac- 

ture or production of negro bicycles. — Section 4071(a) imposes a tax on 
the sale by the manufacturer, producer, or importer of tires and tubes. 
Section 1 of this Act amends section 4o91(e) by adding thereto a new 
paragraph (4) which permits the sale of bicycle tires and tubes with- 
out, the payment of the tax imposed under section 4071(a) for use by 
the purchaser in the manufacture or production of a bicycle (other 
than a rebuilt or reconditioned bicycle). A "bicycle tire" is defined as 
a tire, composed of rubber in combination with fabric or other rein- 
forcing element, which is not more than 28 inches in outer diameter 
and not more than 91/4 inches in cross section and is primarily designed 
or adapted for use on bicycles. The seller must, receive proof withui 
6 months from the exemption sale that the tire or tube has been used 
for the exempt purpose. 

Section 2 of this Act amends section 4918 to exempt from tax tir~~ 
and tubes used by the manufacturer or importer thereof to produce a 
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bicycle (other than a, rebuilt or reconditioned bicycle) produced by 
;uch manufacturei or importer. 

Section 6 of this Act makes the necessary amendments to sections 
@16(b) (2) (E) and 6416(b) (8) to provide for credit or refund in 
;he event tax has been paid on bicycle tires or tubes which have been 
ised in the manufacture of new bicycles. 

Section 4 of this Act provides that the amendment shall be eRective 
vith respect to bicycle tires and tubes sold by the manufacturer on. or 
ifter May 1, 1960. 
Pal. ic LAw 86 — 422 (C. B. 1960 — ], 788), 

4281(6) 
Reduction of cabaret tax. — Section 4231(6) imposes a tax on all 

amounts paid for admission, refreshment. , service, or merchandise, at 
any roof garden, cabaret, or other similar place furnishing a public 
performance for profit. Section 1 of this Act reduces the tax from 
20 percent to 10 percent. The reduction in rate of tax is eRective with 
respect, to amounts paid after 10 a, . m. , May 1, 1960 for admisison, etc. , 
furnished after such time. 

Pub, ic L~w 86 — 428 (C. B. 1960 — 1, 788) . 
501(c) (14) 

Tax exemption of certain nonprofit organizations organ& ed after 
August 81, 1M1, and before September 1, 19@'7. — Certain nonprofit, 
corporations or associations described in section 501(c) (14) are ex- 
empt, from tax only if they were organized before September 1, 1951. 
These organizations are organized and operated for the purpose of 
providing reserve funds for, and insurance of, shares or deposits in 
domestic building and loan associations and certain cooperative or 
mutual savings banks. Th. is Act amends section 501(c) (14) to permit 
exemption for similar organizations organized after August 81, 1951, 
and before September 1, 1'957. The amendment applies only with 
respect to taxable years beginning after December 31, 1959. 
Pvsr, rc Law 86-429 (C. B. 1960 — 1, 789). 

4702(a), 4781(a), 47'&1(g) 
Licensing and control of the manufacture of aQ narcotics. — Tliis 

Act is cited as "Narcotics Manufacturing Act, of 1960". Its purpose 
is to (1) discharge more eRectively the obligations of. the United 
States under certain conventions and protocols relating to the insti- 
tution of controls over the manufacture of narcotic drugs, (2) to 
promote the public health, safety, and welfare, (8) to regulate inter- 
state and foreign commerce in narcotic drugs, and (4) to safeguard 
the revenue derived from taxation of narcotic drugs. Section 4 of 
this Act made several amendments to the Code. Section 4781(a) 
was amended to exclude from the definition of the term "narcotic 
drugs" certain derivatives of coca leaves which do not contain co- 
caine or ecgonine. Sections 4781(g) and. 4702(a) were amended in 
order to conform these sections of the Code to some of the provisions 
of the Narcotic Manufacturing Act of 1960, relating to the authority 
granted to the Secretary of the Treasury to decide and proclaim 
which drugs are "opiates". The amendments made by section 4 of 
this Act take eRect on January 1, 1961. 

58a726' — 61 — 43 
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Pear, zc L~w 86 — N5 (C. B. 1960 — 1, 7M). 
543(a) (1), 5484(a) (6), 543(a) (9), 544(a, ) 544(a) (4) (B) 

544(b) (9), 544(b) (6), 544(b) (4), 556 
Exclusion of copyright royalties from personal holding company 

income. — Public Law 86 — 435 provides a new formula, for the treat 
ment of copyright royalties in computing undistributed personal 
holding company taxable income. It amends section 548(a) by add 
ing at the end thereof a new paragraph (9) which provides that 
copyright royalties shall not be included as personal holding com- 
pany income if (A) such royalties constitute 50 percent or more of 
the gross income, (B) other personal holding company income is 
10 percent or less of the gross income, and (C) the deductions unrler 
section 162 constitute 50 percent or nacre of the gross income. For 
purposes of the new paragraph, the term "copyright royalties" is 
restricted to copyrights in works protected by copyright issued under 
title 17 of the United States Code (except sections 2 or 6 thereof) and 
to which protection is also extended by the laws of any other country 
by vii tue of any international treaty, convention or agreement. The 
new yaragraph (9) is not applicable to compensation which is rent 
witlun the meaning of paragraph (7) of section 548(a), determined 
without, regard to the requirement that rents constitute 50 percent or 
more of gross income. The new provision applies with respect to 
taxable years beginning after December 31, 1959. 
Pvnnzc L~w 86487 (C. B. 1960 — 1, 794) . 

409(a) (1), 409(a) (4), 871 
Taaation of civil service annuities received by nonresident alien in- 

dividuals. — This Act amends section 409(a) by adding paragraph (4). 
The new paragraph allows nonresident alien individuals to exclude 
from gross income the portion of amounts paid to them by the United 
States as civil service annuities and other retirement benefits for serv- 
ices performed abroad as employees of the United States. Before this 
enactment, that part of the civil service annuity that was in excess of 
the allowance for the investment in the retirement, fund was generally 
includable in gross income and subject to withholding usually at a 80 
percent rate. This is the tax rate imposed on income received by a 
nonresident alien from sources within the United States absent a 
treaty provision to the contrary. The new provision applies only to 
taxable years beginning after December 81, 1M9. 
PcBLIc I&Aw 86&40 (C. B. 1960 — 1& 795) . 

4071(a) 
Tax of 1 cent per pound applicable to laminated tires. — Public Law 

86 — 440 amends section 4071(a) to decrease the manufacturers excise 
tax on certain laminated tires from 5 cents a pound to 1 cent a pomld 
This lower rate applies to sales of laminated tires not of the type used 
on highway vehicles, if' the tires consist wholly of scrap rubber from 
used tire casings with an internal metal fastening agent. This lower 
tax rate is e8ective with respect to laminated tires sold by the manu- 
facturer or importer on or after June 1, 1960. 

This Act amends section 209(c) (1) (E) of the Highway Revenue 
Act of 1956, P. L. 697, C. B. 1956 — 9, 1150, so as to provide that the 
taxes collected on the sale of lamina~ted tir~es shall be included in the 
Iiighway Trust Fund. 
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'uar, zc L~w 86-470 (C. B, 1960 — 1, 800) . 
6659(b) 

Procedure for assessing certain additions to tax. — Section 1 of this 
&ct amends section 6659(b) to make it clear that, in general, addi- 
, ioiis to tax for failure to file income, estate, and gift tax retu~rns on 
;ime, and for underpayment of estimated income tax, shall not be sub- 
ect to the deficiency procedures in subchapter B of chapter 63. Sec- 
;ion 1 of the Act further provides that (1) if there is a deficiency in 
-ax as defined in section 6211, that portion of any addition to tax for 
failure to file a return on. time which is attributable to such cleficiency 
", hall be subject to the deficieiicy procedures, and (2) if no return is 
filed for the taxable year and a deficiency in tax as defined in section 
5211 is determined, the entire amount of any addition. to tax for under- 
payment of estimated income tax shall be subject to the deficiency 
procedures. 

Section 2 of the Act provides that the amendment made by the first 
section of the Act shall apply with respect to assessnients made after 
May 14, 1960, and that any addition to tax for failure to file a return 
on time or for underpayment of estimated income tax which was 
assessed and collected on or before May 14, 1960, shall not be con- 
sidered and overpayment solely on the ground that the assessment was 
made before such date. 

213(a) 
Deduction of medica't and dental expenses for dependent mother or 

fattier of taxpayer or his spouse. — Section 3 of Public Law 86 — 470 
amends section 213(a) relating to deductions of medical, dental, etc. , 
expenses. The amendment allows the taxpayer to deduct, , subject to 
certain maximum limitations, all the allowable medical and dental 
expenses that he incurs for the care of his dependent mother or father 
and the dependent mother or father of his spouse if they have reached. 
the age of 65 before the end of the taxable year. Before the amend- 
ment these expenses were deductible by the taxpayer only to the ex- 
tent they exceeded 3 percent of his adjusted gross income. This 
amendment applies to taxable years beginning after December 31, 
1959. 

Pumzc Law 86 — 496 (page 680, this Bulletin) . 
108 (b) 

Income from discharge of indebtedness of railroads. — Under the 
provisions of section 108 (b) of existing law the income from discharge 
of indebtedness is excluded only where the discharge occurred in a 
taxable year beginning before January 1, 1958. Under section 1 of 
the Act, section 108(b) is made applicable to taxable years ending 
after December 31, 1959, but only with respect to discharges occurring 
after that date pursuaiit to a court proceeding commenced before 
January 1, 1960. 

Accrual of vacation pay. — Section 2 of this Act aniends section 97 
of the Technical Amendments Act of 1M8, P. L. 85 — 866, C. B. 1958— 
3, 254, by substituting "January 1, 1963" for "January 1, 1961". The 
e6ect of this amendment is to extend for two more years the period 
within which employers who have consistently accrued vacation pay 
for income tax purposes pursuant to LT. 3M6, C. B. 1949 — 1, 78, may 
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continue to use that method. As a result, such taxpayers will not be 
required to follow the strict accrual rules set forth-in Revenue Ruling 
54 — 608, C. B. 1954 — 2, 8, for taxable years ending before January 1, 
1968. 
Pal zc Law 86 — 564 (page 681, this Bulletin) . 

11(b), 821(a) (1) (A), 821(b) (1), 4061, 4251(b) (2), 4261, 5001 
(a) (1), (8), 5022 5041(b), 5051(a), 5068, 5701(c) (1) 
5707(a)(b), 6412(a) (1) 

Extension for one year of tfie existing corporate normal-tax rute und 
certain excise-tax rates. — Section 201 of this Act extends the corporate 
normal-tax rate of 80 percent for an additional year to July 1, 1961. 
Section 202 of this Act postpones until July 1, 1961, the excise tax rate 
reductions on the following taxable articles which were to become ef- 
fective on July 1, 1960: Passenger automobiles, automobile parts and 
accessories, distilled spirits generally, imported perfumes containing 
distilled spirits, wines, cordials and liqueurs containing wine, beer, and 
cigarettes. The Roor stocks credit or refunds applicable to floor stocks 
of all the articles listed above on hand as of July 1, 1960, except auto- 
mobile parts and accessories for which no floor stock refund is pro- 
vided, were likewise postponed for one year. 

Section 202(a) (2) of this Act, amends section 4251(b) (2) to post- 
pone the termination of the tax on general telephone service from July 
1, 1960, to July 1, 1961. 

Section 202(a) (8) of this Act amends section 4261 to postpone from 
July 1, 1960, to July 1, 1961, the reduction of the rate of tax on the 
traiisportation of persons from 10 percent to 5 percent. 

618 (b), 613 (c) 
I'ercentage depletion for minerals and ores. — Section 802 of this Act 

amends subsections (b) and (c) of section 618. Before this amend- 
ment section 618(c) defined "mining" as including "not merely the 
extraction of the ores or minerals from the ground but also the ordi- 
nary treatment processes norinally applied by mine owners or oper- 
ators in order to obtain the commercially marketable mineral product 
or products". This Act eliminates the "conimercially marketable" 
concept and lists specific treatment processes that are to be considered 
as mining where applied by the mine owner or operator. Treatment 
processes that are not t. o be considered as mining in certain instances 
are also specified in the Act. The Act provides for a percentage deple- 
tion rate of 15 percent for ball clay, bentonite, china clay, sagger clay, 
and clay used or sold for uses dependent on the clay's refractory prop- 
erties. A 5 percent depletion rate is to apply for any clay used& or 
sold for use, in the manufacture of building or paving brick, drainage 
and roofing tile, sewer pipe, Rower pots, and kindred products. These 
amendments apply to taxable years beginning after December 81, 1960 

Investigation and reports in respect of entertainment elope«es- 
Section 801 of the Act directs the Joint Committee on Internal Reve- 
nue Taxation to investigate the operation and eRects of. present law& 
regulations, and practices relating to the deduction, as ordinary and 
necessary business expenses, of expenses for entertainment, gifts& d«s 
or initiation fees in social, athletic, or sporting clubs or organizations& 
and similar or related items. The results of the investigation are to 
be reported to the 87th Congress. 
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Also, the Secretary of the Treasury is directed to report to the 87th 
Congress the results of the Service's enforcement program announced 
in Technical Information Release 221 dated April 4, 1960, relating to 
the deductions, as ordinary and necessary business expenses, of ex- 
penses for entertainment, travel, yachts, hunting lodges, club dues, 
and similar or related items, together ivith any~appropriate recom' 
mendations to avoid misuse of the business expense deductions. 
Pvsrrc Luv 86 — 592 (page 685, this Bulletin). 

4501(c), 6412 (d) 
Amendment of the 8ugar Act of 19/8. — Section 2 of this Act 

amends section 4501(c) to postpone the termination of the tax on 
manufactured sugar from June 80, 1961 to September 80, 1961, and 
also amends section 6412(d) to provide that fioor stocks refund shall 
apply to manufactured sugar held by iInporters for sale on September 
60, 1961 rather than June 8~0, 1961. 
PUBLIc I Aw 86 — 594 (page 685, this Bulletin) . 

615(c) 
Exploration expenChturee. — This Act amends section 615(c) by 

removing the limitation of four years for deducting exploration ex- 
penditures up to $400, 000 for minerals other than oil and gas. The 
annual maximum of $100, 000 for exploration expenditures deductible 
under this section is not changed but there is now no limit on the 
number of years over which qualifying exploration expenditures may 
be deducted. This amendment applies to any taxable year beginning 
after July 6, 1960. 
Pvm, zc LAw 86 — 624 (page 686, this Bulletin) . 

2202, 3121(e) (1), 8806(j), 4221(d) (4) 4283(b), 4262(c) (1), 
4502(5), 4774, 7653(d), 7701(a) (9), 7701(a) (10) 

Removal of reference to IIa~oaii. — Section 18 of this Act makes 
perfecting amendments to the 1954 Code which are necessitated by 
the admission of Hawaii into the Union. All, except the amend- 
ment to section 4262(c) (1), relating to the definition of the phrase 
"continental United States" for purposes of the tax on transporta- 
tion of persons, merely remove references to Hawaii which are now 
superfiuous. Prior to the admission of Hawaii into the Union, 
transportation between the continental United. States or the 225 mile 
zone and the Territory of Hawaii was partially exempt from tax. 
The amendment of section 4262(c) (1) accords to Hawaii, as a State, 
the same treatment for transportation tax purposes it received as a 
Territory. The amendments are efFective as of August 21, 1959. 
Pvarrc Law 86 — 667 (paoe 687, this Bulletin) . 

501(c) (17), 503(a), 508(b), 503(d), 508(h), 511(a) (2), 511 
(b) (2), 516(b)(2), 514(c) (8) 

L xemption from income tax for eupplemental unemployment 
truants. — A new paragraph (17) is added to section 501(c) which 
provides a new tax exempt category for income tax purposes in the 
case of trusts providing for the payment of supplemental unemploy- 
ment compensa'tion benefits. Such a trust may also pay sickness and 
accident benefits if they are a subordinate part, of the plan providing 
for the payment of unemployment benefits. The new exempt cate- 
gory differs from the category under section 501(c) (9) of existing 
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law in that it does not require such trusts to obtain at least 85 per- 
cent of their income from employers or employees. However, it is 
not an exclusive category and an organization providing for payment 
of supplemental unemployment compensation benefits can obtain ex- 
emption under section 501(a) if it meets the conditions of section 
501(c) (9). Fxemption from income tax under the new category is 
limited to trusts which are a part of plans which meet certain 
conditions as to nondiscrimination. In addition, the "prohibited 
transaction" provisions, and "unrelated business income" provisions 
(including the business lease provisions) of present law are made ap- 
plicable to the new exempt category. Certain conforming technical 
changes were made to sections 508, 511, 518 and 514. Except as 
otherwise provided in the Act, the new exempt category and other 
related provisions generally are made applicable to taxable years 
beginning after December 81, 1959. 
P var. zc I. ~w 86 — 707 (page 690, this Bulletin). 

91o 

Exemptions f0~ certain allowances. Under the provisions of' section 
919 of the 1954 Code, prior to its amendment by section 528 of the 
Overseas Difi'erentials and Allowances Act, amounts received by an 
officer or employee of the Foreign Service of the United States as al- 
lowances or otherwise under the terms of title IX of the Foreign Serv- 
ice Act of 1946 were not includible in gross income. Certain allowances 
for living quarters, cost-of-living, post difFerentials, etc. , which were 
available to Forei~ Service personnel under the Foreign Service A. ct, 
are now available under title II of the Overseas Differentials and 
Allowances Act, both to Foreign Service personnel and to any other 
civilian employee of the Government officially stationed in a foreign 
area who is a citizen of the United States. 

Under the latter Act, appropriate amendments to certain other Acts 
were made in order that the allowances made to civilian employees 
of the Government stationed in foreign areas might be uniform. 
Thus, the new section 912 (1) extends the exclusion from gross income, 
in the case of civilian officers and employees of' the Government, to 
amounts received by them as allowances or otherwise (including 
amounts received as cost-o f-living allowances, but not including 
amounts received as post difYerentials) under title IX of the Foreign 
Service Act of 1946, as amended, section 4 of the Central Intelligence 
Agency Act of 1949, as amended, title II of the Overseas Di8erentials 
and Allowances Act, or subsection (e) or (f) of the first section of the 
Administrative Expenses Act of 1946, as amended, or section o9 of 
such Act. 

The new section 912(o) continues to provide for the exclusion from 
gross income of amounts received as cost-of-living allowances (which 
are n. ot excluded under section 912 (1) ) in accordance with regulations 
approved by the President in the case of civilian officers and employees 
of' the Government who are stationed outside the continental United 
States. As used in section 919(o), the term "continental United 
States" does not include Alaska. 

The provisions of section 919, as amended by section Ã8(a) of the 
Overseas Differentials and Allowances Act, shall apply only with re- 
spect to amounts received on or after September 6, 1960, the date of 
enactment of the Act. 
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PLDLzc I. Aw 86 — 72'& (page 691, this Bulletin). 
104(a)(4) 

L&'vclusion from gross income of compensation for injuries or sick- 
ness. — Section 104(a) (4) of the Code, prior to amendment by Public 
Law 86 — 723, provides that gross income does not include amounts 
received as a pension, annuity, or similar allowance for personal 
injuries or sickness resulting from active service in the armed forces of 
any country or in the Coast and Geodetic Survey or the Public Health 
Service. Section 51 of Public Law 86 — 728 amends section 104(a, ) (4) 
to also exclude from gross income amounts received as a disability 
annuity payable under the provisions of section 831 of the Foreign 
Service Act of 1946, as amended. This amendment is eR'ective with 
respect to taxable years ending after September 8, 1960, the date of 
enactment of this Act. 
PUKLzc LAw 86 — 778 (page 693, this Bulletin) . 

1402(a), 1402(b) 

SOCIAL SKCURITY' Ahf KNDMKNTS OF 1 0 6 0 

L&xtension of self-employment tax to Guam and American Samoa. — 
Section 1402(a), relating to net earnings from self-employment, and 
section 1402(b), relating to self-employment income, are amended so 
that self-employment tax will be applicable with respect to Guam and 
American Samoa. This extension of coverage is effective for taxable 
years beginning after 1960. Section 1402(a) is amended by adding a 
new paragraph (9) pursuant to which Guam and American Samoa 
are not considered as possessions of the United States as that term is 
used in sections 931 and W2, for purposes of determining liability for 
the self-employment tax. In general, Guamanians and American 
Samoans will be accorded the same treatment for self-employment tax 
purposes as citizens born in any State of the Union. Section 1402(b) 
is amended so that nonresident aliens who are residents of Guam or 
American Samoa will be accorded the same treatment, for self-employ- 
ment tax purposes, as aliens who are residents of the United States. 

8121(b) (7), 8121(b) (18), 8121(e), 8125 
L&xtension of Federa/ Insurance Contributions Act to Guam and 

American 8amoa. — Section 8121(e), relating to the definition of 
"State", "United States", and "citizen", is amended so that the taxes 
imposed by the Federal Insurance Contributions Act will be appli- 
cable with respect to Guam and American Samoa. This extension of 
coverage is effective with respect to service performed after 1960. 
Section 8121(b) (7) is amended so that these taxes will apply with 
respect to the service of employees of the government of Guam or 
American Samoa (other than service covered by a U. S. retirement 
system) performed after 1960 and after the quarter in which the 
Governor certifies that such coverage is desired. Section 3121(b) (18) 
is added to except from "employment" service performed after 1960 
by certain residents of the Philippines temporarily in Guam as 
contract workers. 

6205(a), 6418, 7218, 7701(a) (12) 
Administrative provisions relating to extension of coverage to 

Guam and American 8amoa. — Special provisions are added v'ith re- 
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spect to returns, adjustments, and special refunds in the case of gov 
ernmental employees in Guam and American Samoa. Authority is 
provided for the delegat, ion of functions in Guam and American 
Samoa in relation to taxes imposed by chapters 2 and 21 of the Code, 
and for the appropriation of funds for the performance of the dele- 
gated functions. Section 80 of. the Organic Act of Guam is amended 
to preclude any necessity under the law for covering into the Guam 
treasury any tax imposed by chapter 2 or 21 of the Code. 

1402(c) (2) 
Ainerican citizen emp'toyees of foreign governnients and interna- 

tional organizations. — Section 1402 (c) (2), relating to the definition of 
trade or business for purposes of self-employment tax, is amended so 
as to impose self-employment tax with respect to certain services per- 
formed in thc United Sta, tes (includin~ Guam and American Samoa 
after 1960) by a citizen of the United States, in the employ of a for- 
eign government, , an instrumentality wholly owned by a foreign gov- 
ernment, or an international organization. The services afFected are 
those described in section 8121(b) (11), (12), or (15). This amend- 
ment is effective for taxable years ending on or after December 81, 
1960. 

1402(e) (2), 1402(e) (8), 1402(e) (5) 
Exsection of social security coverage by ministers, members of re- 

ligious orders, and Christian 8cience practitioners. — Under section 
1402(e) (2), as it existed before amendment by Public Law 86 — 778, a 
minister, member of a religious order, or Christian Science practi- 
tioner could elect to pay self-employment tax (and obtain social secu- 
rity coverage) only if he filed a waiver certificate on or before the 
due date of the return for his second taxable year ending after 1954 
for which he had net earnings from self-employment of $400 or niore, 
any part of which was derived from his ministry, etc. For some ininis- 
ters, this period had expired. The amendment of section 1402(e) (2) 
supplements previously existing provisions by permitting the filing 
of a waiver certificate at any time after September 18, 1960, and on 
or before April 16, 1962 (that, is, on or before the due date of the re- 
turn for the second taxable year ending after 1959). Section 1402 
(e) (8) is amended by adding a neiv subparagraph (B) providing that 
a ivaiver certificate which ives efFective for the first taxable year end- 
ing after 1M6 may (by the filing of a, supplemental certificate) be 
made efiective for the preceding taxable year. Section 1402(e) (5) 
is added to enable ministers, members of religious orders, and Cliris- 
tian Science practitioners to obtain retroactive coverage beginning 
with the first taxable year which ended after 1M4 and before 1960 
for which such person filed a timely return reporting self-employment 
income as a minister, etc. , but for which no waiver certificate was in 
efi'ect. Such retroactive coverage may be obtained by filing a waiver 
certificate, or a supplemental certificate in any case in wliich a cer- 
tificate previously filed is not efFective for such first year, and by pay- 
ing the tax, on or before April 15, 1962. Section 101(d) of P, L. 86- 
778 gives relief from interest and penalties ivith respect to additional 
tax due by reason of section 1402(e) (8) (B) or (5), and extends the 
period of limitation for assessing such tax. 
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1402(g), 3121(b) 
7'reatment of certain remuneration erroneous' reported as net 

earnings from serif-emp/oyment. — Self-employment tax returns liave 
been, erroneously filed by certain lay missionaries aiid other individ- 
uals who erroneously believed that they were qualified as ministers to 
elect social security coverage as self-employed individuals. Section 
1402 (g) is added to enable such an individual or his representative to 
request that any such return for a year ending after 1954 and before 
1962 be validated under stated conditions, if the earnings reported are 
for services described in section 3121(b) (8) (other th~an service as a 
minister or a meniber of a religious order) and if the organization for 
wliich such service is performed has in effect a certificate under section 
3121(k) of the Federal Insurance Contributions Act on or before the 
date the validation is requested. For purposes of section 
3121(b) (8) (B) (ii) or (iii), if such certificate is not efFective with 
respect to services performed by such individual on or before the first 
day of the calendar quarter in which the request for validation is liled, 
the certificate shall be efFective with respect to any service performed 
by the individual for such organization on or after the first day of the 
next calendar quarter. 

3121(b) 
Service of parent for son or daughter. — Service performed after 

1960, by a parent in the employ of his or her child, will not be excepted 
from employment by reason of the family relationship, unless the 
service is domestic service in the child's private home, or is otherwise 
not in the course of the child's trade or business. 

Emp/oyees of nonprofit organizations. — Section 105(b) of P. L. 
86 — 778 sets forth conditions under which certain remuneration paid 
by a religious, charitable, etc, , organization to an employee before 
July 1, 1960, for service perfoi~ed after 1950, may be "validated" as 
remuneration for employment for purposes of title II of the Social 
Security Act. Requests for such validation should not be directed. to 
the Internal Revenue Service, and should be made in accordance with 
regulations of the Secretary of Health, Education, and 0'el fare. One 
of the prerequisites to validation is a requirement that, if the valida- 
tion is requested at a time when the organization lias ainy individual 
in its employ, the organization must have filed a certificate under sec- 
tion 3121(k). If an individual performs service for an organization 
on or after the date on which the validation of his remuneration is re- 
quested, and the organization's certificate was not efFective with respect 
to such individual's service, the certificate becomes efFective, for pur- 
poses of the taxes imposed by the Federal Insurance Contributions 
Act, with respect to service performed by him after the quarter in 
which the validation is requested. Section 105(b) is effective on the 
date of enactment, September 13, 1960. Section 403(a) of the Social 
Security Amendments of 1954 will not apply to requests made after the 
date of enactment. 

3121(k)(1) 
5'aiver of exemption by nonprofit organization. — Section 3121 

(k) (1) is amended to eliminate the requirement that at least two- 
thirds of an organization's employees must concur in the filing of a 



waiver certificate (Form SS — 15). After September 18, 1960, waiver 
certificates may be filed without regard to the number of employees, 
if any, who concur. As in the past, however, coverage will be effe- 
ctiv oiily for those employees whose signatures are included on, a 
Forni SS — 15a or Form SS — 15a Supplement, or who are hired or re- 
hired after the calendar quarter in which the Form SS — 15 is filed. 

8801 
Increase in tax rate under Federal Unernp2o~rnent Tax Act. — Sec- 

tion 8801 is amended to increase the rate of tax from 8 percent to 8. 1 
percent for the calendar year 1961 and each calendar year thereafter. 

880o (c) 
Coniputation of credits against tax. — Existing law makes provision 

for the reduction of. credit otherwise allowable to an employer if he 
pays wages attributable to a State with respect to which there is out- 
standing, after a specified period of time, a balance of amounts previ- 
ously advanced to the State pursuant to title XII of. the Social 
Security Act or previously paid out pursuant to the Temporary Un- 
employment Compensation Act of 1958. As a practical matter, no 
credit reduction is expected to occur for any calendar year prior to 
1961. 6'ith minor changes, existing law will continue to apply in 
the case of advances made to States before September 18, 1960. 
Credit reductions will be increased in amount and will be accelerated 
in the case of advances made on or after September 18, 1960. The 
reduction of credit will be computed as if the tax rate were 8 percent 
(rather than 8. 1 percent) . 

8805 (b), 8805 (g), 8806 (c) (6), 8808 
Federal ~turnentalities. — Subsections (b) and (g) of section 8805 

are amended so that, under specified conditions, States may require 
unemployment contributions from certain instrumentalities of the 
United States which are neither wholly nor partially owned by the 
United States. Such instrumentalities, which also will become subject 
to the Federal unemployment tax, include the Federal Reserve banks, 
Federal credit unions, Federal land banks, Federal land bank associa- 
tions, and Federal horne loan banks. Section 8806(c) (6) is amended 
so th~at the Federal unemployment tax will not apply to partially- 
owned instrumentalities of the United States. (The tax will con- 
tinue to be inapplicable to wholly-owned instrumentalities of the 
United States). The tax will thus be made inapplicable to partially- 
oivned instrumentalities such as banks for cooperatives, Federal inter- 
mediate credit banks, and some production credit associations. These 
amendments will apply to remuneration paid, after 1961 for services 
performed after 1961. 

8806 (c), 8806 (m) 
American aircraft. — Subsections (c) and (m) of section 8806 are 

amended so that the Federal unemployment tax will apply with re- 
spect to American aircraft outside the United States in the same 
manner as such tax applies to American vessels outside the United 
States. Section 8806(c) (4) is amended to apply the same exclusion 
with respect to non-American aircraft, as is provided with respect to 
non-American vessels. These amendments are efFective with respect 
to remuneration paid after 1961 for services performed after 1961; 
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3306(c)(8) 
Feeder organizations, etc. — Section 3306(c) (8) is amended to ex- 

clude from coverage under the Federal Unemployment Tax Act any 
service performed in tlie employ of an organization described in sec- 
tion 501(c) (3) which is exempt from income tax under section 501(a). 
This diHers from the existing provision which excludes the described 
organizations whether or not they are exempt from income tax. The 
amendment will have the e6'ect of extending coverage to "feeder" or- 
ganizations which are operated for the primary purpose of carrying 
on a trade or business for profit, and turning such profits over to or- 
ganizations described. in section 501(c) (3). The amendment is 
eB'ective with respect to remuneration paid after 1961 for services 
performed after 1961. 

3306(c) (10) 
Fraternal benet'ciary societies, agricultural organizations, volun- 

fury employees' beneficiary association, etc. — Section 3306(c) (10) is 
aniended to cover services performed in the employ of the various 
non-profit organizations previously described therein, except that the 
services of an employee will continue to be excluded for any quarter 
in which the employee earns less than $50, and tlie services of a student 
will continue to be excluded if performed in the employ of the school 
he attends. This amendment is effective with respect to remuneration 
paid after 1961 for services performed after 1961. 

3306(j) 
Extension of Federal Unemployment Tax Act to Puerto Eico. — 

Section 3306(j), relating to the definition of "State", is amended 
with the e8ect of extending the Federal uneniployment tax to Puerto 
Rico in the same manner as if Puerto Rico were a State. This 
amendment is effective with respect to remuneration paid after 1960 
for services performed. after 1960. 
Pvar, ic Law 86 — 779 (page 709, th. is Bulletin) . 

243(d), 861(a)(2) 
Certain dividends from foreign cor porations. — Section 243 is 

amended to make available the 85 percent intercorporate dividends 
received deduction when a foreign corporation pays a dividend out 
of its earnings and profits if they were accumulated by a predecessor 
domestic corporation which was subject to the regular U. S. corporate 
income tax when these earnings were accumulated. Section 861(a) 
(2) is amended so that such dividends shall constitute income from 
sources within the United States. The amendments apply to divi- 
dends received after December 31, 1959, in taxable years ending after 
such date. (Section 3 of the Act) 

934 
Limitation Imposed on P~eduction of Tax Liability to the T'irgin 

Islands. — Under present law, the entire income taxes oi Virgin Is- 
land inhabitants, including tliose on income derived from the United 
States, are paid. to the Virgin Islands. To induce new business to 
come to the Islands, and for other purposes, the tax liabilities oi cer- 
tain taxpayers have, in e8ect, been reduced by the government of the 
Virgin Islands in recent years by the payment of subsidies. The 
subsidies served to reduce the tax liability of the recipient not only 
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in respect of income derived in the Islands, but in respect of that 
derived in the U. S. In order that the tax liability may not be, 

reduced in respect of U. S. income, section 4(a) of Public Law 
86 — 779 adds a new section 934 to the Code which denies the right to 
pay any subsidy which has the efFect of reducing tax liability, except 
m the following cases: (1) U. S. and Virgin Island corporations 
which have derived during the three-year period preceding the close 
of the taxable year, or the applicable part thereof, 80 percent of 
their income from sources within the Virgin Islands and 50 percent 
of their income for such period or part thereof from the active con- 
duct of a trade or business within the Virgin Islands; and (2) U. S. 
citizens who are bona Qde residents of the Virgin Islands for the 
entire taxable year, to the extent that their incomes are derived from 
wIthin the Virgin Islands. The income of employees of the U. S. in 
the Virgin Islands will not be considered to be derived in the Virgin 
Islands, nor will gains on sales of securities. Both exceptions (1) 
and (2) will apply only in the case of persons who supply such 
information as may be prescribed by regulations. These amend- 
ments apply to tax liability incurred for tax years beginning on or 
after January 1, 1960. 

2106(a)(8)(B), 2209, 2501(a), 2501(c) 
Certain residents of possessions considered nonresidents not citizens 

of the United States. — Prior to the enactment of section 4(b) of 
Public Law 86 — 779 the estate of a U. S. citizen who was a resident of 
a U. S. possession was subject to estate tax only if his citizenship was 
accIuired wholly independently of his connection with the possession. 
Those other U. S. citizens who were residents of a possession were 
exempt from estate tax. The new provision of law imposes estate 
tax liability on this group, but only as nonresidents not citizens (that 
is, only with respect, to property situated within the U. S. ) . 

Section 4(c) provides that the $60, 000 estate tax exemption will be 
available to this class only in the same proportion, in which the gross 
estate situated within the U. S. bears to the total gross estate, but in 
no case to be less than $2, 000. 

Similarly, in the case of the gift tax, section 4(d) provides that a 
donor who is a member of this group, and who had been exempt trom 
gift tax prior to this Act, shall also be taxed as a nonresident not a 
citizen (that is, generally with respect to the transfer of properLy 
situated within the United States) . 

Sections 4(b) and 4(c) shall be efFective with respect to the estates 
of those decedents dying after September 14, 1960 and section 4(d) 
shall be efFective with respect to those donors who make a gift after 
such date. 

6015(a) 
Declaration of estimated income tax by individuals. — Section 5 of 

this Act amends section 6015(a) by eliminating the wage and $100 
non-wage income tests in section 6015 (a, ) (1) and the test of $400 plus 
$600 times the number of exemptions in section 6015(a) (2). The 
amendment also increases the $100 non-wage income test in section 
6015 (a) (2) to $200 and adds a new provision under which no declara- 
tion is required if the estimated, income tax can reasonably be expected 
to be less than $40. The amendment is efFective for all taxable years 
beginning after December 31, 1960. 
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180, 268(a)(1) 
Expenditure~ by furniere for ferti7izer. — Section 6 of this Act adrls 

section 180 to the Code. The new section allows taxpayers engaged 
in tlie business of farming to elect to deduct expenditures four soil- 
treatment. (otherwise chargeable to capital account) in the year in 
which they are paid or incurred. Included ivithin the election are 
expenses for purchasing and applying fertilizer, lime, ground lhne- 
stone. , marl, or other material to enrich, neutraliz~e, or condition land 
used in farming. For this purpose, "land used in farming" means 
land used (before or simultaneously with such expenditures) by the 
taxpayer or his tenant for the production of crops, fruit, , or other 
agricultural products or for the sustenance of livestock. Section 
268(a) (1), relating to nondeductibility of capital expe»ditures is 
amended by adding a new subparagraph (D) thereto to provide that 
such section shall be inapplicable to expenditures deductible under 
new section 180. Section 180 applies to taxable years beginning after 
Deceinber 81, 1959. 

162(b), 170(c), 170(d) 
Arliount8 paid to maintain cert' cn students us merci, bers oj the Axz- 

payer's household treated ae charitaNe eontribution8. — A. mounts paid 
directly to or on behalf of any individual are not considered as chari- 
table contributions under present section 170 of the Internal Revenue 
Code of 1054. However, the ainendments made by section 7 of the 
Act permit such amounts, under the conditions provided, to be treated 
as charitable contributions and to be deducted to a limited extent un- 
der section 170. Section 7 accomplishes this by adding a provision 
at the end of section 170(c) which includes in the definition of the 
ter»i "charitable contribution" an amount treated under the new sub- 
section (d) (also added by section 7) as paid for the use of an 
organization described. in section 170(c) (2), (8), or (4). Amounts 
so treated under the new subsection (d) Include only those amounts 
paid by the taxpayer in maintaining an individual (other than a de- 
pendent or relative) in the taxpayer's home, as a member of his house- 
hold, during the period that such individual is a full-time student in 
the 12th or any lower grade at an educational institution (as defined 
in section 151(e) (4) ) located in the United States. Such student 
must have been placed in the taxpayer's home in accordance with a 
written agreement between the taxpayer and an organization described 
in section 170(c) (2), (8), or (4) and for the purpose of implementing 
a program of such organization to provide educational opportunities 
f' or students in private homes. 

The deduction for any taxable year for amounts paid in accordance 
with the new subsection (d) of section 170 is limited to $50 times the 
number of calendar months during such year which fall within the 
period in which the student is a member of the taxpayer's household. 
Moreover, no deduction shall be allowed if the taxpayer receives any 
money or other property as compensation or reimbursement for main- 
tenance of such student. 

Subsection (b) of section 7 amends section 162(b) of the Code to 
prohibit a deduction under section 162(a) for any amount which 
would be allowable under the foregoing amendments were it not for 
the dollar limitations referred to therein. 



The amendments made by section 7 of the Act are e8ective for tax- 
able years beginning after December 81, 1959. 

162(d), 162(e), 1054, 1055 
Purchase of certain stock of Federal National mortgage Associa 

tion. — Section 8(a) of this Act inserts in section 162 a new subsection 

(d) and redesignates subsection (d) as subsection (e). Section 8(b) 
of this Act redesignates section 1054 as section 1055, and inserts a new 
section 1054. The new section 162(d) requires the initial purchaser 
of stock issued under section 803(c) of the Federal National Mortgage 
Association Charter Act (12 U. S. C. sec. 1718), to treat as ordinary 
and necessary business expense paid or incurred during the taxable 
year, the amount by which the capital contribution evidenced by the 
stock exceecls the fair market value of the stock as of its issue date. 
The new section 1054 provides for the basis of this stock to be the 
amount of such capital contribution reduced by the amount, required 
by section 162(d) to be treated as ordinary and necessary business ex- 
pense. The position of the Service in regard to purchases of this stock 
was set out in Revenue Ruling 58 — 41, C. B. 1958 — 1, 86. That ruling re- 
quired that, the entire amount paid for the stock must be capitalized. 
Therefore any tax e8ect occurred only when the stock was sold by the 
taxpayer. These amendments apply to taxable years beginning after 
December 81, 1959. 

4201 
Change in rate of tax on sales of mechanical lighters for cigarettes, 

cigars, and pipes. — Section 4201 imposes a tax on mechanical light- 
ers for cigarettes, cigars, and pipes at the rate of 10 percent, of the 
price for which sold by the manufacturer, producer, or importer. Sec- 
tion 9 of this Act changes the rate of tax to a Rat 10-cents-per-lighter 
except that in no case shall the tax exceed 10 percent of the price for 
which the lighter is sold. This amendment is e8ective with respect 
to sales made by the manufacturer, producer, or importer on and after 
October 1, 1960. 

11(d) (8), 84(c), 116(b), 248(c), 818(b), 443(d), 852(a), 
852 (b) (8) (C) y 

855 (c) y 856i 857' 858i 1504 (b) (6) 
Tax treatnMnt of real estate investment trusts and associations. — 

A new part II composed of sections 856, 857, and 858 is added to 
subchapter M, chapter 1. Under section 856, an unincorporated 
trust or an unincorporated association, as defined in subsection (a)~ 
may, subject to the limitations and conditions prescribed. in subsec- 
tion (c), be considered a "real estate investment trust". 

As a "real estate investment trust", a trust or association is en- 
titled to pass through its earnings (including capital gains) to its 
beneficial owners without imposition of tax at the trust level. How- 
ever, this treatment is not allowed to a real estate investment trust 
unless its distributions equal or exceed the 90 percent requirement 
prescribecl in section 857(a). A. real estate investment trust is tax- 
able under section 11 on "real estate-investment trust taxable income" 
which is its taxable income, adjusted as prescribed in section 857(b) 
(2); one adjustment being the allowance of a deduction for distribu- 
tions to beneficial owners. It is also taxable at, capital gain rates on 
the amount of the excess of any net long-term capital gain over any 
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net short-term capital loss ivhich is not distributed to beneficial 
owilers. 

Distributions meeting the requireinents of section 857(a) are tax- 
able to the beneficial owners as ordinary income, while capital gain 
distiibutions are taxable to theni as gains from tahe sale or exchange 
of capital assets held for more than~6 months. A special provision 
is included to treat as losses from the sale or exchange of a capital 
asset held for more than 6 months, certain losses on the sale or ex- 
change of beneficial interests or sliares in a real estate investment 
trust which are held for less than 81 days. 

Under section 857(c), amounts received from a real estate invest- 
ment trust are not considered dividends for purposes of sections 84 
(a), 116, and 943, relating to credit tor dividends received by in- 
dividuals, exclusion for dividends received by individuals, and deduc- 
tion for dividends received by corporations, respectiveiy. Section 
857(d) provides a special rule for tlie purpose of computing the 
earnings and profits of a real estate investment trust, . Another special 
rule is provided, in section 858, under which distributions by a real 
estate investment trust during a specified period following the close 
of a taxable year are considered to have been paid during such tax- 
able year. 

Conforming amendments are made in sections 11(d) (8), M(c), 
116(b), 248(c), 8M(a) and (b) (8) (C), 855(c), and 1504(b) (6). 
Cross references are added to sections 818(b) and 443(d). 

The amendments apply with respect to taxable years of real estate 
investment trusts beginning after December 61, 1960. . (Section 10 
of the A. ct) 

Retroactive tax exemption for Plumber8' Local 7/5 pen8'on fund. — 
)Vhere a pension plan for einployees has been negotiated under and 
pursuant to a collective bargaining agreement between a union and 
one or more employers, the employer contributions toward the cost of 
such plan usually begin immediately. Usually the only detail of the 
plan agreed upon at tlie time of the collective bargaining agreement 
is the rate of contributions to be made thereto by the bargaining em- 
ployer or employers. All other necessary details of a plan meeting 
the requirements of section 401(a) of the Code are to be worked out, 
agreed upon, and adopted after employer contributions have begun. 
Prior to the adoption of a plan sufficient in all of its details to iiieet 
the requirements of section 401(a), often from one or two or more 
years, the employer contributions are made to a trust, (or escrow fund) 
not exempt, under section 501(a) of the Code and such contributions 
are usually not, deductible under section 404(a) of the Code. Public 
I aw 86 — 779 provides retroactive tax relief for the trust, and therefore 
also for the employers who made contributions thereto prior to 
5/19/59, in the case of The Pension Fund, Plumbers Local Union 
Xuinbered 775, which found itself in this situ~ation. Such Fund came 
into existence on 5/1/57 but a plan meeting the requirements of sec- 
tion 401(a) was not adopted until the later date. However, the 
retroactive relief is granted only on the condition that it be shown 
to the satisfaction of the Service that the trust did not, opei"ate during 
the period May 1, 1957 to May 11, 1959, in a manner which would 
jeopardize the interests of its beneficiaries. 
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PvaLzc Law 86 — 780 (page 720, this Bulletin) . 
904(a) (1), 904(a) (9), 904(b), 904(c), 904(d), 904(c) 

Overall linhitation of foreign tax credit. — Prior to the new law, 
income taxes paid to a foreign country (or U. S. possession) were 
allowable as a credit against income taxes otherwise due the United 
States subject to the per-country limitation of section 904(a). The 
per-country limitation is continued under the new law as section 
904. (a, ) (1); in addition, taxpayers may now elect the overall limitation 
provided by new section 904(a) (2). This overall limitation allows as 
a credit against the United States income tax the same proportion of 
the United States tax (before the credit) which the taxable income 
from sources without the United States is of the total taxable income. 
Such election may be made for any taxable year beginning after 
December 81, 1960. Subsections (b) and (c) of section 904areredes- 
igiiated (c) and (d), respectively. Xew subsection (b) of such section 
provides that taxpayers may at their own volition elect to make an 
initial shift, from the per-country to the overall limitation at any time, 
but, tliereafter they can change from the overall limitation to the per- 
country, or vice versa, only with the consent of the Secretary or his 
delegate. An election or revocation of an election with respect to any 
taxa~ble year may be made or changed at any time before the expira- 
tion of the perioel prescribed for making a claim for credit or refund 
of the t;ix for such taxable year. Section 904 is also amended by 
adding a new subsection (e) which provides that the excess of foreign 
taxes over the amount which could be credited for the current year 
cannot be carried back or over either from a per-country limitation 
year to an overall limitation year or from an overall limitation year 
to a per-country limitation year. Ho~ever, in applying the statutory 
rule which prescribes the number of years for which a carryback or 
carryover may be taken the provisions of new subsection (e) are to be 
disregarded. Such excess foreign taxes may be carried from one 
per-country limitation yea. r to another per-country limitation year, or 
from one overall limitation year to another overall limitation year. 
The amendments to section 904 apply only to taxable years beginning 
after December 81, 1960. (The first section of the Act, ) 

1508(d) (1), 1508(d) (2), 1508(el) (8) 
Applhcathon of foreign tax credit hohen overall limitation applies in 

case of corporations fling consolidated rethhrns. — Section 1508 is 
amended by adding subsection (d) (1) which provides that in the case 
of a consolidated return by an aSliated group of corporations which 
includes western Hemisphere trade corporations in a year in which 
the overall limitation is in e8ect, the foreign taxes paid or accrued to 
foreign countries and U. S. possessions by such Western Hemisphere 
trade corporatioiis which are taken into account in computing the 
foreign tax credit are to be reduced by the amount by which the 
amount of such foreign taxes (or the amount of the United States taxes 
which would have been imposed on such corporations if they had not 
been Western Hemisphere trade corporations, if the latter amount is 
less than the amount of the foreign taxes) exceeds the amount of the 
United States tax computed under the reduced rate applicable to such 
corporations on their share of the consolidated taxable income. The 
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elfect of this provision is to deny, where the overall limitation is used, 
the right to credit foreign taxes paid or accrued by Western Hemi- 
sphere trade corporations between the tax rates of 38 percent and 52 
percent against the United States taxes on income attributable to 
corporations in the same afFiliated group which are not Western 
Hemisphere trade corporations. 

Section 1503 is further amended by adding subsection (d) (2) which 
provides that the reduction under new section 1503(d) (1) in foreign 
taxes paid by corporations which are both Western Hemisphere trade 
corporations and regulated public utilities is to be reduced by the ex- 
cess of the amount of United States tax computed on the income de- 
rived by the corporations in the a6iliated group which are not Western 
Hemisphere trade corporations, from sources within the foreign 
countries in which the afFiliated Western Hemisphere trade corpora- 
tion regulated public utility derives the principal part of its income, 
over the amount of taxes paid or accrued to such foreign countries 
by the corporations which are not Western Hemisphere trade corpo- 
rations. This adjustment is available only when the corporations 
involvecl, which are not Western Hemisphere trade corp'orations, re- 
ceive at least 80 percent of the gross income from sources within such 
foreign countries from regulated public utilities and from their own 
operations (where they are regulated public utilities). Capital gains 
and losses are not taken into account for purposes of the 80 percent 
computation. 

Section 1503 is amended by adding subsection (d) (3) which pro- 
vides special rules with respect to subsection (d) (1) and (2). The 
amendments to section 1503 apply to taxable years beginning after 
December 31, 1960. (Section 2 of the Act) 

901(a), 901(b) 
Technical amendments. — Section 901 (a) and (b) is amended by 

striking out "the limitation of section 904" and inserting in lieu 
thereof "the applicable limitation of section 904". This is to make 
it clear that the reference is either to the per-country limitation of 
section 904(a) (1) or to the overall limitation of section 904(a) (2). 
This amendment applies to taxable years beginning after December 
31, 1960. Section 901(a) is also amended to make it clear that the 
choice as whether to take a foreign tax credit for any taxable year, or 
to take the foreign taxes as a deduction for such year, must be made 
or changed before the expiration of the period prescribed for makii'ig 
a claim for credit or refund of the tax imposed for such taxable year 
by chapter 1 of the 1954 Code. Such period is not extended by sec- 
tion 6511(d) (3) which provides, in eQ'ect, a 10-year period of limita- 
tion. However, for this 10-year period to be a. pplicable, the choice 
to take the foreign tax credit must have been timely made under sec- 
tion 901(a). The amendment of this provision is efFective for taxable 
years beginning after December 31, 1953, and ending after August 16, 
1954. 

6501(i), 6501(j) 
Section 6501 is amended by redesignating subsection (i) as subsec- 

tion (j) and inserting a new subsection (i). This new subsection pro- 
vides in effect that in the case of a deficiency attributable to the ap- 

5S5726' — 61 44 
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plication to the taxpayer of a carryback of taxes paid. or accrued to 
foreign count, ries or United States possessions in excess of the ap- 
plicable limitation under section 904(a), such defiiciency may be as- 

sessed at any time before the expiration of one year after the expjra 
tion. of the period within which a deficiency may be assessed for the 
taxable year from which such excess may be carried. The arnend- 

ment of this provision is efi'ective for taxable years beginning after 
December 81, 1957. (Section 8 of the Act) 

Section 4 of the Act provides the above effective dates for the 
amendments made by the first three sections of the bill. 

3Ioiing expenses. — Amounts received after December 81, 1949, and 

before October 1, 1955, from a corporation formed exclusively for tlie 

purpose of, and engaged exclusively in, operating without profit a 

scientifiic laboratory for the Atomic Energy Commission, and operated 
solely on funds appropriated to the Atomic Energy Commission, by an 
individual as reimbursement for moving expenses to a new place of 
residence in order to accept employment with such corporation are 
excluded from the individual's gross income, to the extent that such 
amounts did not exceed the actual moving expenses. This exclusion 
applies if the individual was advised, at the time of his employnient, 
by an authorized. ofhcer, employee, or agent of such corporation that 
the amount of such reimbursement would not be includible in his gross 
income. In any case in which a refund or credit of an overpayment 
resulting from applying this provision is prevented on the date of en- 

actment, of this Act, or within six months after such date, by the opera- 
tion of any law or rule of law (other than chapter 74 of the 1954 Code, 
relating to closing agreements and compromises, and the correspond- 
ing provisions of prior law), such refund or credit may be made or 
allowed if' claim is filed within six montlis from the enactment of this 
Act, but no interest is allowable with respect to such overpayment. 
(Section 5 of the Act) 

6088, 6089, 909 
Information neith respect to certain foreign corporations. — Subpart 

A of part III of subchapter A of chapter 61 is amended by renumber- 
ing section 6088 as 6089, and by inserting a new section 6088 which 
provides that if a domestic corporation controls any foreign corpora- 
tion it must furnish such information with respect to such foreign 
corporation and any foreign subsidiaries of such foreign corporation 
as the Secretary or his delegate prescribes by regulations relating to 
certain specified items. In general, these include a corporation's 
name; country or incorporation; natu~re and place of business; profits, 
deductions, foreign taxes, and any other items taken into account to 
determine accumulated profits; a balance sheet showing assets, liabili- 
ties, and capital; transactions i~vith certain related persons and certain 
shareholders who are citizens or residents of the United States, or 
shareholders which are domestic corporations; and a description of 
the various classes of stock outstanding and a list showing the name 
and address and the number of shares held by shareholders owning at 
the same time during the annual accounting period 5 percent or more 
in value of any class of stocl. - outstanding of such foreign corporation 
or foreign subsidiary. Information must be furiiished at such time 
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and in such manner as the Secretary or his delegate prescribes by reg- 
ulations, but only such information shall be required for any annu~al 
accounting period as is required to be furnished under regulations in 
effect on the first day of the period. If the domestic corporation fails 
to furnish such required information, then in applying section 902 to 
such domestic corporation (or to any person who requires from any 
person any portion of the interest of such domestic corporation in any 
such foreign corporation or foreign subsidiary for any taxable year), 
the amount of taxes paid or deemed paid by each foreign corporation 
and foreign subsidiary during the accounting period or periods for 
which the domestic corporation was required to furnish information 
for the taxable year of the failure shall be reduced by 10 percent. If 
the failure continues 90 days or more after notice by the Secretary or 
his delegate, the reduction is 10 percent plus 5 percent for each 8- 
month period or part thereof during which the failure continues after 
the 90-day period. No taxes are to be reduced more than once for 
the same failure. The time to furnish information and the beginning 
of the 90-day period is treated as delayed until the last day, as shown 
to the satisfaction of the Secretary or his delegate, that reasonable 
cause exists for the failure. For purposes of this section a domestic 
corporation is deemed to control a foreign corporation 50 percent of 
whose voting stock it owns, and a foreign corporation is deemed to 
have as a subsidiary another corporation 50 percent of whose voting 
stock it owns. "Annual accounting period" of a foreign corporation 
or its foreign subsidiary is defined as the annus, l period on the basis 
of which such corporation keeps its books. Section 909 is amended by 
adding a new subsection (e) which is a cross reference to section 6088. 
The new section 6088 apphes to taxable years of a domestic corpora- 
tion beginning after December 81, 1960. with respect, to information 
as to a foreign corporation or a foreign subsidiary for annual account- 
ing periods beginning after December 31, 1960. (Section 6 of the Act. ) 

Eeturn8 a8 to n'ea7ion or organi;=ation, or reorgan~';=ation, , of foreign 
corporation8. — Present section 6046 is completely modified by the new 
section 6046. The ne~ section requires returns relating to the crea, - 
tion, organization, or reorganization of foreign corporations to be 
made by every citizen or resident of the Uniteil States who was an 
ofhcer or director of the corporation at any time ivithin 60 days after 
its creation, organization, or reorganization, and by every United 
States shareholder of the corporation ownin~g at least 5 percent of 
its outstanding stock at any time within such~60 days. The returns 
required by this section are to be filed on or before the 90th day after 
the creation or organization, or reorganization, of the foreign corpora- 
tion, are to be in such form and a~re to set forth, in respect of the 
foreign corporation, such information as the Secret~ary or his delegate 
prescribes by forms or regulations as necessary for carrying out the 
provisions of the income tax laws. A United States shareholder in- 
cludes a citizen or resident, of the United States, a domestic corpora- 
tion, a domestic partnership or an estate or trust. This amendment 
is to apply only with respect, to foreign corporations created or or- 
ganized, or reorganized, after the date of the enactment of the Act. 
(Section 7 of the Act) 
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Pvr&z. zc L. ~ w 86 — 781 (page 720, this Bulletin) . 
4'~10(f), 0416(b)(1) 

Lr'@elusion of local advertising charges from price for purposes of 
the manufacturers excise tax. — Section 4916 relates to the determina- 
tion of sale price, which is the tax base for most of the manufacturers 
excise taxes. Se~ction 1 of this Act amends section 4916 by adding 
thereto a new subsection (f) providing an exclusion from the sale 

rice of any artie]e for certain charges made by the manufacturer 
or "local advertising" as defined in subsection (f). If the advertis- 

ing qualifies as "local advertising" within this definition, any charge 
by the manufacturer for such advertising is excludible from sale price 
to the extent that (1) it is separately stated when the article is sold, 
(o) it does not exceed 5 percent of the price of the article (determined 
for this purpose by excluding the advertising charge), and (3) it, is 
to be refunded by the manufacturer in reimbursement of costs in- 
curred by his vendee, or any subsequent vendee, for local advertising. 
If not so refunded before May 1 of the year follov ing the year in 
which the article was sold, the exclusion ceases to apply as of such 
date. 

Section 2 of this Act amends section 6416 (b) (1) so as to permit c& edit 
or refund by reason of a price readjustment when amounts on which tax 
has been paid are refunded by the manufacturer to his vendee in rei'm- 
bursement of costs for local advertising. In general, these credits and 
refunds, together with local advertising charges, previously excluded 
from price in the calendar year, are subject to an over-all limitation 
to be computed at the end of each calendar quarter by applying 5 per- 
cent to total taxable sales in such year of articles taxable under a 
particular section of the Code. 

Pursuant to section 3 of this Act, the amendments made by sections 
1 and 9 apply with respect to articles sold on or after January 1, 1961. 

L&'lection regurding depletion aliou&ance on calcium carbonates, 
etc. — Section 4 of this Act an&ends subsection (c) of section 302 of the 
Public Debt, and Tax Rate Extension Act of 1960 (P. L. 86 — 564, 74 Stat. 
293, page 081, this Bulletin) that, modified section 613(c) of the 1954 
Code. The Public Debt and Tax Rate Extension Act of 1960, appli- 
cable to taxable years beginning after December 31, 1960, specifically 
established the cutofi" points for the determination of depletion al- 
lowances for calcium carbonates and other minerals when used in. mak- 
ing cement. To be included are only those processes (other than 
preheating the kiln feed) applied prior to the introduction of the kiln 
feed into the kiln. Section 4 of P. L. 86 — 781 permits taxpayers mining 
minerals when used in making cement to elect to apply the cutoff pro- 
visions in the Public Debt and Tax Rate Extension Act of 1960 for the 
years prior to 1961. An election will apply to all of a taxpayer's 
properties producing minerals that are used in making cement and, in 
general, to all of' a taxpayer's taxable years beginning before 1961 
that are open on the date the amendment was enacted. A. taxpayer not 
making the election would use the cutofi point determined under the 
existing law. 

Retroactive tax exemption for certain union-negotiated pension 
funds. — The situation here is similar to that described above in the 
case of The I'ension I&'und, Plumbers Local Union Numbered 775 
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(P. L. 86 — 779). Public Law 86 — 781 provicles similar retroactive tax 
relief to the following named union negotiated pension funds which 
found themselves in such a situation, and to tlie employers ~ho made 
contributions thereto, for the periods indicated: 
The Iron Ivorkers, Mid-America Pension Fund 1/60/57 — 12/16/58 
The Pattern Makers' Pension Trust Fund of Chicago 4/28/58- 2/24/59 
The Pipe and Refrigeration Fitters Local 587 Pension Fund 

of Boston, Mass 8/ 1/56-11/ 9/59 
The Annuity Plan of Electrical Switchboard and Panelboard 

ilanufacturing Industry of N. Y 5/16/56- 5/22/57 
The Painters District Council No. 19 welfare and Pension 

Fund 1/ 1/54- 8/ 6/56 
The Local Union Numbered 877 Pension Fund 10/18/52 — 4/ 1/58 

A. s in the case of Plumbers Local Numbered 775, the retroactive re- 
lief is granted in each of the above cases only on the condition that 
it be shown to the satisfaction of the Service that the trust did not 
operate during the period involved in a manner which would jeopard- 
ize the interests of its beneficiaries. 

461(d) 
Iimitation on acceleration of accrual of taae8. — Section 6 of this 

Act amends section 461 by adding subsection (cl). Under the new 
subsection, a taxpayer using an accrual method of accounting is pre- 
vented for Federal income tax purposes from accruing taxes earlier 
than the taxes woulcl have accrued had it not been for the action of a 
State or other taxing jurisdiction taken after December 31, 1960. 
However, the rule is not to be applied in a case where its application 
would prevent all persons (including successors in interest) from ever 
taking an item into account. This amenclment applies to taxable 
years ending after December 31, 1960. 

MISCELI AXEOUS PUBLIC LAV S 

PvsLic LAw 86 — 432 (C. B. 1960 — 1, 792). 
Section 3 of Public Law 85 — 235, C. B. 1957 — 2, 1061, approved A. u- 

gust 30, 195, suspended the tax imposed under section 4511(a) with 
respect to the first domestic processing of coconut oil, fatty acids 
derived therefrom, or salts thereof, or any combination or mixture 
containing a substantial quantity of such oil, fatty acids or salts, dur- 
ing the period beginning October 1, 1957 and ending with the close 
of June 30, 1960. Public Law 86 — 37, C. B. 1959 — 2, 654, approved 
May 29, 1959, suspended the tax . imposed under section 4511(a) with 
respect to the first domestic processing of palm oil, palm kernel oil, 
fatty acids derived therefrom, or salts thereof, or any combination or 
mixture containing a substantial quantity of one or more of such oils, 
fatty acids, or salts during the period July 1, 1959 and ending with 
the close of June 30, 1960. This A. ct amends Public Law 85 — 235 and 
Public Law 86 — 37 so as to extend. the suspension period provicled 
therein to the close of June 30, 1963. 
Pvar. lc LAw 86 — 459 (C. B. 1960 — 1, 795). 

Dealer Reserve Income Adjustment Act of 1060. — The purpose of 
the Act is to relieve certain dealers in real and int, angible personal 
property from a heavy transitional tax burden that resulted from the 
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Supreme Court's decisions in Commissioner v. Hansen, Conimissioner 
v. Glover, and Baird v. C! ommissioner (660 U. S. 446, June 99, ]959) 
Ct. D. 1838, C. B. 1959 — 9, 40 requiring dealers to refiect the proper 
accrual accounting method of reporting dealer reserve income. Un 
der Public Law 86 — 459, taxpayers may before September 1, 1960, 
elect one of two alternate forms of treatment that the law provides 
to ease the hardship created by requiring dealers to make a transition 
to a proper accrual accounting basis of reporting their income. In 
general terms, one alternative that the taxpayer may elect permits 
him to treat the correction of the method of reporting his dealer re- 
serve income as a required change in his method of accounting, usually 
for the year 1959. The second alternative permits him to redetermine 
his taxes, properly reporting this dealer reserve income, on a year- 
by-year basis with respect to all open years as of June 91, 1959. Under 
the second alternative, if the sum of the increases exceeds the sum of 
the decreases in tax liability by $9, 500 or more, the resulting net in- 
crease in tax may be paid in 10 equal annual installments, generally 
beginning in 1961. 
Prrnr, rc LAw 86 — 681 (page 687, this Bulletin). 

This Act eliminates the requirement now contained in the Bank- 
ruptcy Act that the court or the referee, as the case may be, shall 
transmit to the Secretary of the Treasury copies of all petitions, 
notices, and orders in cases under Chapter XIII, relating to Wage 
Earners' Plans, The Act provides instead that the court or the 
referee shall transmit a notice of the first meeting of creditors to the 
district director of internal revenue f' or the district in which the 
court is located. 
Prrnr. rc LAw 86 — 788 (page 691, this Bulletin) . 

Ezeniption under 3Ienominee Termination Act. — Section 6 of this 
Act amends section 9 of the Menominee Termination Act of June 17, 
1954 to provide for an exemption from the documentary stamp tax 
with respect to the initial conveyance of realty and the initial transfer 
of stocks and bonds pursuant to the approved plan for termination of 
the Menominee Tribe from Federal jurisdiction. The exemption does 
not extend to subsequent conveyances of realty or subsequent issuance, 
or transfer of. stocks and bonds. 

PUBLIC LAW 86 — 496 
EIGHTY-SIXTH CONGRESS, JUNK 8, 1960 

H. R. 11405 ' 
An Act to provide for the treatment of income from discharge of 

indebtedness of a railroad corporation in a receivership proceeding 
or in a proceeding under section 77 of the Bankruptcy Act com. - 
nienced before January 1, 1900, and for other purposes. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That (a) section 
108(b) of the Internal Revenue Code of 1954 (relating to income of a 

' Senate Report No. 141G, page 751, this Bulletin; since House Report No. 15GG is sub- 
stantially the same as the Senate Report, it is not published in the Bunetin. 
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ailroad corporation from discharge of indebteclness) is hereby 
imended to read as follows: 

(b) RAILsoan Coarosarioivs. — 'Xo amount shall be included in gross income by 
eason of the discharge, cancellation, or modifiication, in whole or in part, within 
he taxable year, of any indebtedness of a railroad corporation, as defined, in 
, ection 77(m) of the Banl-ruptcy Act (11 U. S. C. 205(ni) ), if such discharge, 
ancellation, or modification is effected pursuant to an order of a court— 

(A) in a receivership proceeding, or 
(B) in a ~ing uuder section 77 of the Bankruptcy Act, com- 

nenced before January 1, 1960. In such cases, the amount of any income of the 
;axpayer attributable to any unamortized premium (computed as of the first 
lay of the taxable year in v. hich such discharge occurred) with respect to such 
ndebtedness shall not be included in gross income, and the ainount of the deduc- 
, ion attributable to any unamortized discount (computed as of the first day of 
, he taxable vear in which such discharge occurred) ivith respect to such indebt- 
. dness shall not be allowed as a deduction. Subsection (a) of this section shall 
sot apply with respect to any discharge of indebtedness to which this subsection 
ipplies. 

(b) The amendment made by subsection (a) shall apply to taxable 
pears ending after December 81) 1959, but only with respect to dis- 
;harges occurring after such date. 

SEG. 2. Section 97 of the Technical Amenclments Act of 1958 (26 
O'. S. C. ) sec. 162 note; 72 Stat. 1672), relating to deductibility of ac- 
:rued vacation pay, is amended by striking out "January 1, 1961, " 
tnd inserting in lieu thereof "January 1, 1963, ". 

Approved tune 8, 1960. 

PUBLIC LAW 86 — 564 
EIGHTY-SIXTH CONGRESS, JUNE 30) 1960 

H. R. 12381 ' 

An Act to increase for a one-year period the public debt limit set 
forth in section 21 of the Second Liberty Bond Act and to extend for 
one year the existing corporate normal-tax rate and certain excise- 
tax rates, and for other purposes. 

Be it enacted by the Senate and House of Eepregentati))ee of the 
~Jnited States of A. vnerica in Oong7'egg assembled) That this Act may 
ie cited as the "Public Debt and Tax Rate Extension A. ct of 1960". 

TITLE II — EXTENSION OF EXISTING TAX RATES 
lsc. 201. ONE-YEAR EXTENSION OF CORPORATE NORMAL-TAX RATE. 

Section 11(b) (relating to corporate normal tax), section 
)21(a) (1) (A) (relatinq to mutual insurance companies other than 
nterinsurers), and section 821(b) (1) (relating to interinsurers) of 
, he Internal Revenue Code of 19M are amended as follows: 

(1) By striking out "JIlLY 1, 1960" each place it appears and 
inserting in lieu thereof' JIJLY 1) 1961 

(2) By striking out "July 1, 1960" each place it appears and 
inserting in lieu thereof "July 1, 1961"; 

(6) By striking out "JIlNE 30, 1960" each place it appears and 
inserting in lieu thereof ' JITNE 30 1961 

s House Report No. 1699, page 733, this Bulletin; Senate Report No. 1602, page 736, this 
'ulletin; Conference Report No. 200o, page 741, this Bulletin. 
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(4) By striking out "June 80, 1960" each place it appears and 
inserting in lieu thereof "June 80, 1961", 

SEC. 202. ONE-YEAR EXTENSION OF CERTAIN EXCISE-TAX RATES. 

(a) ExTENsIoN or RATEs. — The following provisions of the Inter- 
nal Revenue Code of 1954 are amended by striking out "July 1, 1960" 
each place it appears and inserting in lieu thereof "July 1, 1961"— 

(1) section 4061 (relating to motor vehicles); 
(2) section 4251(b) (2) (relating to termination of tax on 

general telephone service); 
(8) section 4261 (relating to tax on transportation of persons); 
(4) section 5001(a) (1) (relating to distilled spirits); 
(5) section 5001(a) (8) (relating to imported perfumes con- 

taining distilled spirits); 
(6) section 5022 (relating to cordials and liquers containing 

wine); 
(7) section 5041(b) (relating to mines); 
(8) section 5051(a) (relating~ to beer); and 
(9) section 5701 (c) (1) (relating to cigarettes) . 

(b) TECIINIcAL AbIENDbIENTs. — The following provisions of the 
Internal Revenue Code of 1954 are amended as follows: 

(1) Section 5068 (relating to Hoor stocks refunds on distilled 
spirits, wines, cordials, and beer) is amended by striking out 
"July 1, 1960" each place it appears and inserting in lieu thereof 
", July 1, 1961", and by striking out "October 1, 1960" and insert- 
ing in lieu thereof "October 1, 1961". 

(2) Subsections (a) and (b) of section 5707 (relating to floor 
stocks refunds on cigarettes) are amended by striking out "July 
1, 1960" each place it, appears and inserting in lieu thereof "July 
1, 1961", and by striking out "October 1, 1960" and inserting in 
lieu thereof "October 1, 1961". 

(8) Section 6412(a) (1) (relating to floor stocks refunds on 
automobiles) is amended by striking out "July 1, 1960" each 
place it appears and inserting in lieu thereof "July 1, 1961", by 
striking out "October 1, 1960" and inserting in lieu thereof 
"October 1, 1961", and by striking out "November 10, 1960" each 
place it appears and inserting in lieu thereof "November 10, 
1961". 

Section 497 of the Revenue Act of 1951 (relating to refunds on arti- 
cles from foreign trade zones), as amended, is amended by striking 
out "July 1, 1960" each place it appears and inserting in lieu thereof 
"July 1, 1961". 

TITLE III — MISCELLANEOUS PROVISIONS 
SEC. 30L INVESTIGATION OF, AND REPORTS ON, TREATMENT OF ENTERTAINMENT 

AND CERTAIN OTHER EXPENSES 

(a) INvEsTIGATIQN AND REPORT BY JOINT CobfbIITTEE oN INTERNAL 
REvENUE TAxATION. — The Joint Committee on Internal Revenue 
Taxation is hereby authorized and directed to make a full and com- 
plete investigation and study of the operation and effects of present 
law, regulations, and practices relating to the deduction, as ordinary 
and necessary bi&siness expenses, of. expenses for entertainment, gifts, 



dues or initiation fees in sociall athletic, or sporting clubs or organi- 
zations, and similar or related items. The Joint Committee shall re- 
port to the House of Representatives and to the Senate the results 
of its investigation and study as soon as practicable during the 87th 
Congress, together with its recommendations for any changes in the 
law and administrative practices which in its judgment are necessary 
or appropriate. 

(b) REPoRT BY SEGRETARY oF THE TREAsURY. — The Secretary of 
the Treasury is hereby authorized an&1 directed to report as soon as 
practicable during the 87th Congress to the House of Representatives 
and to the Senate the results of the enforcement program of the 
Internal Revenue Service (announced in Technical Information 
Release 221, dated April 4, 1960) relating to the deductions, as ordi- 
nary and necessary business expenses, of expenses for entertainment, 
travel, yachts, hunting lodges, club dues, and similar or related items, 
together with such recommendations with respect thereto as he con- 
siders necessary or appropriate to avoid misuse of the business expense 
deduction. 

(c) CONsULTATION OF STATEs. — The staIif of the Joint Committee 
on Internal Revenue Taxation, and the sta8 of the Secretary of the 
Treasury, shall consult and cooperate with each other in performing 
any duties assigned to carry out, the purposes of this section. 
SEC. 302. DEPLETION RATE FOR CERTAIN CLAYS; TREATMENT PROCESSES CON- 

SIDERED AS MINING FOR COMPUTING PERCENTAGE DEPLETION IN THE CASE 
OF MINERALS AND ORES. 

(a) DEPIETION RATE FoR CERTAIN CLAYs. — Slibsection (b) of sec- 
tion 613 of the Internal Revenue Code of 1M4 (relating to percentage 
depletion rates) is amended to read as follows: 

(1) Paragraph (6) is amended to read as follows: 
(3) 15 percent— 

(A) metal mines (if paragraph (2) (B) does not apply), rock asphalt, 
and vermiculite; and 

(B) if paragraph (5) (B) does not apply, ball clay, bentonite, china 
clay, sagger clav, and clay used or sold for use for purposes dependent 
on its refractory properties. 

(2) Paragraph (o) is amended to read as follows: 
(5) 5 percent— 

(A) gravel, mollusk shells (including' clam shells and oyster shells), 
peat, pumice, sand, scoria, shale, and stone, except stone described in 
paragraph (6); 

(B) elav used, or sold for use, in the manufacture of building or 
paving brick, drainage and roofing tile, sewer pipe, fiower pots, and 
kindred products; and 

(C) if from brine wells — bromine, calcium chloride, and magne- 
sium chloride. 

(3) Paragraph (6) is amended by striking "refractory and 
fire clay, ". 

(b) TREAT&IENT PRocEssEs CGNsIDERED As JA'IINING. — Siibsection (c) 
of section 613 of the Intenial Revenue Code of 1N4 (relating to the 
definition of gross income from property) is amended as follows: 

(1) By amending paragraph (2) to read as follows: 
(2) iiliNINo. — The term "mining" includes not merely the extraction of 

the ores or minerals from the ground but also the treatment processes 
considered as mining described in paragraph (4) (and the treatment proe- 



esses necessary or incidental thereto), and so much of the transportation 
of ores or minerals (whether or not by common carrier) from the point of 
extraction froxn the ground to the plants or mills in which such treatment 
processes are applied thereto as is not in excess of 50 nfiles unless the 
Secretary or his delegate finds that the physical and other requirements 
are such that the ore or mineral must be transported a greater distance to 
such plants or mills. 

(9) By striking out paragraph (4) and inserting in lieu there- 
of the following new paragraphs: 

(4) TREATMENT PRocEssEs coNsIDERED As IIINING. — The following treat- 
ment processes where applied by the mine owner or operator shall be con- 
sidered as mining to the extent they are applied to the ore or mineral in re- 
spect of which he is entitled to a deduction for depletion under section 611: 

(A) In the case of coal — cleaning, breaking, sizing, dust allaying, 
treating to prevent freezing, and loading for shipment; 

(B) in the case of sulfur recovered by the Frasch process — cleaning, 
pumping to vats, cooling, breaking, and loading for shipment; 

(C) in the case of iron ore, bauxite, ball and sagger clay, rock as- 
phalt, and ores or minerals which are customarily sold in the form of 
a crude nfineral product — sorting, concentrating, sintering, and substan- 
tially equivalent processes to bring to shipping grade and form, and 
loading for shipment; 

(D) in the case of lead, zinc, copper, gold, silver, uranium, or fiuor- 
spar ores, potash, and ores or minerals which are not customarily sold 
in the form of the crude mineral product — crushing, grinding, and bene- 
ficiation by concentration (gravity, iiotation, amalgamation, electro- 
static, or magnetic), cyanidation, leaching, crystallization, precipitation 
(but not including electrolytic deposition, roasting, thermal or electric 
smelting, or refining), or by substantially equivalent processes or com- 
bination of processes used in the separation or extraction of the prod- 
uct or products from the ore or the mineral or minerals from other 
material from the mine or other natural deposit; 

(E) the pulverization of talc, the burning of magnesite, the sintering 
and nodulizing of phosphate rock, and the furnacing of quicksilver ores; 

(F) in the case of calcium carbonates and other minerals when 
used in making cement — all processes (other than preheating of the 
kiln feed) applied prior to the introduction of the kiln feed into the 
kiln, but not including any subsequent process; 

(G) in the ease of clay to which paragraph (5) (B) of subsection 
(b) applies — crushing, grinding, and separating the mineral from 
waste, but not including any subsequent process; and 

(H) any other treatment process provided for by regulations pre- 
scribed by the Secretary or his delegate which, with respect to the 
particular ore or mineral, is not inconsistent with the preceding provi- 
sions of this paragraph. 

(5) TREATMENT PRocEssEs Nor coNsIDERED As EIINING. — Unless such 
processes are otherwise provided for in paragraph (4) (or are necessary 
or incidental to processes so provided for), the following treatment processes 
shall not be considered as 'mining': electrolytic deposition, roasting, cal- 
cining, therxnal or electric smelting, refining, polishiug, fine pulverization, 
blending with other materials, treatment effecting a chemical change~ 
thermal action, and molding or shaping. 

(c) EFFzcTxvF. DATE. — The amendments made by subsections (a) 
and (b) shall be applicable only with respect, to taxable years begin- 
ning after December 81, 1060. 

A. pproved June 80, 1060. 
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PUBLIC LAAV 86 — 502 
EIGHTY-SIXTH COXGRESS, JULY 6, 1960 

H. R. 12311 ' 
An Act to amend the Sugar Act of 1048, as amended 

Be it enacted by the Senate and Eonse of Ac@resent«ti~es of the 
United State~ of Ame)icain Congress assembled, 

SEc. 2. Sections 4501(c) and 6412(d) (relating to the termination 
and refuncl of taxes on sugar) of the Internal Revenue Code of 1054 
are amended by striking out "June 30, 1961" in each place it appears 
therein and inserting in lieu thereof "Septeniber 30, 1061". 

PUBLIC LAAV 86 — 504 
EIGHTY — SIXTH COXGRESS, JULY 6) 1060 

H. R. 4251 4 

An Act to amend the Internal Rerentle Code of IM4 with re- 
spect to the limitation on the deductiou of exploration expeditures. 

Be it enacted by the Senate and Eonse of Eepresentatit)es of the 
United States of Americain Congress assembled, That subsection (c) 
of section 615 of the Internal Revenue Code of 1954 (relating to the 
deduction of exploration expenditures) is amended to read as follows: 

(C) LIXIIT&TION. — 
(1) IN GENERaL. — This section shall not apply to any amount paid or 

incurred to the extent that it should, when added to the amounts which 
have been deducted under subsection (a) and the amounts which hare 
been treated as deferred expenses under subsection (b), or the corresponding 
provisions of prior law, exceed $400, 000. 

(2) AIIovxrs TWEEN INTo xccovxT. — For purposes of paragraph (1), 
there shall be taken into account amounts deducted and amouuts treated as 
deferred expenses by— 

(A) the taxpayer, and 
(B) any individual or corporation who has transferred to the tax- 

paver any mineral propertr. 
(8) APPLIcaTION oF PaRaGRaPH (2) (B). — Paragraph (2) (B) shall apply 

with respect to all amounts deducted and all aruounts treated as deferred 
expenses which u ere paid or incurred before the laiesi such transfer 
from the individual or corporation to the taxpaver. Paragraph (2) (B) 
shall apply only if— 

(A) the taxpayer acquired any mineral property from the indi- 
vidual or corporation under circumstances which make paragraph (7), 
(8), (11), (15), (17. (20), or (22) of section 118(a) of the Internal 
Revenue Code of 1080 apply to such transfer; 

(B) the taxpayer would be entitled uuder section 881(c) (10) to 
deduct expenses deferred under this section had the distributor or 
transferor corporation elected to defer such expenses; or 

(C) the taxpayer acquired any mineral property from the indi- 
vidual or corporation under circumstances which make section 834(b), 
802 (a) and (b), 372(a), 878(b) (1), 1001, or 1082 apply to such 
transfer. 

s This publication of the law is resiricte&l to excerpts involving internal revenue matters; 
Senate Report iVo. 1888, House Report ixo. 1'748, and Couference Report No. 2090, not 
published. ' Senate Report No. 1137, page 748, this Bulletin: since House Report Xo. 10o4 is sub- 
stantially the same as the Senate Report, it is not published in the Bulletin. 
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SEc. 2. Tile amendment made by the first section of this Act shall 
apply only with respect to taxable years beginning after the date of 
the enactment of this Act. 

Approved July 6, 1960. 

PUBLIC LAVT 86 — 624 
EIGHTY-SIXTH CONGRESS, JULY 12, 1960 

H. R. 11602 ' 
An act to amend certain laivs of the United States in light of the admis- 

sion of the State of Hasvnii into the Union, and for other purposes. 

Be it enacted by the Senate and donee of Repreeentative8 of the 
United State8 of America in Congress assembled, That this Act lnay 
be cited as the "EIawaii Oinnibus Act". 

INTERNAL REVENUE 

Szc. 18. (a) Section 4262(c) (1) of the Internal Revenue Code of 
1954 (relating to the definition of "continental United States" for pur- 
poses of the tax on transportation of persons) is amended to read as 
follows: 

(I) CONTIIvENTAL vNITEn sTATEs. — The term "continental United States" 
means the District of Columbia and the States other than Alaska and 
Hawaii. 

(b) Section 2202 of the Internal Revenue Code of 1954 (relating to 
missionaries in foreign service) is amended by striking out "the State, 
the District of Columbia, or Hawaii" and inserting in lieu thereof 
"the State or the District of Columbia". 

(c) Section 3121(e) (1) of the Internal Revenue Code of 1954 (re- 
lating to a special definition of "State" ) is amended by striking out 
"Hawaii, ". 

(d) Sections 3306(j) and 4233(b) of tlie Internal Revenue Code of 
1954 (each relating. to a special definition of "State" ) are amended 
by striking out "Hawaii, and". 

(e) Section 4221(d) (4) of. the Internal Revenue Code of 1954 
(relating to a special definition of "State or local government, ") is 
amended to read as follows: 

(4) STATE oR LocAL GovERN1IENT. — ThP. tPI'In 'State oI' local govel'nnlent" 
means any State, any political subdivision thereof or the District of 
Columbia. 

(f) Section 4502(5) of the Internal Revenue Code of 1954 (relating 
to definition of "United States" ) is amended by striking out "the 
Territory of hawaii, ". 

(g) Section 4774 of the Internal Revenue Code of 1954 (relating 
to territorial extent of law) is amended by striking out "the Territory 
of Hawaii, ". 

s This publication of the law is restricted to excerpts involving internal revenue mat- 
ters; Senate Report No. 1681, page 751, this Bulletin. House Report No. 1564 not 
published. 
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(h) Section 7658(d) of the Internal Revenue Code of 1954 (relat- 
ing to shipmelits from the United States) is amendecl by striking out 
", its possessions or the Territory of Hawaii" and inserting in lieu 
thereof "or its possessions". 

(i) Section 7701 (a, ) (9) of the Internal Revenue Code of 1954 
(relating to definition of 'United States" ) is amended by striking out 
", the Territory of Hawaii, ". 

(j) Section 7701(a) (10) of the Internal Revenue Code of 1954 
(relating to definition of "State" ) is amended by striking out "the 
Territory of Hawaii and". 

(k) The amendments contained in subsections (a) through (j) of 
this section shall be effective as of August 21, 1959. 

Approved July 12, 1960. 

PUBI. IC LAW 86 — 681 
EIGHTY-SIXTH CONGRESS, JULY 12, 1960 

H. R. 7726' 
An Aet to amend section 678 of the Bankruptcy Aet (11 U. S. C. 

1078) relating to the transmission of petitions, notices, orders, and 
other papers to the Secretary of the Treasury in chapter XIII 
proceedings. 

Be it enacted by the Senate and H'ouse of Representatives of the 
United States of America in Congress assembled, That section 678 
of the Bankruptcy Act (11 U. S. C. 1078) is amended to read: 

SEc. 678. The court shall, in every ease instituted under any provisions of this 
chapter, mail or cause to be niailed a copy of the notice of the first meeting of 
creditors to the district director of internal revenue for the district in which 
the court, is located. Whenever the schedules of the debtor, or the list of 
creditors of the debtor, or any other papers filed in the case disclose a debt to 
the United States acting through any department, agency, or instrumentality 
thereof (except for any internal revenue obligation payable to the Secretary 
of the Treasury or his delegate), a notice of the first meeting shall be niailed 
as well to the head of such department, agency, or instrumentality. 

Approved July 12, 1960. 

PUBLIC LAIiV 86 — 667 
EIGHTY-SIXTH CONGRESS, JULY 14, 1960 

H, R. 8229 ' 

An Act to amend the Internal Revenue Code of 1M4 to provide 
an exemption from income tax for supplemental unemployment 
benefit trusts. 

Be it enacted by the Senate and Home of Representatives of the 
United States of America in Congress assembled, That section 501(c) 
of the Internal Revenue Code of 1954 (relating to exemption from tax 

'This publication of the law is restricted to excerpts involving internal revenue mat- 
ters; Senate Report No. 1709, page 752, this Bulletin; since House Report No. 1781 is 
Substantially the same as the Senate Report, it is not published in the Bulletin. 

r Senate Report No. 1518, page 758, this Bulletin; House Conference Report No. 2078, 
page 759, this Bulletin; since House Report No. 1145 is substantially identical to the Sen- 
ate Report, it is not published in the Bulletin, 
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on corporations, certain organizations, etc. ) is amended by adding 
after paragraph (16) the following new paragraph: 

(17) (A) A trust or trusts forming part of a plan providing for the 
payment of supplemental unemployment compensation benefits, if- 

(i) under the plan, it is irupossible, at any time prior to the satisfac- 
tion of all liabilities with respect to employees under the plan, for any 
part of the corpus or income to be (within the taxable year or there- 
after) used for, or diverted to, any purpose other than the providing of 
supplemental unemployment compensation benefits, 

(ii) such benefits are payable to employees under a classification 
which is set forth in the plan and which is found by the Secretary or 
his delegate not to be discriminatory in favor of employees who are 
officers, shareholders, persons whose principal duties consist of super- 
vising the work of other employees, or highlv compensated employees, 
and 

(iii) such beneiits do not discriminate in favor of employees who 
are officers, shareholders, persons whose principal duties consist of 
supervising the work of other employees, or highly compensated em- 
ployees. A plan shall not be considered discriminatory within the 
meaning of this clause merely because the benefits received under the 
plan bear a uniform relationship to the total compensation, or the basic 
or regular rate of compensation. of the employees covered by the plan. 

(B) In deternfining whether a plan meets the requirements of subpara- 
graph (A), any benefits provided under any other plan shall not be taken 
into consideration, except that a plan shall not be considered 
discriminatory- 

(i) merely because the benefits under the plan which are first deter- 
mined in a nondiscriminatory manner within the meaning of subpara- 
graph (A) are then reduced by any sick, accident, or uuemployment 
compensation benefits received under State or Federal law (or reduced 
by a portion of such benefits if determined in a nondiscriminatory man- 
ner), or 

(ii) merely because the plan provides only for employees who are not 
eligible to receive sick, accident, or unemployment compensation benefits 
under State or Federal law the same benefits (or a portion of such 
benefits if determined in a nondiscriminatory manner) which such em- 
ployees would receive under such laws if such employees were eligible 
for such benefits, or 

(iii) merely because the plan provides only for employees who are 
not eligible under another plau (which meets the requirements of sub- 
paragraph (A) ) of supplemental unen&ployment compensation benefits 
provided wholly by the employer the same benefits (or a portion of 
such benefits if determined in a nondiscriminatory manner) which such 
employees would receive under such other plan if such employees were 
eligible under such other plan, but only if the employees eligible 
under both plans would make a classification which would be nondis- 
criminatory within the meaning of subparagraph (A). 

(C) A plan shall be considered to meet the requirements of subparagraph 
(A) during the whole of any year of the plan if on one day in each quarter 
it satisfies such requirements. 

(D) 'Phe term "supplentental unemployment compensation benefits" means 
only- 

(i) benefits which are paid to an employee because of his involuntary 
separation from the employment of the employer (whether or not such 
separation is temporary) 'resulting directly from a reduction in force, 
the discontinuance of a plant or operation, or other similar conditions, 
and 

(ii) sick and accident benefits subordinate to the benefits described in 
clause (i). 

(E) L&'xemption shall not be denied under subsection (a) to any organiza- 
tion entitled to such exemption as an association described in paragraph (9) 
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of this subsection merely because such organization provides for the payment 
of supplemental unemployment benefits (as defined in subparagraph (D) (i) ). 

SEo. 2. (a) Subsection (a) of section 508 of the Internal Revenue 
Code of 1954 (relating to clenial of exemption to organizations engaged 
in prohibited transactions) is amended— 

(1) by revising paragraph (1) to read as follows: 
(1) GERERAL RULE. — 

(A) An organization described in section 501(c) (3) which is subject 
to the provisions of this section shall not be exempt froin taxation under 
section o01(a) if it has engaged in a prohibited transaction after July 
1, 190. 

(B) An organization described in section 501 (c) (17) which is subject 
to the provisions of this section shall not be exempt from taxation under 
section 501(a) if it has engaged in a prohibited transaction aEter De- 
cember 31, 1959. 

(C) An organization described in section 401(a) which is subject to 
the provisions of this section shall not be exempt froin taxation under 
section 501(a) if it has engaged in a prohibited transaction after March 
1, 1954. ", and 

(2) by striking out "section 501(c) (8)" in paragraph (2) and 
inserting in lieu thereof "section 501(c) (8) or (17) ". 

(b) Subsection (b) of such section 508 is amencled by striking out 
"section 501(c) (8)" and inserting in lieu thereof "section 501(c) (8) 
or (17) ". 

(c) Subsection (d) of such section 508 is amended by striking out 
"section 501(c) (8)" and inserting in lieu thereof "section 501(c) (8) 
or (17) ". 

(d) Subsection (h) of such section 508 is amended— 
(1) by striking out "section 401(a)" in the heading and insert- 

ing in lieu thereof "section 401(a) and section 501(c) (17)", and 
(2) by striking out "section 401(a)" in such subsection and 

inserting in lieu thereof "section 401(a) or section 501(c) (17) ". 
SEc. 8. (a) Subsection (a) (2) of section 511 of the Internal Reve- 

nue Code of 1954 (relating to imposition of tax on unrelated business 
income of charitable, etc. , organizations) is amended— 

(1) by striking out '~and (6)" in the heading of subparagraph 
(4) and insertin~g in lieu thereof "(6), and (17)", and 

(2) by stril-ing out "or (6)" in the first sentence of subpara- 
graph (A) and inserting in lieu thereof "(6), or (17) ". 

(b) Subsection (b) of such section 511 is amended by striking out 
"section 501(c) (8)" in paragraph (2) and inserting in lieu thereof 
"section 501(c) (8) or (17) ". 

Szc. 4. Section 518(b) (2) of the Internal Revenue Code of 1954 
(relating to the definition of unrelated trade or business) is amended 
by striking out "section 401(a)" and inserting. in lieu thereof "section 
401(a), or section 501(c) (17), ". 

SEc. 5. Section 514(c) of the Internal Revenue Code of 1954 (relat- 
HIg to business leases) is amended by adding at the end thereof the 
following new paragraph: 

(8) TRUSTS DESCBIBED IX SECTION 501 (C) (17) . — 
(A) In the case of a trust described in section 501(c) (17), or in the 

case of a corporation described in section 501(c) (2), all of the stoc)I 
of which was acquired before January 1, 1960, by a trust described in 
section 501(c) (17), any indebtedness incurred by such trust or such 
corporation before January 1, 1960, in connection with real property 
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which is leased before January 1, 1960, and any indebtedness incurred 
by such trust or such corporation ou or after such date necessary 
to carry out the terms of such lease, shall not be considered as an in- 
debtedness with respect to such trust or such corporation for purposes 
of this subsection. 

(B) In the application of paragraph (1), if a trust described in 
section 501(e) (17) forming part of a supplemental unemploymeut. corn. 
pensation benefit plan lends any money to another trust described in 
section 501(c) (17) forming part of the same plan, such loan shall not 
be treated as an indebtedness of the borrowing trust, except to the 
extent that the loaning trust- 

(i) incurs any indebtedness in order to make such loan, 
(ii) incurred indebtedness before the making of such loan which 

would not have been incurred but for the making of such loan, or 
(iii) incurred indebtedness after the making of such loan which 

would not have been incurred but for the making of such loan and 
which was reasonably foreseeable at the time of making such loan. 

SEc. 6. (a) Except as provided in subsection (b), the amendnlents 
made by this Act shall apply to taxable. years beginning after Decem- 
ber 31, 1959. 

(b) In the case of loans, the amendments made by section 2 of this 
Act shall apply only to loans made, renewed, or continued after De- 
cember 61, 1959. 

Approved July 14, 1960. 

PUBLIC LAW 86 — 707 
EIGHTY-SIXTH CONGRESS, SEPTEMBER 6, 1960 

H, R. 7758' 
An aet to improve the administration of overseas activities of the 

Government of the United States, aud for other purposes. 

Be it enaoted by the Senate and VofAge of Zep7esentativeg of the 
United States of Afnenca in Congfe8s aggevnbled, That titles I to V, 
inclusive, of this Act may be cited as the "Overseas Differentials and 
Allowances Act". 

E 

TITLE V — APPROPRIATION, REPEAL, AMENDATORY, AND MISCEL- 
LANEOUS PROVISIONS 

vs 

PART C AIISCELI. ANEOUS PROVISIONS 

SEc. 523. (a) Section 912 of the Internal Revenue Code of 1954 
(relating to exemption for certain allowances) is amended to read 
as follows: 
SEC. 912. EXEMPTIONS FOR CERTAIN ALLOWANCES. 

The following itenls shall not be included in gross income, and shall be exempt 
from taxation under this subtitle: 

(1) FoREIGN AREAs ALLowANGES. — In the case of civilian otI)cers and em- 
ployees of the Government of the United States, amounts received as allow- 
ances or otherwise (but not anlounts received as post difterentials) under— 

(A) title IX of the Foreign Service Aet of 1940, as amended (22 
U. S. C. , see. 1191 and following), 

(B) section 4 of the Central Intelligence Agency Aet of 1949, as 
amended (50 U. S. C. , see. 403e), 

' This publication of the lavv is restricted to excerpts involving internal revenue matters; Senate Report No. 1647, page 76". this Bulletin: House Report No. 902, page 760, this Bulletin. 
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(C) title II of the Overseas Differentials and Allorvances Act, or 
(D) subsection (e) or (f) of the first section of the Administrative 

Expenses Act of 1046, as amended, or section 22 of such Act. 
(2) Cosr-or-rrvzNo azzowaNcEs. — In the case of civilian oiilcers or em- 

ployees of the Government of the United States stationed outside the con- 
tinental United States (other than Alaska), amounts (other than amounts 
received under title II of the Overseas Differentials and Allorvances Act) 
received as cost-of-living allowances in accordance with regulations approved 
by the President. 

(b) Paragraphs (1) and (2) of section 912 of the Internal Revenue 
Code of 1954, as amended by subsection (a) of this section, shall apply 
only with respect to alnounts received on or after the date of the 
enactment of this Act in taxable years ending on or after such date. 

Approved September 6, 1960. 
e 

PUBLIC LAW 86 — 728 
EIGHTY-SIXTH CONGRESS, SEPTEMBER 8, 1960 

S. 2686 s 

An Act to amend the Foreign Service Act of 1946, as amended, and 
for other purposes. 

Be it enacted by the Senate and IIouse of Representatives of the 
United States of America in, Congress assembled, That this Act may 
be cited as the "Foreign Service Act Amendments of 1960". 

SEC. 51. Paragraph (4) of section 104(a) of the Internal Revenue 
Code of 1954 (26 U. S. C. 104(a) (4) ) (relating to the exclusion fronl 
gross income of compensation for injuries and sickness) is hereby 
amended to read as follows: 

(4) amounts received as a pension, annuity, or similar allowance for per- 
sonal injuries or sickness resulting from active service in the armed forces 
of any country or in the Coast and Geodetic Survey or the Public Health 
Service, or as a disability annuity payable under the provisions of section 881 
of the Foreign Service Act of 1946, as amended (22 U. S. C. 1081; 60 Stat. 1021) . 

Approved September 8, 1960. 

PUBLIC LcUV 86 — 783 
EIGHTY-SIXTH CONGRESS, SEPTEMBER 8, 1960 

H. R. . 11818 " 
An act to amend the AIenominee Termination Act 

Be it enacted by the Senate and IIouse of Representatives of the 
United States of America in Congress assembled, That section 7 of 
the Act, of June 17, 1954 (68 Stat. 250), as amended (25 U. S. C. 891), 

s This publication of the law is restricted to excerpts involving internal revenue matters; 
Senate Report No. SSO, House Report No. 2104, aud Conference Report No. 2176 are not 
published herein. 

'e House Report No. 1S24 and Senate Report No. 1007 are not published hereiu. 
5S5726' — 61 — 45 
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is further amended by changing the sixth and seventh sentences to 
read as follows: 

If the Menominee Tribe and the Secretary cannot agree upon a plan within 
the aforementioned six-month period, or if they agree upon a plan within such 
period and the tribal corporation and voting trust contemplated by the plan are 
not established prior to March 1, 1'061, the Secretary shall transfer the tribal 
property to a trustee of his choice for the management or disposition for the 
benefit of the Menominee Tribe. The responsibility of the United States to 
furnish all such supervision and services to the tribe and to the members thereof, 
because of their status as Indians, shall cease on April 80, 1961, or on such earlier 
date as may be agreed upon by the tribe and the Secretary. 

SEc. o. The first sentence and proviso of section 8 of said Act of 
June 17, 1054, as amended, are hereby amended to read as follows: 

On or before April 80, 1961, the Secretary is authorized to transfer to the tribal 
corporation or to a trustee of the Secretary's choice, as provided in Section 7 of 
this Act, the title to all property, real and personal, held in trust by the United 
States for the tribe. The Secretary is hereby directed to begin immediate ne- 
gotiations with a private trustee of his choice to perfect a trust agreenIent so 
that if by March 1, 1961, the tribal corporation is not functioning, the Secretary 
will be prepared to transfer title to such property to said trustee as soon after 
March 1, 1961, as possible, but in no event later than April 80, 1961. 

SEc. 8. Section 0 of said Act of June 17, 1054, as amended, is fur- 
ther amended as follows: 

SEc. 9. No distribution, conveyance, or transfer of title to assets and no 
issuance or distribution of securities pursuant to the plan approved by the Secre- 
tary under the provisions of this Act shall be subject to any Federal or State 
transfer, issuance, or income tax: Provided, That nothing contained in this Act 
shall exempt the recipient of any cash distribution made hereunder from pay- 
ment of income tax for the year in which the distribution is made on that portion 
of his share thereof which consists of interest on funds deposited in the Treasury 
of the United States pursuant to the Supplemental Appropriation Act, 19o2 (6o 
Stat. 786, 764). Following any distribution, conveyance, transfer, or issuance as 
aforesaid, the assets and securities which are held by, and any income derived 
therefrom which is received by or payable to, any person, or any corporation or 
organization as provided in section 8 of this Act, shall be subject to the same 
taxes, State and Federal, as in the case of non-Indians, except that the basis of 
any valuation for purposes of Federal income tax on gains or losses shall be 
the value of the property on the date title is transferred by the United States 
pursuant to section 8 of this Act. 

SEc. 4. The Act of June 17, 1954, as amended, is further arnenoled 
by adding at the end thereof a new section 14 as follows: 

Src. 14. Nothwithstanding any other provision of this Act, the Secretary of 
the Interior is authorized to contract with the Wisconsin Department of Public 
Instruction, prior to the date for terminating Federal responsibilities, for the 
completion of a vocational or undergraduate college program of any member of 
the Menominee tribe who has been accepted for such program prior to the 
termination date. 

Approved September 8, 1960. 

PUBLIC LAW 86 — 761 
EIGHTY-SIXTH CONGRESS, SEPTEMBER 18, 1960 

H. R. 7000 " 
An Act to provide for the conveyance of certain land of the United 

States to the Citizen Band of Potawatomi Indians of Oklahoma 

Be it enacted by the iS'enote and IIouse of RepresentotiiIes of the 
United 8totes of Aniezv'ea in, Congi"ess assembled, That the Secretary 

n House Report Xo. 1661 and Senate Report No. 1606 are not published herein. 
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of the Interior is authorized and directed to convey to the Citizen 
Band of Potawatomi Indians of Oklahoma, all right, title, and inter- 
est of the United States in and to approximately 57. 99 acres of land 
more particularly described in section 9 of this Act, subject to the 
right of the Absentee Shawnee of Oklahoma, Sac and Fox of Okla- 
homa, Kickapoo of Oklahoma, and Iowa Tribe of Oklahoma to use 
the Potawatomi community house that may be constructed and main- 
tained thereon. The title of the tribe thereto shall be subject to no 
exemption from taxation or restriction on use, management or dis- 
position because of Indian ownership. 

SFc. 2. The property referred to in the first section of this Act is 
nlore particularly described as follows: Lot 1 (northwest quarter of 
northwest quarter) and north half of lot 9 (north half of southwest 
quarter of northv est quarter) and the part of the north half of the 
southeast quarter of the northwest quarter laving west of the east 
right-of-way line of Oklahoma State Ilighway Xumbered 18, all in 
section 81, township 10 north, range 4 east of tlte Indian meridian, in 
Pottawatomie County, Oklahoma, , and containing 57. 99 acres more 
or less. 

Sgc. 8. The Indian Claims Commission is directed to determine in 
accordance with the provisions of section 0 of the Act of August 18, 
1946 (60 Stat. 1050), the extent to which the value of. the title con- 
veyed by this Act should or should not be set ofi' against any claim 
against the United St;ltes determined by the Commission. 

Approved September 18, 1960. 

PUBLIC LA%V 86 — 778 
EIGHTY-SIXTII CONGRESS, SEPTEMBER loo, 1960 

H. R. 12580 ta 

An act to extend and improve coverage under the Federal Old- 
Age, Survivors, and Disability Insurance System and to remove 
hardships and inequities, improve the financing of the trust funds, 
and provide disability benefits to additional individuals under such 
system; to provide grants to States for medical care for aged 
individuals of low income; to amend the public assistance and 
maternal and child welfare provisions of the Social Security Act; to 
improve the unemployruent compensation provisions of such Act; 
and for other purposes. 

Be it enacted by the Senate and House of P~epresentati~es of the 
United States of America in Congress assernbted, That this Act, 
divided into titles and sections according to the following table of 
contents, may be cited as the "Social Secltrity Amendments of 1960". 

TABLE OF CONTEXTS 

TITLE I — COVERAGE 

Sec. 101. Extension of time for ministers to elect coverage. 

Sec. 108. Extension of the program to Guam and American Samoa. 
Sec. 104. Service of parent for son or daughter. 

~ This publication of the law is restricted to excerpts involving internal revenue matters; 
Bouse Report No. 1799, page 766, this Bulletin; Senate Report No. 1666, page 792, this 
Bulletin; Conference Rcport No. 2166, page 807, this Bulletin. 
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Sec. 105. Employees of nonprofit organizations. 
Sec. 106. American citizen employees of foreign governments and International 

organizations. 

TITLE V — EMPLOYMENT SECURITY 

Part 1 — Short Title 
Sec. 501. Short title. 

Part 2 — Employment Security Administrative Financing Amendments 

Sec. 523. Amendments to the Federal Unemployment Tax Act. 
Sec. 524. Conforming amendments. 

Part 3 — Extension of Coverage Under Unemployment Compensation Program 

Sec. 531. Federal instrumentalities. 
Sec. 532. American aircraft. 
Sec. 533. Feeder organizations, etc. 
Sec. 534. Fraternal beneficiary societies, agricultural organizations, voluntary 

employees' beneficiary associations, etc. 
Sec. 535. Effective date. 

Part 4 — Extension of Federal-State Unemployment Compensation Program 
to Puerto Rico 

Sec. 543. Extension of Federal Unemployment Tax Act. 

TITLE I — COVERAGE 

EXTENSION OF TIME FOR MINISTERS TO ELECT COVERAGE 

SEC. 101. (a) Clause (B) of section 1409(e) (9) of the Internal 
Revenue Code of 1954 (relating to time for filing waiver certificate) is 
amended by strikin~ out o1956" and inserting in lieu thereof "1959". 

(b) Section 14%(e) (8) of such Code (relating to effective date of 
certificate) is amended to read as follows: 

(3) (A) EFFEcTIVK DATE CF GERTIFIGATE. — A certificate filed yursuant to 
this subsection shall be effective for the taxable year immediately preceding 
the earliest taxable year for which, at the time the certificate is filed, the 
period for filing a return (including any extension thereof) has not expired, 
and for all succeeding taxable years. An election made pursuant to this sub- 
section shall be irrevocable. 

(B) Notwithstanding the first sentence of subparagrayh (A), if an in- 
dividual field a certificate on or before the date of enactment of this sub- 
paragraph which (but for this subparagraph) is effective only for the first 
taxable year ending after 1956 and all succeeding taxable years, such 
certificate shall be effective for his first taxable year ending after 1955 and 
all succeeding taxable years if- 

(i) such individual files a supylemental certificate after the date of 
enactment of this subparagraph and on or before April 15, 1962, 

(ii) the tax under section 1401 in respect of all such individual's 
self-employment income (except for underpayments of tax attributable 
to errors made in good faith) for his first taxable year ending after 
1955 is paid on or before April 15, 1962, and 

(iii) in any case where refund has been made of any such tax which 
(but for this subparagraph) is an overpayment, the amount refunded 
(including any interest paid under section 6611) is repaid on or before 
April 15, 1962. 

The provisions of section 6401 shall not apply to any payment or repayment 
described in this subparagraph. 
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(c) Section 1402(e) of such Code is further amended by a. dding at 
the end thereof the following new paragraph: 

(O) OPTIONAL PROVISION FOR CERTAIN CEliTIFICATKS FILED OX OR RKFOliE 

i&PRIL 15, 1962. — Ill any case where an individual has derived earnings, in 
any taxable year ending after 1!R&4 and before 1900, from the performance 
of service described in subsection (c) (4), or in subsection (c) (5) (as in 
effect prior to the enactment of this paragraph) insofar as it relate&i to the 
performance of service by an individual in the exercise of his profession 
as a Christian Science practitioner, and has reported such earnings as self- 
employment income ou a return filed on or before the date of the enactment 
of this paragraph and on or before the due date prescribed for filing such 
return (including any extension thereof)— 

(A) a certificate filed by such individual (or a fiduciary acting for 
such individual or his estate, or his survivor ivithin the meaning of 
section 20 &(c) (1) (C) of the Social Security Act) after the date of the 
enactment of this l&aragraph and on or before April 15, 1902, may be 
effective, at the election of the person filing such certificate, for the 
first taxable year ending after 1954 and before 1900 for which such a. 
return was filed, and for all succeeding taxable years, rather than for 
the period prescribed in paragraph (8), and 

(B) a certificate filed by such individual on or before the date of the 
enactment of this paragraph which (but for this subparagraph) is 
ineifective for the first taxable year ending after 1954 and before 1959 
for which such a. return ivas filed shall be elective for such first taxable 
year, and for all succeeding taxable years, provided a supplemental 
certificate is filed bv such individual (or a fiduciary acting for such 
individual or his estate, or his survivor within the nieaning of section 
205(c) (1) (C) of the Social Security Act) after the date of the euact- 
ment of this paragraph and on or before April 15, 1902, 

but only if- 
(i) the tax under section 1401 in respect of all such individual's 

self-employment income (except for underpayments of tax attributable 
to errors made in good faith), for each such year ending before 1900 
in the case of a certilicate described in subparagraph (A) or for each 
such vear ending before 19or9 iu the case of a certificate described in 
subparagraph (B), is paid on or before April lo, 1962, and 

(ii) in any case where refund has been made of any such tax which 
(but for this paragraph) is an overpayment, the amount refunded 
(including any interest paid under section 0011) is repaid on or before 
April lfi, 1902. 

The provisions of section 6401 shall not apply to any pavment or repayment 
described in this paragraph. 

(d) In the case of a certificate or supplemental certificate filed 
pursuant to section 1402(e) (3) (B) or (5) of the Internal Revenue 
Code of 1954— 

(1) for purposes of computing interest, the due date for the 
payment of the tax under section 1401 which is due for any tax- 
able year ending before 1959 solely by reason of the filing of a 
certificate whicli is effective under such section 1402(e) (3~) (B) 
or (5) shall be A. pri115, 1962; 

(2) the statutory period for the assessment, of any tax for anv 
such year which is attributable to the filing of such certificate 
shall not expire before the expiration of 3 years from such due 
date; and 

(3) for purposes of section 6651 of such Code (relating to 
addition to tax for failure to file tax return), the aniount of tax 
required to be shown on the return sh;ill not include such tax 
under section 1401. 



(f) The amendments made by this section shall be applicable 
(except as othewise specifically indicated therein) only with respect, 
to certificates (and supplemental certificates) filed pursuant to sec- 
tion 1402(e) of the Internal Revenue Code of 1M4 after the date of 
the enactment of this Act; 

EXTENSION OF THE PROGRAM TO GUAM AND AMERICAN SAMOA 

SEC. 108. 

(k) (1) Section 1409(a) of the Internal Revenue Code of 1054 
(relating to definition of net earnings from self-employment) is 
amended by striking out the period at the end of paragraph (8) 
and inserting in lieu thereof "; and", and by inserting after para- 
graph (8) the following new paragraph: 

(9) the term "possession of the United States" as used in sections 931 
(relating to income from sources within possessions of the United States) 
and 932 (relating to citizens of possessions of the United States) shall be 
deemed not to include the Virgin Islands, Guam, or American Samoa. 

(o) Clauses (v) and (vi) in the last sentence of such section 
140o(a) are each amended by striking out "paragraphs (1) through 
(7)" and inserting in lieu thereof "paragraphs (1) through (7) and 
paragraph (9) ". 

(1) The last sentence of section 1409(b) of such Code (relating to 
definition of self-employment income) is amended by striking out 
"the Virgin Islands or a resident of Puerto Rico" and inserting in 
lieu thereof "the Commonwealth of Puerto Rico, the Virgin Islands, 
Guam, or American Samoa". 

(m) Section 1408(b) (9) of such Code (relating to cross refer- 
ences) is amended by inserting ", Guam, American Samoa, " after 
"Virgin Islands". 

(n) Section 8191(b) (7) of such Code (relating to definition of 
employment) is amended to read as follows: 

(7) service performed in the employ of a State, or any political sub- 
division thereof, or any instrumentality of any one or more of the fore- 
going which is wholly owned thereby, except that this paragraph shall not 
apply in the case of— 

(A) service which, under subsection (1), constitutes covered trans- 
portation service, or 

(B) service in the employ of the Government of Guam or the Gov- 
ernment of American Samoa or any political subdivision thereof, or 
of any instrumentality of any one or more of the foregoing which is 
wholly owned thereby, performed by an oflicer or employee thereof 
(including a member of the legislature of any such Government or 
political subdivision), and, for purposes of this title with respect to the 
taxes imposed by this chapter- 

(i) any person whose service as such an oflicer or employee is 
not covered by a retirement system established by a law of the 
United States shall not, with respect to such service, be regarded 
as an employee of the United States or any agency or instrumen- 
tality thereof, and 

(ii) the remuneration for service described in clause (i) (includ- 
ing fees paid to a public oflicial) shall be deemed to have been paid 
by the Goverment of Guam or the Government of American Sa- 
moa or by a political subdivision thereof or an instrumentality of 
any one or more of the foregoing which is wholly owned thereby, 
Ivhichever is appropriate;. 
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(o) Section 31ol(b) of such Code is further amended— 
(1) by striking out, "or" at the end of paragraph 16), 
(2) by striking out the period at the cnd of paragraph (17) 

and inserting in lieu th. ereof "; or", and 
(6) by adding at the end thereof the following new para- 

gi aph: 
(18) services performccl in Guam by a resident of the Republic of the Philip- 

pines while in Guam on a temporary basis as a nonimmigrant alien admitted to 
Guam pursuant to section 101(a) (15) (H) (ii) of the Inimigratiou and ibation- 
ality Act (8 U. S. C. 1101(a) (15) (H) (ii) ). 

(p) Section 8121(e) of such Code (relating to definition of State, 
United States, and citizen) is amended to read~as follows: 

(e) STATE, UNITED STATEs, AND CITIzENs. — For purposes of this chapter— 
(1) STATE. — The terni "State" inc. ludes the 1)istrict of Columbia, the Com- 

monwealth of Puerto Rico, the Virgin Islands, Guam, and Antericau Samoa. 
(2) UNITED STATEs. — The term "Uuitcd States" when used in a geo- 

graphical sense includes the Contmonwealth of Puerto Rico, the Virgin 
Islands, Guam, and American Samoa. 

An individual who is a citizen of the Commonwealth of Puerto Rico (but not 
otherwise a citizen of the United States) shall be considered, for purposes of 
this section, as a citizen of the United States. 

(ci) (1) Subchapter C. of chapter o1 of such Code (general provi- 
sions relating to tax under Federal Insurance Contribiitions Act) is 
amended by redesignating section 6125 as section 3126, and by insert- 
ing after section 8194 the following neiv section: 
SEC. 3125. RETURNS IN THE CASE OF GOVERNMENTAL EMPLOYEES IN GUAM AND 

AMERICAN SAMOA. 

(a) Gvxxc. — The return and payment of the taxes imposed by this chapter on 
the income of individuals who are officers or employees of the Govermneut of 
Guam or any political subdivision thereof or of any instrumentality of any one 
or more of the foregoing which is wholly owned thereby, and those iinposed on 
such Government or political subdivision or instrumentality with respect to 
having such individuals in its employ, may be made by the Goveruor of Guam or 
bv such agents as he may designate. The person making such return may, for 
convenience of administration, mal-e payments of the tax imposed under section 
8111 with respect to the service of such individuals without regard to the $4, 800 
limitation in section 8121(a) (1). 

(b) AMERicAN SAMDA. — The return and payment of the taxes imposed by t. his 
chapter on the income of individuals who are oflicers or employees of the Gov- 
ernment of American Samoa or any political subdivision thereof or of any in- 
strumentality of any one of more of the foregoing which is wholly owned thereby, 
and those imposed on such Government or political subdivision or instrumentality 
with respect to having such individuals in its employ, may be made by the 
Governor of American Sanioa or by such agents as he uiay designate. The per- 
son malcing such return niay, for convenience of administration, make payments 
of the tax imposed under section 8111 with respect to the service of such indi- 
viduals without regard to the $4 800 limitation in section 8121(a) (1). 

(2) The table of sections for such subcliapter C is amended by 
striking out 
Sec. 3125, Short title. 
and inserting in lieu thereof: 
Sec. 8125. Returns in the case of governmental employees in Guam and 

American Samoa. 
Sec. 8120. Short title. 

(r) (1) Section 6205(a) of such Code (relating to adjustment of 
tax) is amended by adding at the end tliereof the following new 
paragraph: 
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(3) GUAM oR AMERIOAN SAMoA As EMPI. oYER. — For PurPoses of this sub- 
section, in the case of remuneration received during any calendar year from 
the Government of Guam, the Government of American Salnoa, a political 
subdivision of either, or any instrumentality of any one or more of the 
foregoing which is wholly owned thereby, the Governor of Guam, the 
Governor of American Samoa, and each agent designated by either who 
makes a return pursuant to section 3125 shall be deemed a separate 
employer. 

(2) Section 6413(a) of such Code (relating to adjustment of tax) 
is amended by adding at the end thereof the following new 
paragraph: 

(3) GUAM oR A. MERIcAN sAMGA As EMPLGYER. — For PurPoses of this sub- 
section, in the case of remuneration received during any calendar year from 
the Government of Guam, the Government of American Samoa, a political 
subdivision of either, or any instrulnentality of any one or more of the 
foregoing which is wholly owned thereby, the Governor of Guam, the 
Governor of American Samoa, and each agent designated by either who 
nlakes a return pursuant to section 3125 shall be deemed a separate employer. 

(8) Section 6418(c) (2) of such Code (relating to applicability of 
special rules to certain employment taxes) is amended by adding at 
the end thereof the following new subparagraphs: 

(D) GovERNMENTAL EMPLGYEEs IN GUAM. — In the ease of remunera- 
tion received from the Government of Guam or any political subdivision 
thereof or from any instrumentality of any one or more of the fore- 
going which is wholly owned thereby, during any calendar year, the 
Governor of Guam and each agent designated by him who makes a 
return pursuant to section 312o(a) shall, for purposes of this subsec- 
tion, be deemed a separate employer. 

(E) GovERNMENTAL EMPLGYEEs IN AMERIOAN sAMGA. — In the ease of 
remuneration received from the Government of American Samoa or any 
political subdivision thereof or from any instrumentality of any one 
or more of the foregoing which is wholly owned thereby, during any 
calendar year, the Governor of American Samoa and each agent des- 
ignated by him who makes a return pursuant to section 3125(b) shall, 
for purposes of this subsection, be deemed a separate employer. 

(4) The heading of such section 6418(c) (2) is amended by striking 
out AND EMPLGYEEs QF cERTAIN FoREIGN coRPGRATIGNs and inserting 
in lieu thereof l EMPLGYEEs oF cERTAIN FGREIGN coRPQRATIQNs) AND 

GOVERNMENTAL EMPLOYEES IN GUAM AND AMERICAN SAMOA 

(s) Section 7218 of. such Code (relating to unauthorized disclosure 
of information) is amended by redesignating subsection (d) as sub- 
section (e) and by inserting after subsection (c) the following new 
subsection: 

(d) DIscLosUREs BY CERTAIN DELEGATEs or SEORETARY. — All provisions of law 
relating to the disclosure of information, and all provisions of law relating to 
penalties for unauthorized disclosure of information, which are applicable m 
respect of any function under this title when performed by an oflicer or em- 
ployee of the Treasury Department are likewise applicable in respect of such 
function when performed by any person who is a "delegate" within the meaning 
of section 7701(a) (12) (8). 

(t) Section 7701(a) (12) of such Code (relating to definition of 
delegate) is amended to read as follows: 

(12) DELEGATE. — 
(A. ) IN GENERAL. — The term "Secretary or his delegate" means the 

Secretary of the Treasury, or any oil)cer, employee, or agency of the 
Treasury Department duly authorized by the Secretary (directly, or ' 

indirectly by one or more redelegations of authority) to perform the 
function mentioned or described in the context, and the term "or his 



delegate" when used in connection with any other oflicial of the United 
States shall be similarly construed. 

(8) PERFCRMANOE oF cERTAIN FUNGTIoNB IN GUANI oR AMERIcAN 
sAMoA. — The term "delegate", in relation to the performance of func- 
tions in Guan& or American San&oa with respect to the taxes in&posed 
by chapters 2 and 21, also includes any oflicer or e1nployee of any other 
departn1ent or agency of the l'. Rited States, or of any possession thereof, 
duly authorized by the Secretary (directly, or imlire&. tlv by one or 
more redelegations of authority) to perforn1 such functions. 

(u) Section 30 of the Or& anic Act of Guam (18 U. S. C. , sec. 14olh) 
is amended by inserting before the period at the end thereof the fol- 
lowing: "; except that nothing in this A. ct shall be construed to apply 
to any tax imposed by chapter 2 or 21 of the Internal Revenue Code 
of 1954". 

(v) (1) The amendments made by subsection (a) shall apply only 
with respect to reinterments after the date of the enactment of this 
Act. The amendments made by subsections (b), (e), and (f) shall 
apply only with respect to service performed after 1960; except 
that insofar as the carrying on of a trade or business (other than per- 
formance of service as an employee) is concerned, such amendments 
shall apply only in the case of taxable years beginning after 
1960. The amendments made by subsection (d), (i), (o), and (p) 
shall apply only v ith respect to service performed after 1960. The 
amendments made by subsections (h) and (l) shall apply only in the 
case of taxable years beginning after 1960. The amendments made 
by subsections (c), (n), (q), and. (r) shall apply only with respect 
to (1) service in the employ of the Government of Guam or any 
political subdivision thereof, or any instrumentality of any one or 
more of the foregoing wholly owned thereby, which is performed after 
1960 and after the calendar quarter in which the Secretary of the 
Treasug receives a certification by the Governor of Guam that legis- 
lation has been enacted by the GoveiTIment of Guam expressing its 
desire to have the insurance system established by title II of the 
Social Security Act extended to the o%cers and. employees of such 
Government and such political subdivisions and instrumentalities, 
and (2) service in the employ of the Government of American Samoa, 
or any political subdivision thereof or any instrumentality of any one 
or more of the foregoing ~holly owned thereby, which is performed 
after 1960 and after the calendar quarter in ~which the Secretary 
of the Treasury receives a certification by the Governor of American 
Samoa that the Government of American Samoa desires to have the 
insurance system established by such title II extended to the oScers 
and employees of such Government and such political subdivisions 
and instrumentalities. The amendments made by subsections (g) 
and (k) shall apply only in the case of taxable years beginning after 
1960, except that, insofar as they involve the nonapplication of sec- 
tion 982 of the Internal Revenue Code of 1954 to the Virgin Islands 
for purposes of chapter 9 of such Code and section 911 of the Social 
Security A. ct, such amendments shall be efFective in the case of all 
taxable years with respect to which such chapter 9 (and corresponding 
provisions of prior law) and such section 211 are applicable. The 
amendments made by subsections (j), (s), and (t) shall take efFect, 
on the date of the enactment of this Act; and there are authorized to 
be appropriated such sums as may be necessary for the performance 
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by any oifice or employee of functions delegated to him by the 
Secretary of the Treasury in accordance with the amendment made 
by such subsection (t). 

(2) The amendments made by subsections (c) and (n) shall have 
application only as expressly provided therein, and determinations 
as to whether an ofiicer or employee of the Government of Guam or 
the Government of American Samoa or any political subdivision 
thereof. , or of any instrumentality of any one or more of the foregoing 
which is wholly owned thereby, is an employee of the United States 
or any agency or instrumentality thereof within the meaning of any 
provision of law not afFected by such amendments, shall be made with- 
out, any inferences drawn from such amendments. 

(8) The repeal (by subsection (j) (1) ) of section o19 of the Social 
Security Act, , and the elimination (by subsections (e), (f), (h), 
(j) (2), and (j) (8) ) of other provisions of such Act making reference 
to such section 919, shall not be construed as changing or otherwise 
afi'ecting the efFective date specified in such section for the extension 
to the Commonwealth of Puerto Rico of the insurance system under 
title II of such Act, the manner or consequences of such extension, or 
the status of any individual with respect, to whom the provisions so 
eliminated are applicable. 

SERVICE OF PARENT FOR SON OR DAUGHTER 
SEc. 104. 

(b) Section 8121(b) (8) of the Internal Revenue Code of 1954 
(related to definition of employment) is amended to read as follows: 

(3) (A) service performed by an individual in the employ of his spouse, 
and service performed by a child under the age of 21 in the employ of his 
father or mother; 

(B) service not in the course of the employer's trade or business, or 
domestic service in a private home of the employer, performed by an in- 
dividual in the employ of his son or daughter;. 

(c) The amendments made by subsections (a) and (b) shall apply 
only with respect to services performed after 1960. 

EMPLOYERS OF NONPROFIT ORGANIZATIONS 

SEC. 105. (a) (1) The first sentence of section 3121(k) (1) (A) of 
the Internal Revenue Code of 1954 (relating to waiver of exemption 
by religious, charitable, and certain other organiza, tions) is amended 
by striking out "and that at least two-thirds of its employees concur 
in the filing of the certificate". 

(2) The second sentence of such section 8191(k) (1) (A) is amended 
by inserting "(if any)" after "each employee". 

(8) Section 8191(k) (1) (E) of such Code is amended by striking 
out the last two sentences and inserting in lieu thereof: "An organiza- 
tion which has so divided its employees into two groups may file a 
certificate pursuant to subparagraph (A) with respect to the em- 

ployees in either group, or may file a separate certificate pursuant 
to such subpa, ragraph with respect to the employees in each group. " 

(b)(1) If- 
(A) an individual performed service in the employ of an 

organization after 1950 with respect to which remuneration was 
paid before July 1, 1960, and such service is excepted from em- 
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ployment under section 210 (a) (8) (B) of the Social Security Act, 
(B) such service ii ould have constituted employment as defined 

in section 210 of such Act if the requirements of section 6121 
(k) (1) of the Internal Revenue Code of 1054 (or corresponding 
provisions of prior law) were satisfied, 

(C) such organization paid before August 11, 1960, any 
amount, as taxes imposed by sections 3101 and 6111 of. the In- 
ternal Revenue Code of 1054 (or corresponding provisions of 
prior law), with respect to such reniuneration paid by the organ- 
ization to the individual for such service, 

(D) such individual (or a fiduciary acting for such indiviclual 
or his estate, or his survivor (within the me~aning of section 205 
(c) (1) (C) of the Social Security Act) ) requests that such re- 
muneration be deemed to constitute remuneration for employment 
for purposes of title II of the Social Security Act, and 

(E) the request is made in such form and manner, and with 
such oKcial, as may be prescribed by regulations made by the 
Secretary of Health, Education, and A~elf are, 

then, subject, to the conditions stated in paragraphs (2), (, '3), and (4), 
the iemuneration with respect to v hich the amount has bee~n paid as 
taxes shall be deemed to constitute remuneration for employment, for 
purposes of title II of the Social Security A. ct. 

(2) Paragraph (1) sliall not apply with respect to an individual 
unless the organization referred to in paragraph (1) (A)— 

(A) on or before the date on which the request, described in 
paragraph (1) is made, has filed a certificate pursuant to section 
3121(k) (1) of the Internal Revenue Code of 1054 (or correspond- 
ing provisions of prior law), or 

(B) no longer has any individual in its employ for remunera- 
tion at the time such request is made. 

(6) Paragraph (1) shall not apply with respect to an individual 
who was in the employ of the organization referred to in paragraph 
(2) (A) at any time during the 24-month period following tlie cal- 
endar quarter in which the certificate was filed, unless the organiza- 
tion paid an amount as taxes under sections 8101 and 8111 of the 
Internal Revenue Code of 1954 (or corresponding provisions of prior 
law) with respect to remuneration paid by the organization to the 
employee during some portion of such 24-month period. 

(4) If credit or refund of any portion of the amount referred to 
in paragraph (1) (C) (other th. an a credit or refund which would 
be allowed if the service constituted employment for purposes of 
chapter 21 of the Internal Revenue Code of 1954) has been obtained, 
paragraph (1) shall not apply with respect to the individual unless 
the amount credited or refunded (including any interest under sec- 
tion 6611) is repaid before January 1, 1068. 

(5) If- 
(A) any remuneration for service performed by an individual 

is deemed pursuant to paragraph (1) to constitute remuneration 
for employment for purposes of title II of the Social Security 
Act, 

(B) such individual performs service, on o after the date on 
which the request is made, in the employ of the organization re- 
ferred to in paragraph (1) (A), and 
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(C) the certificate filed by such organization pursuant to sec- 
tion 3121(k) (1) of the Internal Revenue Code of 1954 (or corre- 
sponding provisions of prior law) is not effective with respect 
to service performed by such individual before the first day of 
the calendar quarter following the quarter in which the request 
is made, 

then, for purposes of clauses (ii) and (iii) of section 210(a) (8) (B) 
of the Social Securial Act and of clauses (ii) and (iii) of section 
3121(b) (8) (8) of the Internal Revnue Code of 1954, such individual 
shall be deemed to have become an employee of such organization 
(or to have become a member of a group described in section 3121 
(k) (1) (E) of such Code) on the first day of the calendar quarter 
following the quarter in which the request is made. 

(6) Section 403(a) of the Social Security Amendments of 1954 is 
amended by striking out "filed in such form and manner" and insert- 
ing in lieu thereof "filed on or before the date of the enactment of the 
Social Security Amendments of 1960 and in such form and manner". 

(c) (1) Section 1402 of such Code is further amended by adding at 
the end thereof the following new subsection: 

(g) TREATMENT oF CERTAIN REMUNERATIGN ERRGNEGUSLY I(EPGRTED As YET 
EARNINGS FROM SELF-EMPLGTMENT. — If— 

(1) an amount is erroneously paid as tax under section 1401, for any 
taxable year ending after 1964 and before 1962, with respect to remuner- 
ation for service described in section 8121 (b) (8) (other than service 
described in section 8121(b) (8) (A) ), and such remuneration is reported 
as self-einployment income on a return filed on or before the due date 
prescribed for filing such return (including any extension thereof), 

(2) the individual who paid such amount (or a fiduciary acting for such 
individual or his estate, or his survivor (within the meaning of section 
205(c) (1) (C) of the Social Security Act) ) requests that such remuneration 
be deemed to constitute net earnings from self-employment. 

(3) such request is filed after the date of the enactment of this para- 
graph and on or before April 16, 1962, 

(4) such remuneration was paid to such individual for services performed 
in the employ of an organization which, on or before the date on which 
such request is file&1, has filed a certificate pursuant to section 8121(k), and 

(6) no credit or refund of any portion of the amount erroneously paid 
for such taxable year as tax under section 1401 (other than a credit or 
refund which would be allowable if such tax were applicable with respect 
to such remuneration) has been obtained before the date on which such 
request is filed or, if obtained, the amount credited or refunded (including 
any interest under section 6611) is repaid on or before such date, 

then, for purposes of this chapter and chapter 21, any amount of such remuner- 
ation which is paid to such individual before the calendar quarter in which such 
request is filed (or before the succeeding quarter if such certilicate first be- 
comes elective with respect to services performed by such individual in such 
succeeding quarter), and with respect to which no tax (other than an amount 
erroneously paid as tax) has been paid under chapter 21, shall be deemed to 
constitute net earnings from self-employinent and not remuneration for employ- 
ment. Eor purposes of section 8121(b) (8) (B) (ii) and (iii), if the certificate 
filed by such organization pursuant to section 3121(k) is not effective with re- 
spect to services performed by such individual on or before the first day of the 
calendar quarter in which the request is filed, such individual shall be deemed 
to have become an employee of such organization (or to have become a membe~ 
of a group described in section 8121(k) (1) (E) ) on the first day of the succeed- 
ing quarter. 

(2) Remuneration which is deemed under section 1402(g) of the 
Internal Revenue Code of 1954 to constitute net earnings from self- 
employment and not, remuneration for employment shall also be 
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deemed, for purposes of title II of the Social Security Act, to consti- 
fute net earnings from self-employment and not, remuneration for 
employment. If, pursuant to the last sentence of section 1402(g) of 
the Internal Revenue Code of 1954, an individual is deemed to have 
become an employee of;in organization (or to have become a member 
of a group) on the first day of a calendar quarter, such individual 
shall likewise be deemed, for purposes of clause (ii) or (iii) of section 
210(a) (8) (B) of the Social Security Act, to have become an employee 
of such organization (or to have become a member of such group) 
on such day. 

(d) (1) The amendments made by subsection (a) shall apply only 
with respect to certificates filed under section 3121(k) (1) of the 
Internal Revenue Code of 1954 after the date of the enactment of 
this Act. 

AMERICAN CITIZEN EMPLOYEES OF FOREIGN GOVERNMENTS AND INTERNATIONAL 
ORGANIZATIONS 

SFC. 106. 

(b) Section 1402(c) (2) of the Internal Revenue Code of 1954 (re- 
lating to definition of trade or business) is amended to read as 
follows: 

(2) the performance of service by an individual as an emplovee, other 
than— 

(A) service described in section 8121(b) (14) (B) performed by an 
individual who has attained the age of 18, 

(B) service described in section 8121(b) (16), 
(C) service described in section 8121(b) (11), (12), or (lor) per- 

formed in the Utfited States (as defined in section 8121(e) (2) ) by a 
citizen of the Uuited States, and 

(D) service described in paragraph (4) of thi subsection; 

(c) The amendments made by this section shall apply only with 
respect to taxable years ending on or after December 31, 1960; 

a 

TITLE V — EMPLOYMENT SECURITY 

Part 1 — Short Title 

SEc. 501. This title may be cited as the "Employment Security Act 
of 1960". 
SEG. 522. n ~ s 

(b) 
(2) For purposes of section 3302(c) of the Federal Unemploy- 

ment Tax Act and titles IX and XII of the Social Security Act, if 
any amount is transferred pursuant to paragraph (1) to the un- 
employment account of any State, such amount shall be treated 
as an advance made before the date of the enactment of this Act. 

AMENDMENTS To THE FEDERAL UNEMPLOYMENT TAX ACT 

Increase in Tax Rate 

SEC. 523. (a) Section 3301 of the Internal Revenue Code of' 1954 
(relating to rate of tax under Federal Unemployment Tax Act) is 
amended— 
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(1) by striking out "1955" and inserting in lieu thereof "1961", 
and 

(9) by striking out "8 percent" and inserting in lieu thereof 
"8. 1 percent". 

Computation of Credits Against Tax 

(b) Section 8809 of such Code (relating to credits against tax) is 
amended by striking out subsection (c) and inserting in lieu thereof 
the following new subsections: 

(c) LI1IIIT ON ToTAL CREDIT8. — 
(1) The total credits allowed to a taxpayer under this section shall not 

exceed 00 percent of the tax against which such credits are allowable. 
(2) lf an advance or advances have been made to the unemployIDent 

account of a State under title XII of the Social Security Act before 
date of the enactment of the Employment Security Act of 1060, then the total 
credits (after applying subsections (a) and (b) and paragraph (1) of this 
subsection) otherwise allowable under this section for the taxable year in 
the case of a taxpayer subject to the unemployment compensation law of such 
State shall be reduced— 

(A) in the case of a taxable year beginning with the fourth consecu- 
tive January 1 as of the beginning of which there is a balance of such 
advances, by 6 percent of the tax imposed by section 8801 with respect 
to the wages paid by such taxpayer during such taxable year which are 
attributable to such State; and 

(B) in the case of any succeeding taxable year beginning with a 
consecutive January 1 as of the beginning of which there is a balance 
of such advances, by an additional 5 percent, for each such succeeding 
taxable year, of the tax imposed by section 3301 with respect to the 
wages paid by such taxpayer during such taxable vear which are attribu- 
table to such State. 

(3) If an advance or advances have been made to the unemployment ac- 
count of a State under title XII of the Social Security Act on or after the 
date of the enactment of the Employment Security Act of 1960, then the 
total credits (after applying subsections (a) and (b) and paragraphs (1) 
and (2) of this subsection) otherwise allowable under this section for the 
taxable year in the case of a taxpayer subject to the unemployment com- 
pensation law of such State shall be reduced— 

(A) (i) in the case of a taxable year beginning with the second con- 
secutive January 1 as of the beginning of which there is a balance of 
such advances, by 10 percent of the tax imposed by section 3801 with 
respect to the wages paid by such taxpayer during such taxable year 
which are attributable to such State; and 

(ii) in the case of any succeeding taxable year beginning with a 
consecutive January 1 as of the beginning of which there is a balance 
of such advances, by an additional 10 percent, for each such succeeding 
taxable year, of the tax imposed by section 3801 with respect to the 
wages paid by such taxpayer during such taxable year which are 
attributable to such State; 

(B) in the case of a taxable year beginning with the third or fourth 
consecutive January 1 as of the beginning of which there is a balance of 
such advances, by the amount determined by multiplying the wages 
paid by such taxpayer during such taxable year which are attributable 
to such State by the percentage (if any) by which- 

(i) 2. 7 percent, exceeds 
(ii) the average employer contribution rate for such State for 

the calendar year preceding such taxable year; and 
(C) in the case of a taxable year beginning with the fifth or any 

succeetling consecutive January 1 as of the beginning of which there 
is a balance of such advances, bv the amount deterinined by multiplying 
the wages paid by such taxpayer during such taxable year which are 
attributable to such State by the percentage (if any) by which— 
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(i) the 5-year benefit cost rate applicable to such State for such 
taxable year or (if higher) 2. 7 percent, exceeds 

(ii) the average employer contribution rate for such State for 
the calendar year preceding such taxable year. 

(d) DEFIvITICNs AND SPEGIAL RUI. Es RELATING To SUBsEcTIoN (c). — 
(1) RATE oF TAx DEEMED To BE 3 PEROKNT. — In applying subsection (c), 

the tax imposed bv section 8801 shall be computed at the rate of 8 percent 
in lieu of 8. 1 percent. 

(2) l't'AGKs ATTRIBUTABLE To A PARTIcULER 8TATE. — Fol' Pul'Poses of sub- 
section (c), wages shall be attributable to a particular State if they are 
subject to the unemployment compensation law of the State, or (if not sub- 
ject to the unemployment compensation law of anv State) if they are 
determined (under rules or regulations prescribed by the Secretary or his 
delegate) to be at(. ributable to such State. 

(8) ADDITICNAL TAxEs INAPPLIcABLE wHERE ADvANcss ARE REPAID BEFOPE 
NOVEMBER 10 ol' TAxARI. E TEAR. — Paragraph (2) or (8) of subsection (c) 
shall not apply with respect to any State for the taxable year if (as of the 
beginning of November 10 of such year) there is no balance of a«lvances 
referred to in such paragraph. 

(4) AVERAGE EIIPLC TER coNTRIBUTICN RATE. — I& ol' pul'poses of subpal'a- 
graphs (B) and (C) of subsection (c) (8), the average employer contribu- 
tion rate for any State for any calendar year is that percentage obtained 
by dividing— 

(A) the total of the contributions paid into the State unemployment 
fund with respect to such calendar year, by 

(B) the total of the relnuneration subject to contributions under the 
State unemploynlent compensation law with respect to such calendar 
vear. 

For purposes of subparagraph (C) of subsection (c) (8), if the average 
employer contribution rate for any State for any calendar year (determined 
without regard to this sentence) equals or exceeds 2. 7 percent, such rate 
shall be determined by increasing the amount taken into account under 
subparagraph (A) of the preceding sentence by the aggregate amount of 
employee payments (if any) into the unemployment fund of such State with 
respect to such calendar year which are to be used solely in the payment 
of unemployment compensation. 

(5) 5-TEAR BENFFIT cosT RATE. — For purposes of subparaglaph (C) of sub- 
section (c) (8), the 5-year benefit cost rate applicable to any State for any 
taxable year is that percentage obtained by dividing— 

(A) one-fifth of the total of the compensation paid under the State 
unemployment compensation law during the 5-year period ending at 
the close of the second calendar year preceding such taxable year, by 

(B) the total of the remuneration subject to contributions under the 
State unemployment compensation law with respect to the first calemlar 
year preceding such taxable year. 

(6) RouvDING. — If any percentage referred to in either subparagraph 
(B) or (C) of subsection (c) (8) is not a multiple of . 1 percent, it shall be 
rounded to the nearest multiple of . 1 percent. 

(7) DETERMINATICN AND cERTIFIOATICN oF PKRGENTAGEs. — The percentage 
referred to in subsection (c) (8) (B) or (C) for any taxable year for any 
State having a balance referred to therein shall be determined by the Secre- 
tary of Labor, and shall be certified by him to the Secretary of the Treasury 
before June 1 of such year, on the basis of a report furnished by such State 
to the Secretary of Labor before May 1 of such year. Any such State report 
shall be made as of the close of March 81 of the taxable year, and shall be 
made on such forms, and shall contain such information, as the Secretary 
of Labor deems necessary to the performance of his duties under this section. 

(8) CRoss REFERE~cE. — For reduction of total credits allolvable under sub- 
section (c), see section 104 of the Temporary Unemployment Compensation 
Act of 1058. 

Effectiv Date 

(c) The amendments made by subsection (a) shall apply only with 
respect to the calendar year 1961 and calendar years thereafter. 
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CONFORMING AMENDMENTS 

SEc. 524. 

(b) Section 104 of the Temporary Unemployment Compensation 
Act of 1M8, as amended, is amended— 

(1) by striking out subsection (b); and 
(2) by amendmg subsection (a) by striking out the heading 

and "(a) ", and by striking out "by December 1" and inserting in 
lieu thereof "before November 10". 

Part 3 — Extension of Coverage Under Unemployment Compensation Program 

FEDERAL INSTRUMENTALITIES 

SEc. 581. (a) Section 8805(b) of the Internal Revenue Code of 
1054 is amended to read as follows: 

(b) FEDERAL INSTRUMENTALITIEs IN GENERAL. — The legislature of any State 
may require any instrumentality of the United States (other than an instru- 
mentality to which section 3800(c) (0) applies), and the individuals in its em- 
ploy, to make contributions to an unemployment fund under a State unemploy- 
ment compensation law approved by the Secretary of Labor under section 3304 
and (except as provided in section 5240 of the Revised Statutes, as amended (12 
U. S. C. , sec. 484), aud as modified by subsection (c) ), to comply otherwise with 
such law. The permission granted in this subsection shall apply (A) onlv to the 
extent that no discrimination is made against such instrumentality, so that if the 
rate of contribution is uniform upon all other persons subject to such law on ac- 
count of having individuals in their employ, and upon all employees of such 
persons, respectively, the contributions required of such instrumentality or the 
individuals in its employ shall not be at a greater rate than is required of such 
other persons and such eznployees, and if the rates are determined separately for 
different persons or classes of persons having individua. ls in their employ or for 
different classes of employees, the determination shall be based solely upon un- 
emplovment experience and other factors bearing a direct relation to unemploy- 
ment risk; (B) only if such State law makes provision for the refund of any 
contributions required under such law from an instrumentality of the United 
States or its employees for anv year in the event such State is not certified by 
the Secretary of Labor under section 3804 with respect to such year; and (U) 
only if such State law makes provision for the payment of unemployment 
compensation to any employee of any such instrumentality of the United States 
in the same amount, on the same terms, and subject to the same conditions as 
unemployment compensation is payable to employees of other employers under 
the State unemployment compensation law. 

(b) The third sentence of section 8805 (g) of such Code is amended 
by striking out "not wholly" and inserting in lieu thereof "neither 
wholly nor partially". 

(c) Section 8806 (c) (6) of such Code is amended to read as follows: 
(0) service performed in the employ of the United States Government or 

of an instrumentality of the United States which is— 
(A) wholly or partially owned by the United States, or 
(B) exempt from the tax imposed by section 3301 by virtue of any 

provision of law which specifically refers to such section (or the cor- 
responding section of prior law) in granting such exemption. 

(d) (1) Chapter 28 of such Code is amended by renumbering sec- 
tion 8808 as section 8809 and by inserting after section 8807 the fol- 
lowing new section: 
SEC. 3308. INSTRUMENTALITIES OF THE UNITED STATES. 

Notwithstanding any other provision of law (whether enacted before or after 
the enactment of this section) which grants to any instrumentality of the United 
States an exemption from taxation, such instrumentality shall not be exempt 
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from the tax imposed by section 3301 unless such other provision of law grants 
a spectre exemption, by reference to section 3301 (or the corresponding section of 
prior law), from the tax imposed by such section. 

(2) The table of sections for such chapter is amended by striking 
out the last line and inserting in lieu thereof the following: 
Sec. 3308. Instrumentalities of the United States. 
Sec. 3309. Short title. 

(g) Notwithstanding section 208(b) of the Farm Credit Act of 
1959, sections 8805(b), 8806(c) (6), and 8808 of the Internal Revenue 
Code of 1954 and sections 1501(a) and 1507(a) of the Social Security 
Act shall be applicable, according to their terms, to the Federal land 
banks, Federal intermediate credit banks, and banks for cooperatives. 

AMERICAN AIRCRAFT 

SEc. 582. (a) So much of section 8806(c) of the Internal Revenue 
Code of 1954 as precedes paragraph (1) thereof. is amended by strik- 
ing out "or (B) on or in connection with an American vessel" and all 
that follows down through the phrase "outside the United States, " and 
by inserting in lieu thereof the following: "or (B) on or in connection 
with an American vessel or American aircraft under a contract of 
service which is entered into within the United States or during the 
perforlnance of which and while the employee is employed on the 
vessel or aircraft it touches at a port in the United States, if the 
employee is employed on and in connection with such vessel or aircraft 
when outside the United States, ". 

(b) Section 8806(c) (4) of such Code is amended to read as follovvs: 

(4) service performed on or in connection with a vessel or aircraft not an 
American vessel or American aircraft, if the employee is employed on and 
in connection with such vessel or aircraft when outside the United States;. 

(c) Section 8806(m) of such Code is amended— 
(1) by striking out the heading and inserting in lieu thereof 

the following: 
(m) AMERIcAN VEssEL AND AIBcnAFT. —; and 

(2) by striking out the period at the end thereof and inserting 
in lieu thereof a semicolon and the following: "and the term 
'American aircraft' means an aircraft registered under the laws 
of the United States. " 

FEEDER ORGANIZATIONS, ETC. 

SEc. 588. Section 8806 (c) (8) of the Internal Revenue Code of 1954 
is amended to read as follows: 

(8) service performed in the employ of a religious, charitable, educa- 
tional, or other organization described in section 501 (e) (3) which is exempt 
from income tax under section 501(a);. 

FRATERNAL BENEFICIARY SOCIETIES, AGRICULTURAL ORGANIZATIONS, VOLUN- 
TARY EMPLOYEES' BENEFICIARY ASSOCIATIONS, ETC. 

SEc. 584. Section 8806(c) (10) of the Internal Revenue Code of 1954 
is amended to read. as follows: 

(10) (A) service performed in any calendar quarter in the employ of any 
organization exempt from income tax under section 501(a) (other than an 

585726' — 61 — 46 
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organization described in section 401(a)) or under section 521, if the 
remuneration for such service is less than $5O, or 

(B) service performed in the employ of a school, college, or university, if 
such service is performed by a student who is enrolled and is regularly 
attending classes at such school, college, or university;. 

EFFECTIVE DATE 

SEC. 535. The alnendments made by this part * * shall apply 
Ivith respect to remuneration paid after 1961 for services perforlned 
after 1961. s "' 

Part 4 — Extension of Federal-State Unemployment Compensation Program to 
Puerto Rico 

EXTENSION OF FEDERAL UNEMPLOYMENT TAX ACT 

SEc. 543. (a) Ejective with respect to remuneration paid after 
December 31, 1960, for services performed after such date, section 
3306(j) of the Inte~rnal Revenue Code of 1954 is amended to read as 
follows: 

(j) STATE, UNITED STATEs, AND CITIzEN. — For purposes of this chapter— 
(1) STATE. — The term "State" iucludes the District of ColunIbia and the 

ComnIonwealth of Puerto Rico. 
(2) UNITED STATES. — The terID "United States" when used in a geo- 

graphical sense includes the States, the District of Columbia, and the 
Cormnonwealth of Puerto Rico. 

An individual Ivho is a citizen of the Commonwealth of Puerto Rico (but not 
othemvise a citizen of the United States) shall be considered for purposes of 
this section, as a citizen of the United States. 

(b) The unenIploynIent conIpensation law of the Commonwealth of 
Puerto Rico shall be considered as meeting the requirements of— 

(1) Section 3304(a) (2) of the Federal Unemployment Tax 
Act, , if such law provides that no compensation is payable with 
respect to any day of unemployment occurring before January 1, 
1959. 

(2) Section 3304(a, ) (3) of the Federal Unemployment Tax 
Act and section 303(a) (4) of the Social Security Act, if such 
law contains the provisions required by those sections and if it 
requires that, on or before February 1, 1961, there be paid over to 
the Secretary of the Treasury, for credit to the Puerto Rico 
account in the Unemployment Trust Fund, an amount equal to 
the excess of— 

(A) the aggregate of the Inoneys received in the Puerto 
Rico unemployment fund before January 1, 1961, over 

(B) the aggregate of the moneys paid from such fund 
before January 1, 1961, as unemployment compensation or 
as refunds of contributions erroneously paid. 

Approved September 13, 1960. 
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PUBLIC LAW 86 — 779 
EIGHTY-SIXTH CONGRESS, SEPTEMBER 14, 1960 

H. R. 10960" 

An Act to amend section 5701 of the Internal Revenue Code of 
1!). &-1 with respect to the excise tax upon cigars, and for other 
purposes. 

Fle it enacted by the Senate and FIouse of Representatives of the 
United 8tates of America in Congress assembled, That the next to 
the last sentence of section 5701(b) of the Internal Revenue Code of 
1954 (relating to tax on cigars) is amended by striking out "exclusive 
of any State or local taxes imposed on the retail sale of cigars" and. 
inserting in lieu thereof "exclusive of any State or local taxes imposed 
on cigars a, s a commodity". 

SEc. 2. The amendment macle by the first section of this Act shall 
apply with respect to cigars removed on or after the ninth day of the 
first month which begins after the date of the enactment of this Act. 

SEc. 6. (a) Section 243 of the Internal Revenue Code of 1954 (re- 
lating to deduction for dividends received by corporations) is 
amended by adding at the end thereof the following new subsection: '4 

(d) CEETAIN DIvInENns FRoM FoEEIuN ConpoEATiovs. — For purposes of sub- 
sections (a) and (b) of this section and for purposes of section 245, any dividend 
from a foreign corporation from earnings and profits accumulated by a domestic 
corporation during a period with respect to which such domestic corporation was 
subject to taxation under this chapter (or corresponding provisions of prior 
law) shall be treated as a dividend from a domestic corporation which is sub- 
ject to taxation under this chapter. 

(b) Section 861(a) (2) of the Internal Revenue Code of 1954 (re- 
lating to treatment of dividends as income from sources within the 
United States) is amended by striking out the period at the end of 
subparagraph (B) and inserting in lieu thereof ", or", and by adding 
after subparagraph (B) the following new subparagraph: 

(C) from a foreign corporation to the extent that such amount is re- 
quired by section 248(d) (relating to certain diviclends from foreign 
corporations) to be treated as dividends from a domestic corporation 
which is subject to taxation under this chapter, and to such extent sub- 
paragraph (8) shall not apply to such amount. 

(e) The amendments made by subsections (a) and (b) shall apply 
to dividends received after December 81, 1959, in taxable years ending 
after such date. 

SEc. 4. (a) (1) Subpart D of part III of subchapter N of chapter 1 
of the Internal Revenue Code of 1954 (relating to possessions of the 
United States) is amended by adding at the end thereof the following 
nev- section:" 
SEC. 934. LIMITATION ON REDUCTION IN INCOME TAX LIABILITY INCURRED To 

THE VIRGIN ISLANDS. 
(a) GENERAL RULE. — Tax liability incurred to the Virgin Islands pursuant to 

this subtitle, as made applicable in the Virgin Islands by the Act entitled "An 
Act making appropriations for the naval service for the fiscal year ending June 

"Senate Report No. 1915, page 858, this Bulletin; IIouse Conference Report No. 2214, 
page 859, this Bulletin; since Ilouse Report No. 2098 is substantially the same as the 
Senate Rcport, it is not published herein. 

"Sec. 3 introduced as H. R. 12030; related House Report No. 2101, pa "e 827, this Bul- 
letin; House Conference Report No. 2214, Amenrlment No. 1, Page 859, this Bulletin. 

"Sec. 4 introduced as H. R. 5547; related House Report No. 1131; Senate Report No. 
1767; and House Conference Report No. 2214, Amendment No. 8, pages 811, 829, and 859, 
this Bulletin. 
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30, 1922, and for other purposes", approved July 12, 1921 (48 U. S. C. 1397), or 
pursuant to section 28(a) of the Revised Organic Act of the Virgin Islands, ap 
proved July 22, 1954 (48 U. S. C. 1642), shall not be reduced or remitted in any 
way, directly or indirectly, whether by grant, subsidy, or other similar payment 
by any law enacted in the Virgin Islands, except to the extent provided in sub 
section (b) or (c). 

(b) ExcEPTICN FCR CERTAIN DCMERTIO AND VIRGIN IsLANDs CCRPCRATICNS. — 
In the case of a domestic corporation or a Virgin Island corporation, subsection 
(a) shall not apply (if the information required by subsection (d) is supplied) 
to the extent such corporation derived its income from sources without the 
United States if the conditions of both paragraph (1) and paragraph (2) are 
satisfied: 

(1) THREE-YEAR PERICD. — If 80 percent or more of the gross income of such 
corporation for the 3-year period immediately preceding the close of the 
taxable year (or for such part of such period immediately preceding the 
close of such taxable year as may be applicable) was derived from sources 
within the Virgin Islands; and 

(2) TRADE oR BUsINESS, — If 50 percent or more of the gross income of such 
corporation for such period or such part thereof was derived from the active 
conduct of a trade or business within the Virgin Islands. 

For purposes of the preceding sentence, the gross income of a Virgin Islands 
corporation, and the sources from Ivhich the income of such corporation is 
derived, shall be determined as if such corporation were a domestic corporation. 
For the purposes of this subsection, all amounts received by such corporation 
Ivithin the United States, whether derived from sources within or without the 
United States, shall be considered as being derived from sources within the 
United States. 

(c) ExcEPTIoN FCR CERTAIN RERIDENTS oF THE VIRGIN ISLANDs. — Subsection 
(a) shall not apply in the case of an individual citizen of the United States 
who is a bona fide resident of the Virgin Islands during the entire taxable year 
(if the information required by subsection (d) is supplied), to the extent his 
income is derived from sources within the Virgin Islands (except that subsection 
(a) shall apply in the case of amounts received for services perfornled as an 
employee of the United States or any agency thereof). For purposes of the 
preceding sentence, gain or loss from the sale or exchange of any security (as 
defined in section 165 (g) (2) ) shall not be treated as derived from sources within 
the Virgin Islands. 

(d) REqUIREIIENT To SUFI'I. Y INFOR&IATION. — Subsections (b) and (c) shall 
apply only in the case of persons who supply (at such time and in such manner 
as the Secretary or his delegate may bv regulations prescribe) such information 
as the Secretarv or his delegate may by regulations prescribe for purposes of 
determining the applicability of such subsections. 

(2) The table of sections for such subpart D is amended by adding 
at the end thereof the following: 
Sec. 934. I. imitation on reduction in income tax liability incurred to the Virgin 

Islands. 

(b) (1) Subchapter C of chapter 11 of the Internal Revenue Code 
of 1%4 (relating to miscellaneous estate tax provisions) is alnended 
by adding at the end thereof the following new section: 
SEC. 2209. CERTAIN RESIDENTS OF POSSESSIONS CONSIDERED NONRESIDENTS NOT 

CITIZENS OF THE UNITED STATES. 
A decedent who was a citizen of the United States and a resident of a pos- 

session thereof at the time of his 1leath shall, for purposes of the tax imposed 
by this chapter, be considered a "nonresident not a citizen of the United States" 
within the meaning of that term wherever used in this title, but only if such 
person acquired his United States citizenship solely by reason of (1) his being 
a citizen of such possession of the United States, or (2) his birth or residence 
within such possessiou of the United States. 

(2) The table of sections for subchapter C of chapter 11 of the 
Internal Revenue Code of 1054 is amended by adding at the end 
thereof the following: 
Sec. 2209. Certain residents of possessions considered nonresidents not citizens 

of the United States 
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(c) Section 2106(a) (3) of the Internal Revenue Code of 1954 (relating to ex- 
emption in determining taxable estate of nonresidents not citizens) is amended 
to read as follows: 

(3) EXEEIPTICN. — 
(A) GENERAL RULE. — An exemption of $2, 000. 
(B) RKSIDKNTs oF PossEssICNS DF THE UNITED sTATES. — In the case 

of a decedent who is considered to be a "nonresident not a citizen of 
the United States" under the provisions of section 2209, the exemption 
shall be the greater of (i) $2, 000, or (ii) that proportion of the exemption 
authorized by section 2052 which the value of that part of the decedent's 
gross estate which at the time of his death is situated in the United 
States bears to the value of his entire "ross estate wherever situated. 

(d) (1) Section 2501 of the Internal Revenue Code of 1954 (relating 
to imposition of gift tax) is amended by redesignating subsection (c) 
to be subsection (d) and by adding after subsection (b) the following 
new subsection: 

(c) CERTAIN REsIDENTS 0F PossESSICNs CDNKIDERED NCNREsIDENTS NoT CITI- 
zENs oF THE UNITFD STATEs. — A donor who is a citizen of the United States 
and a resident of a possession thereof shall, for purposes of the tax imposed 
by this chapter, be considered a "nonresident not a citizen of the United States" 
within the meaning of that term wherever used in this title, but only if such 
donor aetiuired his United States citizenship solely by reason of (1) his being 
a citizen of such possession of the United States, or (2) his birth or residence 
within such possession of the United States. 

(2) Section 2501(a) of such Code is amended by striking out "non- 
resident who is not a citizen of the United States and" and inserting in 
lieu thereof "nonresident not a citizen of the United States. " 

(e) (1) The amendments made by subsection (a) shall apply to 
tax liability incurred with respect to taxable years beginning on or 
after January 1, 1960. 

(2) The amendments made by subsections (b) and (c) shall apply 
with respect to estates of dccedents dying after the date of the enact- 
ment of this Act. 

(8) The amendments made by subsection (d) shall apply with re- 
spect to gifts made after the date of the enactment of this Act. 

SEc. 5. (a) Section 6015(a) of the Internal Revenue Code of 1954 
(relating to requirement of declaration of estimated income tax by 
individuals) is amended to read as follows:" 

(a) REQUIRE'MENT oF DEcLARATIoN. — Every individual (other than a non- 
resident alien with respect to whose wages, as defined in section 3401(a), with- 
holding under chapter 24 is not made applicable, but including every alien 
individual who is a resident of Puerto Rico during the entire taxable year) 
shall niake a declaration of his estimated tax for the taxable year if— 

(1) the gross income for the taxable year can reasonably be expected to 
exceed— 

(A) $5, 000, in the case of- 
(i) a single individual other than a head of a household (as 

defined in section 1(b) (2) ) or a surviving spouse (as defined in 
section 2(b) ); 

(ii) a married individual not entitled under subsection (b) to 
file a joint declaration with his spouse; or 

(iii) a married individual entitled under subsection (b) to file 
a joint declaration with his spouse, but only if the aggregate gross 
income of such individual and his spouse for the taxable year can 
reasonably be expected to exceed $10, 000; or 

(B) $10, 000, in the case of- 
(i) a head of a household (as defined in section 1(b) (2) ); or 
(ii) a surviving spouse (as defined in section 2(b) ); or 

"Sec. 5 was added as a floor amendment in the Senate and is discussed in House Con- 
ference Report No. 2214, Amendment No. 4, page 859, this Bulletin. 
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(2) the gross income can reasonably be expected to include more than 
$200 from sources other than wages (as defined in section 8401(a) ). 

Notwithstanding the provisions of this subsection, no declaration is required if 
the estimated tax (as defined in subsection (c) ) can reasonably be expected to 
be less than lI&40. 

(b) The amendment made by subsection (a) shall apply with 
respect to taxable years beginning after December 61, 1060. 

SEO. 6. (a) Part VI of subchapter 8 of chapter 1 of the Internal 
Revenue Code of 1054 (relating to itemized deductions for individuals 
and corporations) is amended by adding at the end thereof the follow- 
ing new section: " 
SEC. 180. EXPENDITURES BY FARMERS FOR FERTILIZER, ETC. 

(a) IN GENERAL. — A taxpayer engaged in the business of farming mav elect 
to treat as expenses Ivhich are not chargeable to capital account expenditures 
(other&vise chargeable to capital account) which are paid or incurred by him 
during the taxable year for the purchase or acquisition of fertilizer, lime, ground 
limestone, marl, or other materials to enrich, neutralize, or condition land used 
in farming, or for the application of such materials to such land. The ex- 
penditures so treated shall be allolved as a dedu& tion. 

(b) LAND Ussn IN FARMINu. — For purposes of subsection (a. ), the term "land 
used in farming" tneans land used (before or simultaneously with the expendi- 
tures described in subsection (a) ) by the taxpayer or his tenant for the pro- 
duction of crops, fruits, or other agricultural products or for the sustenance 
of livestock. 

(c) ELEcrloN. — The election under subsection (a) for any taxable year shall 
be made within the time prescribed by law (including extensions thereof) for 
filing the return for such taxable year. Such election shall be made in such 
manner as the Secretary or his delegate may by regulations prescribe. Such 
election may not be revoked except with the consent of the Secretary or his 
delegate. 

(b) The table of sections for such part VI is amended by adding at 
the end thereof the following: 

Sec. 180. Expenditures by farmers for fertilizer, etc. 

(c) Section 266(a) (1) of such Code (relating to capital expendi- 
tures) is alnended— 

(1) by striking out "or" at the end of subparagraph (B); 
(2) by striking out the period at the end of subparagraph (C) 

and inserting in lieu thereof ", or"; and 
(6) by adding after subparagraph (C) the following new 

subparagraph: 
(D) expenditures by farmers for fertilizer, etc. , deductible under 

section 180. 

(d) The amendments made by subsections (a), (b), and (c) shall 
apply to taxable years beginning after December 81& 1MO. 

SEc. 7. (a) Section 170 of the Internal Revenue Code of 1954 (relat- 
ing to charitable, etc. , contributions and gifts) is amended— 

(1) by adding at the end of subsection (c) the following new 
sentence: 

"For purposes of this section, the term 'charitable contribution' also means an 
amount treated under subsection (d) as paid for the use of an organization de- 
scribed in paragraph (2), (8), or (4), "; and 

"Sec. 6 introduced as H. R. 5, &47; related Senate Rcport No. 1767, page 829, this Bul- 
letin; House Conference Report No. 2214, Amendment No. 5, page 859, this Bulletin. "Sec. 7 Intro&laced as H. R. 5547; related Senate Report No. 1767, page 829, this Bul- 
letin; House Conference Report No. 2214, Amcndmcnt 6, pa c 859, this Bulletin. 
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(2) by redesignating subsections (d) and (e) as subsections 
(e) and (f), respectively, and by inserting after subsection (c) 
the following new subsection: 

(d) AMOUNTS PAID To IIIAINTAIN CERTAIN STUDENTs As MEMBERS oF TAx- 
FAYER'S HOUSEHOLD. — 

(1) IN GENERAL. — Subject to the limitations provided by paragraph (2), 
amounts paid by the taxpayer to maintain an individual (other than a de- 
pendent, as defined in section 152, or a relative of the taxpaver) as a mem- 
ber of his household during the period that such individual is— 

(A) a member of thc taxpayer's household under a written agree- 
ment between the taxpayer and an organization described in paragraph 
(2), (8), or (4) of subsection (c) to implement a program &&f the organi- 
zation to provide educational opportunities for pupils or stu&lents iri 
private homes, aml 

(B) a full-time pupii or student in the twelfth or any lower grade 
at an educational institution (as defined in section 151(e) (4) ) located in 
the Hnited States, 

shall be treated as amounts paid for the use of the organization. 
(2) LIMITATIONS. — 

(A) AMoUNT. — Paragraph (1) shall apply to amounts paid within 
the taxable year only to the extent that such amounts do not exceed $50 
multiplied by the number of full calendar months during the taxable 
year which fall within the period described in paragraph (1). For 
purposes of the preceding sentence, if 15 or more days of a calendar 
month fall within such period such month shall be considered as a full 
ealenda. r month. 

(B) CoMPENsATIDN oR REIMBURsEMENT. — Paragraph (1) shall not 
apply to any amount paid by the taxpayer within the taxable year if the 
taxpayer receives any money or other property as compensation or reim- 
, bursement for maintaining the individual in his household during the 
period described in paragraph (1). 

(8) RELATivE DEFINED, — For purposes of paragraph (1), the term "relative 
of the taxpayer" means an individual who, with respect to the taxpayer, 
bears any of the relationships described in paragraphs (1) through (8) of 
section lu2 (a) . 

(4) No oTIIER AIIGUNT ALLGWED As DEDUOTIGN. — No deduction shall be 
allowed under subsection (a) for any amount paid by a taxpayer to main- 
tain an individual as a member of his household under a program described 
in paragraph (1) (A) except as provided in this subsection. 

(b) Section 162(b) of the Internal Revenue Code of 1054 (relating 
to charitable contributions and gifts excepted from trade or business 
expenses) is amended by inserting after "the percentage limitations, " 
the following: "the dollar limitations, ". 

(c) The amendments made by subsections (a) and (b) shall apply 
with respect to taxable years beginning after December 81, 1050. 

SEo. 8. (a) Section 162 of the Internal Revenue Code of 1054 (re- 
lating to trade or business expenses) is amended by redesignating 
subsection (d) as subsection (e), and by inserting after subsection (c) 
the following new subsection:" 

(d) CAPITAL CGNTRIBUTIolvs To FEDERAL NATIONAL MORTGAGE AssocIATIGN. — 
For purposes of this subtitle, whenever the amount of capital contributions evi- 
denced by a share of stock issued pursuant to section 808(c) of the Federal 
National Mortgage Association Charter Act (12 LI. S. C. , sec. 1718) exceeds the 
fair market value of the stock as of the issue date of such stock, the initial 
holder of the stock shall treat the excess as ordinary and necessary expenses 
paid or incurred during the taxable year in carrying on a trade or business. 

(b) Part IV of subchapter 0 of chapter 1 of the Internal Revenue 
Code of 1054 (relating to special rules as to basis of property) is 

"See. 8 introduced as H. R. 7886; related House Report No. 1662; Senate Report No. 
176&7, II, R, B&647; and House Conference Report No. 2214, Amendment No. 7, pages 816, 
829, and 869, this Bulletin. 



714 

amended by redesignating section 1054 as 1055, and. by inserting after 
section 1058 the following new section: 
SEC. 1054. CERTAIN STOCK OF FEDERAL NATIONAL MORTGAGE ASSOCIATION. 

In the case of a share of s'tock issued pui'suant to section 808(c) of 
Federal National Mortgage Association Charter Act (12 U. S. C. , sec. 1718), the 
basis of such share in the hands of the initial holder shall be an amount equal 
to the capital contributions evidenced by such share reduced by the amount (if 
any) required by section 102(d) to be treated (with respect to such share) as 
ordinary and necessary expenses paid or incurred in carrying on a trade or 
business. 

(c) The table of sections for such part IV is amended by striking 
out the last line and inserting in lieu thereof the following: 

Sec. 1054. Certain stock of Federal National Alortgage Association. 
Sec. 1055. Cross references. 

(d) The amendments made by subsections (a), (b), and (c) shall 
apply with respect to taxable years beginning after December 31, 
1959. 

Szc. 9. (a) Section 4901 of. the Internal Revenue Code of 1054 
(relating to tax on pens and mechanical pencils and lighters) is 
amen. ded —" 

(1) by inserting "(a)" before "There", 
(2) by striking out "Mechanical lighters for cigarettes, cigars, 

and pipes. ", and 
(3) by adding at the end thereof the following new subsection: 

(b) There is hereby imposed upon the sale by the manufacturer, producer, or 
importer of mechanical lighters for cigarettes, cigars, and pipes a tax of 10 
cents for each lighter but not more than 10 percent of the price for which so 
sold. 

(b) The amendments made by subsection (a) shall apply only 
with respect to articles sold by the manufacturer, producer, or im- 
porter thereof on or after the first day of the first month whicii begins 
more than 10 days after the date of the enactment of this Act. 

Szc. 10. (a) Subclrapter M of chapter 1 of the Internal Revenue 
Code of 1%4 (relating to regulated investment companies) is amended 
by adding at the end thereof the following:" 

Part II — Real Estate Investment Trusts 

Sec. 800. Definition of real estate investment i. rust. 
Sec. 857. Taxation of real estate investment trusts and their beneficiaries. 
Sec. 858. Dividends paid by real estate investment trust after close of taxable 

year. 
SEC. 856. DEFINITION OF REAL ESTATE INVESTMENT TRUST. 

(a) IN GENEnAL. — For purposes of this subtitle, the term "real estate invest- 
ment trust" means an unincorporated trust or an unincorporated association— 

(1) which is managed by one or more trustees; 
(2) the beneficial ownership of which is evidenced by transferable shares, 

or by transferable certificates of beneficial interest; 
(8) which (but for the provisions of this part) would be taxable as a 

domestic corporation; 
(4) which does not hold any property primarily for sale to customers in 

the ordinary course of its trade or business; 
(5) the beneficial ownership of which is held by 100 or more persons; 

"Sec. 9 divas addecl as a Boor amendment in the Senate and is discussed in House Con- 
ference Report No. 2214, Amendment No. 8, page 859, this Bulletin. ~ Sec. 10 introduced as H, R. 12559; related House Report No. 2020, page 819, this Bul- 
letin; House Conference Report No. 2214, Amendment No. 9, page 859, this Bulletin. 



(6) which would not be a personal holding company (as defined in section 
542) if all of its gross income constituted personal holding company income 
(as defined in section 543); and 

(7) which meets the requirements of subsection (c). 
(b) DEFERMzN&TIoN oF ST&Res. — The conditions described in paragraphs (1) 

to (4), inclusive, of subsection (a) must be met during the entire taxable year, 
and the condition described in paragraph (5) must exist during at least 335 days 
of a taxable year of 12 months, or during a proportionate part of a taxable year 
of less than 12 months. 

(c) LIlrT&TzoEs. — A trust or association shall not be considered a real estate 
investment trust for any taxable year unless— 

(1) it files with its return for the taxable year an election to be a real 
estate investment trust or has made such election for a previous taxable 
year which began after December 31, 1060; 

(2) at least 00 percent of its gross income is derived from— 
(A) dividends; 
(B) interest; 
(C) rents from real property; 
(D) gain from the sale or other disposition of stock, securities, and 

real property (including interests in real property and interests in 
mortgages on real property); and 

(Lc) abatements and refunds of taxes on real property; 
(3) at least 7o percent of its gross income is derived from— 

(A) rents from real property; 
(B) interest on obligations secured by mortgages on real property or 

on interests in real property; 
(C) gain from the sale or other disposition of real property (in- 

cluding interests in real property and interests in mortgages on real 
property); 

(D) dividends or other distributions on, and gain from the sale or 
other disposition of, transferable shares (or transferable certificates 
of beneficial interest) in other real estate investment trusts which 
meet the requirements of this part; and 

(E) abatements and refunds of taxes on real property; 
(4) less than 30 percent of its gross income is derived from the sale or 

other disposition of— 
(A. ) stock or securities held for less than 6 months; and 
(B) real property (including interests in real propertv) not com- 

pulsorily or involuntarily converted within the meaning of section 1033, 
held for less than 4 years; and 

(5) at the close of each quarter of the taxable year— 
(A) at least 75 percent of the value of its total assets is represented 

by real estate assets, cash and cash items (including receivables), and 
Government securities; and 

(B) not more than 25 percent of the value of its total assets is rep- 
resented by securities (other than those includible under subparagraph 
(A) ) for purposes of this calculation limited in respect of any one 
issuer to an amount not greater in value than 5 percent of the value 
of the total assets of the trust and to not more than 10 percent of the 
outstanding voting securities of such issuer. 

A real estate investment trust which meets the requirements of this para- 
graph at the close of any quarter shall not lose its status as a real estate 
investment trust because of a discrepancy during a subsequent quarter be- 
tween the value of its various investments and such requirements unless 
such discrepancy exists immediately after the acquisition of any security 
or other property and is wholly or partly the result of such acquisition. 
A real estate investment trust which does not meet such requirements at 
the close of any quarter by reason of a discrepancy existing immediately 
after the acquisition of any security or other property which is wholly or 
partly the result of such acquisition during such quarter shall not lose its 
status for such quarter as a real estate investment trust if such discrepancy 
is eliminated within 30 days after the close of such quarter and in such 
cases it shall be considered to have met such requirements at the close of 
such quarter for purposes of applving the preceding sentence. 

(6) For purposes of this part— 
(A) The term "value" means, with respect to securities for which 

market quotations are readily available, the market value of such se- 



curities; and ivith respect to other securities aml assets, fair value as 
determined in good faith bv the trustees, except that in the case of 
securities of real estate investment trusts such fair value shall not 
exceed market value or asset value, whichever is higher, 

(B) The terin "real estate assets" means real property (including 
interests iu real property and interests in mortgages on real property) 
and shares (or transferrable certificates of beneficial interest) in other 
real estate investment trusts which meet the requirements of this part. 

(C) The term "interests in real property" includes fee ownership 
and co-ownership of land or improvements thereon and leasellolds of 
land or improvements thereon, but does not include mineral, oil, or 
gas royalty interests. 

(D) All other terms shall have the same meaning as when used in 
the Investment Company Act of 1940, as amended. 

(d) RENTs FRCM REAL PRQPERTY DEFINED. — For PurPoses of ParagraPhs (2) 
and (3) of subsection (c), the terni "rents from real propertv" includes rents 
from interests in real propertv but does not include— 

(1) any amount received or accrued, directly or indirectly, with respect 
to any real property, if the determination of such amount depends in whole 
or in part on the inconie or profits derived bv any person from such property 
(except that any aiuount so received or accrued shall not be excluded from 
the term "rents from real propertv" solely by reason of being based on a 
fixed percentage or percentages of receipts or sales); 

(2) any amount received or accrued directly or indirectly from any person 
if the real estate invest&Dent trust owns, directly or indirectly— 

(A) in the case of any person which is a corporation, stock of such 
person possessing 10 percent or more of the total combined voting power 
of all classes of stock entitled to vote, or 10 percent or more of the total 
nuinber of shares of all classes of stock of such person; or 

(B) in the case of any person which is not a corporation, an interest 
of 10 percent or more in the assets or net profits of such person: and 

(3) any amount received or accrued, directly or indirectly, with respect 
to any real property, if the real estate investment trust furnishes or renders 
services to the tenants of such property, or manages or operates such prop- 
ertv, other than through an independent contractor from whom the trust 
itself does not derive or receive any income. For purposes of this paragraph, 
the term "independent contractor" means— 

(A) a person who does not own, directly or indirectly, more than 35 
percent of the shares, or certificates of beneficial interest, in the real 
estate investment trust, or 

(B) a persou, if a corporation, not more than 35 percent of the total 
combined voting power of whose stock (or 35 percent of the total shares 
of all classes of whose stock), or, if not a corporation, not more than 
35 percent of the interest in whose assets or net profits is owned, di- 
rectly or indirectly, by one or more persons owning 3o percent or more 
of the shares or certificates of beneficial interest in the trust. 

For purposes of paragraphs (2) and (3), the rules prescribed by section 818(a) 
for determining the ownership of stock shall apply in determining the ownership 
of stock, assets, or net profits of any person; except that "10 percent" shall be 
substituted for "50 percent" in subparagraph (C) of section 318(a) (2). 
SEC. 857. TAXATION OF REAL ESTATE INVESTMENT TRUSTS AND THEIR BENE- 

FICIARIES. 
(a) REqUIREMENTs APPLIcABLE To REAL EsTATE INVEsTIIENT TRUsTs. — The pro- 

visions of this part (other than subsection (d) of this section) shall not apply 
to a real estate investruent trust for a taxable year unless— 

(1) the deduction for dividends paid during the taxable year (as defined 
in section 561, but without regard to capital gains dividends) equals or ex- 
ceeds 90 percent of its real estate investment trust taxable income for the 
taxable year (determined without regard to subsectiou (b) (2) (C), and 

(2) the real estate investment trust complies for such year with regula- 
tions prescribed by the Secretary or his delegate for the purpose of ascer- 
taining the actual ownership of the outstanding shares, or certificates of 
beneficial interest, of such trust. 
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(b) METHOD OF TAXATION OF REAL ESTATE INVESTMENT TRUSTS ANID HOLDERS 
OF SHARKS OR CERTIFICATi:S OF BL'NEFICIAL INTEREST. — 

(1) IMPosITIoN oI' NORMAL TAx AND sURTAx oN REAL EsTATK INvssTMi':NT 
TRUBTs, — There is hereby imposed for each taxable year on the real estate 
investment trust t:ixable income of every real estate investmcnt trust a 
normal tax aml surtax computed as provided in section 11, as though the 
real estate investment trust taxable income were the taxable income re- 
ferred to in section 11. For purposes of computing the normal tax under 
section 11, the taxable income and the dividends paid deduction of such 
real estate investment trust for the taxable year (computed without regard 
to capital gains dividends) shall be reduced by the deductiou provided by 
section 242 (relating to partially tax-exempt interest). 

(2) REAL, EsTATE INvEsTMENT TRUsT TAxABLE INCOME. — For purposes of 
this part, the term "real est:ate investment trust taxable income" means 
the taxable income of the real estate investment trust, adjusted as follows: 

(A) There shall be excluded the excess, if any, of the net long-term 
capital gain over the net short-term capital loss. 

(8) The deductions for corporations provided in part VIII (except 
section 243) of subchapter 8 (section 241 and following, relating to the 
deduction for dividends received, etc. ) shall not be allowed. 

(C) The deduction for dividends paid (as defined in section 561) 
shall be allowed, but shall be coniputed without regard to capital gains 
dividends. 

(D) The taxable income shall be computed without regard to section 
443(b) (relating to computation of tax on change of annual accounting 
period). 

(E) The net operating loss deduction provided in section 172 shall 
not be allowed. 

(3) CAPITAL GAINS. — 
(A) IMPOSITION oF TAX. — There is hereby imposed for each taxable 

year in the ease of every real estate investment trust a tax of 25 per- 
cent of the excess, if any, of the net long-term capital gain over the 
sum of- 

(i) the net short-term capital loss; and 
(ii) the deduction for dividends paid (as defined in section 561) 

determined with reference to capital gains dividends only, 
(8) TREATMKiVT OF CAPITAL GAIN DIVIDENDS BY SHAREHOLDERS. — A 

capital gain dividend shall be treated by the shareholders or holders 
of beneficial interests as a gain from the sale or exchange of a capital 
asset held for more than 6 months. 

(C) DEFINITICN oF cAPITAL GAIN DIVIDEND. — Fol' pul'poses of this part, 
a capital gain dividend is any dividend, or part thereof, which is desig- 
nated by the real estate investment trust as a capital gain dividend in 
a written notice mailed to its shareholders or holders of beneficial 
interests at any time before the expiration of 30 days after the close 
of its taxable year. If the aggregate amount so designated v;ith 
respect to a taxable year of the trust (including capital gain dividends 
paid after the close of the taxable year described in section Sag) is 
greater than the excess of the net long-term capital gain over the net 
short-term capital loss of the taxable year, the portion of each distribu- 
tion which shall be a capital gain dividend shall be only that proportion 
of the amount so designated which such excess of the net long-term 
capital gain over the net short-term capital loss bears to the aggregate 
amount so designated. 

(4) Loss oN BALE oR ExcHANGE oF sTocE HELD LEss THAN RI DAYs. — If- 
(A) under subparagraph (8) of paragraph (3) a shareholder of, or 

a holder of a beneficial interest in, a real estate investment trust is re- 
quired, with respect to any share or beneficial interest, to treat auy 
amount as a long-term capital gain, and 

(8) such share or interest is held by the taxpayer for less than 31 
days, 

then any loss on the sale or exchange of such share or interest shall, to the 
extent of the amount described in subparagraph (A) of this paragiaph, be 
treated as loss from the sale or exchange of a capital asset held for more 
than 6 months. For purposes of this paragraph, the rules of section 246 
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(c) (8) shall apply in determining whether any share of stock or beneficial 
interest has been held for less than 81 days; except that "80 days" shall be 
substitute&1 for the number of days specified in subparagraph (B) of section 
246(c) (8). 

(c) RESTRIcTICNS APPLIGABLE 'I'0 DIvIDENDR REcEIvED FROM REAL ESTATE IN 
vEsTMENT TRUsrs. — Ii'or purposes of section 84(a) (relating to credit for 
dends received by individuals), section 116 (relating to an exclusion for 
dividends received by individuals), and section 248 (relating to deductions for 
dividends received by corporations), a dividend received from a real estate invest 
ment trust which meets the requirements of this part shall not be considered 
as a dividend. 

(d) EARNINGS AND PRCFITs. — The ear'Rings and profits of a real estate invest- 
meut trust for any taxable year (but not its accumulated earnings and profits) 
shall not be reduced by any amount which is not allowable as a deduction in 
computing its taxable income for such taxable vear. For purposes of this sub- 
section, the term "real estate investment trust" includes a domestic unincorpo- 
rated trust or association which is a real estate investment trust deterinined 
without regard to the requirements of subsection (a). 
SEC. 888. DIVIDENDS PAID BY REAL ESTATE INVESTMENT TRUST AFTER CLOSE OF 

TAXABLE YEAR. 

(a) GENERAL RULE. — For purposes of this part, if a real estate investment 
trust— 

(1) declares a. dividend before the time prescribed by law for the filiug 
of its return for a taxable year (including the period of any extension of 
time granted for filing such return), and 

(2) distributes the amount of such dividend to shareholders or holders 
of beneficial interests in the 12-month period following the close of such 
taxable year and not later than the date of the first regular dividend pay- 
Inent made after such declaration, 

the amount so declared and distributed shall, to the extent the trust elects in 
such return in accordance with regulations prescribed by the Secretary or his 
delegate, be considered as having been paid during such taxable year, except as 
provided in subsections (b) and (c). 

(b) REGEIPT RY SIIAREHCLDER. — Amounts to which subsection (a) applies shall 
be treated as received by the shareholder or holder of a beneficial interest in the 
taxable year in which the distribution. is made. 

(c) NCTIcE To SHAREHCLDERs. — In the case of amounts to which subsection (a) 
applies, any notice to shareholders or holders of beneficial interests required 
under this part with respect to such amounts shall be made not later than 80 
days after the close of the taxable year in which the distribution is made. 

(b) Subchapter M of chapter 1 of the Internal Revenue Code of 
1954 is amended— 

(1) by striking out the heading thereof and inserting in lieu 
thereof the following: 

SUBCHAPTER M — REGULATED INVESTMENT COMPANIES AND REAL 
ESTATE INVESTMENT TRUSTS 

Part I. Regulated investment companies. 
Part II. Real estate investment trusts. 

Part I — Regulated Investment Companies; 

(o) by striking out "this subchapter" in sections 85o(a) and 
855 (c) and inserting in lieu thereof "this part"; and 

(8) by striking out, DA capital gain dividend means" in sec- 
tion 8M(b) (8) (C) and inserting in lieu thereof "For purposes 
of this part, , a capital gain dividend is". 

(c) The table of subchapters for chapter 1 of such Code is amended 
by inserting "and real estate investment trusts" after "Regulated. 
investlnent companies". 
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(d) Section 11(d) (6) of such Code (relating to tax on corpora- 
tions) is amended by inserting "and real estate investment trusts" 
after "regulated investment companies. " 

(e) Section 84(c) of such Code (rela, ting to credit for dividends 
received by individuals) is amended by striking out the word "or" 
at the end of paragraph (1), by striking out the period at the end 
of paragraph (2) and inserting in lieu thereof "; or", and by adding 
at the end thereof the following new paragraph: 

(3) a real estate investment trust which, for the taxable year of the 
trust in which the dividend is paid, qualifies under part II of subchapter 
It (sec. 856 and following). 

(f) Section 116(b) of such Code (relating to an exclusion for divi- 
dends received by individuals) is amended by striking out the word 
"or" at the end of paragraph (1), by striking out the period at the 
end of paragraph (2) ~and inserting in lieu thereof "; or", and by 
adding at the end thereof the following new paragraph: 

(6) a real estate investment trust which, for the taxable year of the trust 
in which the dividend is paid, qualifies under part II of subchapter 3t (sec. 856 
and following). 

(g) Section 248(c) of such Code (relating to deduction for divi- 
dends received by corporations) is amended by adding at the end 
thereof the following new paragraph: 

(3) Any dividend received from a real estate investment trust which, for 
the taxable year of the trust in which the dividend is paid, qualifies under part 
II of subchapter M (sec. 856 and following) shall not be treated as a dividend. 

(h) Section 318(b) of such Code (relating to constructive owner- 
ship of stock) is amended by striking out the word "and" at the encl 
of paragraph (4), by striking out the period at the end of para- 
graph (5) and inserting in lieu thereof "; and", and by adding at 
the end thereof the following new paragraph: 

(6) section 856(d) (relating to definition of rents from real property in the 
case of real estate investment trusts). 

(i) Section 448(d) of such Code (relating to computation of tax 
on change of annual accounting period) is amended by adding at the 
end thereof the following new paragraph: 

(5) The taxable income of a real estate investment trust, see section 857 
(b) (2) (D). 

(j) Section 1504(b) (6) of such Code (relating to consolidated re- 
turns) is amended by inserting "and real estate investlnent trusts" 
after "Regulated investment companies". 

(k) The amendments made by this section shall apply with respect 
to taxable years of real estate investment trusts beginning after 
December 81, 1960. 

SEc. 11. The Pension Fund, Plumbers' Local Union Numbered 775, 
which was created May 1, 1%7, as a result of an agreement between 
Plumbers' Local Union Numbered 775, of SufFolk County, New York, 
afMiated with the United Association of Journeymen and A. pprentices 
of the Plumbing and Pipe Fitting Industry of the United States and 
Canada, and the SufFolk County Plumbing and Heating Contractors 
Association, Inc. , and v hich has been held by the Internal Revenue 
Service to constitute a qualified trust under section 401(a) of the 
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Internal Revenue Code of 1954, and to be exempt from taxation under 
section 501(a) of such Code, shall be held and considered to have 
been a qualified trust under such section 401(a), and to have been 
exempt from taxation under such section 501(a), for the period be 
ginning May 1, 1957, and ending May 11, 1959, but only if it is shown 
to the satisfaction of the Secretary of the Treasury or his delegate 
that the trust has not in this period been operated in a manner wllich 
would jeopardize the interests of its beneficiaries. " 

Approved September 14, 1960. 

PUBLIC LAW 86 — 780 
EIGHTY-SIXTH COXGRESS, SEPTEMBER 14, 1960 

H. R. 10087 " 
An Act to amend the Internal Revenue Code of 1054 to permit tax- 

payers to elect an overall limitation on the foreign tax credit, 

Be it enacted by the 8enate arid HotIse of Representatives of the 
United States of Americain Congress assembled, That (a) section 904 
of the Internal Revenue Code of 1954 (relating to limitation on for- 
eign tax credit) is amended by striking out subsection (a) and insert- 
ing in lieu thereof the following new subsections: 

(a) ALTERNATIvE LIMITATICNs. — 
(1) PER-coIINTRY LIMITATION. — In the case of any taxpayer who does not 

elect the limitation provided by paragraph (2), the amount of the credit in 
respect of the tax paid or accrued to any foreign country or possession of 
the United States shall not exceed the same proportion of the tax against 
which such credit is taken svhich the taxpayer's taxable income from sources 
within such &:ountry or possession (but not in excess of the taxpayer's entire 
taxable income) bears to his entire taxable income for the same taxable 
year. 

(2) OvERAII, LIMITATION. — In the case of any taxpayer who elects the 
limitation provided by this paragraph, the total amount of the credit in 
respect of taxes paid or accrued to all foreign countries and possessions of 
the United States shall not exceed the same proportion of the tax against 
which such credit is taken which the taxpayer's taxable income from sources 
without the United States (but not in excess of the taxpayer's entire taxable 
income) bears to his entire taxable income for the same taxable year. 

(b) ELECTION OI' OVERALL LIMITATION. — 
(1) IN GENERAL. — A. taxpayer may elect the limits. tion provided bv sub- 

section (a) (2) for any taxable year beginning after December 31, 1960. An 
election under this paragraph for any taxable year shall remain in effect 
for all subsequent taxable years, except that it niay be revoked with the 
consent of the Secretary or his delegate with respect to any taxable vear. 

(2) ZLEcTIGN AFTER REvocATIQN. — If a taxpayer has made an election 
under paragraph (1) and such election has been revoked, such taxpayer shall 
not be eligible to mal-e a new election under paragraph (1) for any taxable 
year, unless the Secretary or his delegate consents to such new election. 

(3) FQRM AND TIME oF ELEcTICN AND REvocATICN. — An election under 
paragraph (1), and any revocation of such an election, may be made only in 
such manner as the Secretary or his delegate may by regulations prescribe 
Such an election or revocation with respect to any taxable year may be made 
or changed at any time before the expiration of the period prescribed for 
making a claim for credit or refund of the tax imposed by this chapter for 
such taxable year. 

's Sec. 11 was added as a floor amendment in the Senate and is discussed in House Con. 
ference Report No. 2214. Amendment No, 10, page 859, this Bulletin. 

"Senate Report No. 1898, page 874, this Bulletin; Honse Report No. 1858, page 865, this 
Bulletin: House Conference Report No, 2199, page 889, this Bulletin. 
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'(b) Subsection (b) of such section 004 is amended— 
(1) by strikin~ out "(b)" at the beginning and inserting in 

lieu thereof "(c)'; and 
(2) by striking out "the limitation under subsection (a)" and 

inserting in lieu thereof "the applicable limitation under sub- 
section (a) ". 

(c) Subsection (c) of such section 004 is amended— 
(1) by striking out "(c)" at the beginning and inserting in 

lieu thereof "(cl)"; and 
(2) by strildng out "the limitation under subsection (a)" each 

place it appears in the first sentence and inserting in lieu thereof 
"the applicable limitation under subsection (a) ". 

(d) Such section 004 is amended by adding at the end thereof the 
following nevv subsections: 

(e) CARRYBAOKs AND CARRYovERs WHERE OvERALL LIMITATIGNs Is ELEGTED. — 
(1) FoREIGN TAXEs To BE AGGREGATED FoR PURPosEs oF sUBsEOTICN (d). — 

With respect to each taxable year of the taxpayer to which the limitation 
provided by subsection (a) (2) applies, the taxes referred to in the first 
sentence of subsection (d) shall, for purposes of applying such first sen- 
tence, be aggregated on an overall basis (rather than taken into account on 
a per-country basis). 

(2) FGBEIGN TAXEs IIAT NCT BE cARRIED FRCH PER-coUNTRV TEAR To ovER- 
ALL TEAR oR FRoM ovERAI. I, TEAR To PER-COUNTRV FEAR. — 'Xo amount paid 
or accrued for any taxable year to which the limitation provided by sub- 
section (a) (1) applies shall (except for purposes of determining the number 
of taxable years which have elapsed) be deemed paid or accrued under 
subsection (d) in any taxable year to which the limitation provided by sub- 
section (a) (2) applies. Xo amount paid or accrued for any taxa. ble yea. r to 
which the limitation provided by subsection (a) (2) applies shall (except for 
purposes of determining the number of taxable years which have elapsed) 
be deemed paid or accrued under subsection (d) in any taxable year to vvhich 
the limitation provided by subsection (a) (1) applies. 

(f) CRoss REFERENcE. — For special rule relating to the application of the credit 
provided by section 901 in the case of afiiliated groups which include Western 
Hemisphere trade corporations for years in which the limitation provided by 
subsection (a) (2) applies, see section 1508(d). 

Sxc. 2. Section 1508 of the Internal Revenue Code of 1M4 (rebating 
to computation and payment of tax case of consolidated returns) is 
amended by adding at the end thereof the following new subsection: 

(d) SPEcIAL RULE FQR APPLIcATIGN oF FGREIGN TAX CREDIT WHEN OVERALL 
LIMITATION APPLIEs. — 

(1) Iv GENERAL. — If the atfiliated group includes one or more Western 
Hemisphere trade corporations (as defined in section 921), and if for the 
taxable year an election under section 904(b) (1) (relatin to election of 
overall limitation on foreign tax credit) is in effect, then the amount of 
taxes paid or accrued to foreign countries and possessions of the United 
States by such Western Hemisphere trade corporations which may be tal-en 
into account for purposes of section 901 shall be reduced by the amount 
(if anv) by which— 

(A) the amount of such taxes (or, if smaller, the amount of the tax 
which would be computed under subsection (a), if such corporations 
were not Western Hemisphere trade corporations, with respect to the 
portion of the consolidated taxable incorue attributable to such corpora- 
tions), exceeds 

(B) the amount of the tax computed under subsection (a) with re- 
spect to the portion of the consolidated taxable income attributable to 
such corporations. 

(2) ADJUGTFIENT IN cAsE oF cERTAIN PUBLIc UTILITIEs. — So Inuch of any 
reduction under paragraph (1) as is attributable to taxes paid or accrued 
to foreign countries and possessions of the United States by one or more 
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corporations which are both Western Hemisphere trade corporations and 
regulated public utilities shall be decreased by the excess of— 

(A) the amount of tax computed under subsection (a) with respect 
to the portion of the consolidated taxable income attributable to income 
derived, by the corporations in the affiliated group which are not 
Western Hemisphere trade corporations, from sources within the foreign 
countries referred to in paragraph (8) (B), over 

(ll) the aInount of taxes paid or accrued to such foreign countries 
by the corporations referred to in subparagraph (A). 

This paragraph shall apply only if the corporations described in subpara- 
graph (A) derive 80 percent or more, of the gross income (computed without 
regard to capital gains and losses) which they derive from sources within 
the forei n countries described in paragraph (8) (B), from regulated public 
utilities and from operations as regulated public utilities. 

(8) SPEGIAL RULES. — 
(A) For purposes of paragraph (2), a corporation is a regulated 

public utility only if it is a regulated public utility within the meaning 
of subparagraph (A) (other than clauses (ii) and (iii) thereof) or 
(D) of subsection (c) (I). For purposes of the preceding sentence, 
subsection (c) (2) shall be applied as if subsection (c) (I) were limited 
to subparagraphs (A) (i) and (D) thereof. 

(B) For purposes of paragraph (2), the foreign countries referred 
to in this subparagraph include only any country from which any 
public utilitv referred to in the erst sentence of paragraph (2) derives 
the principal part of its income. 

(C) For purposes of paragraph (I) (A), the amount of tax which 
would be computed with respect to the portion of the consolidated 
taxable income attributable to any corporation or corporations shall 
be determined without regard to ihe increase of 2 percent provided 
in subsection (a). 

Szc. 8. (a) Subsections (a) and (b) of section 901 of the Internal 
Revenue Code of 1954 (relating to taxes of foreign countries and of 
possessions of the United States) are each amended by striking out 
"the limitation of section 904" and inserting in lieu thereof "the 
applicable limitation of section 904". 

(b) The second sentence of subsection (a) of such section 901 is 
amended to read as follows: "Such choice for any taxable year lnay 
be made or changed at any time before the expiration of the period 

rescribed for making a claim for credit or refund of the tax imposed 
y this chapter for such taxable year. " 

(c) Section 6501 of such Code (relating to limitations on assess- 
ments and collections) is amended by redesignating subsection (i) 
as subsection (j) and by inserting after subsection (h) the following 
new subsection: 

(i) FCREICN TAx CARRvRACIIs. — In the case of a deficiency attributable to 
the application to the taxpayer of a carryback under section 904(d) (relating 
to carryback and carryover of excess foreign taxes), such deficiency may be 
assessed at any time before the expiration of one year after the expiration of 
the period within which a deficiency may be assessed for the taxable year of 
the excess taxes described in section 904(d) which result in such carryback. 

SKc. 4. The amendments made by the first section, section 9, and 
subsection (a) of section 3 of this Act shall applv with respect to 
taxable years beginning after December 31, 1960. The amendment 
made by subsection (b) of section 3 of this Act shall apply with respect 
to taxable years begining after December 81, 1953, and ending after 
August 16, 1954. The amendments made by subsection (c) of section 
8 of this Act shall apply with respect to taxable years beginning after 
December 31, 1957. 
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SEc, 5. Any amount received. after December 81, 1949, and before 
October 1, 1955, from a corporation which— 

(1) was formed exclusively for the purpose of, and was engaged 
exclusively in, operating without profit a scientific laboratory for 
the Atomic Energy Commission, and 

(9) operated solely on funds appropriated to the Atomic 
Energy Commission, 

by an individual as reimbursement for moving himself and his imme- 
diate family, household goods) and personal effects to a new place 
of residence in order to accept employment with such corporation 
shall, for Federal income tax purposes, be treated as an amount 
which was not includible in the gross income of the individual, to the 
extent that such amount did not exceed the actual expenses paid or 
incurred by the individual for such purposes, if the individual was 
advised, al; the time of his employment, by an authorized OKcer, em- 
ployee, or agent of such corporation that the amount of such reim- 
bursement would not be includible in gross income. If ref und or credit 
of any overpayment resulting from the application of this section is 
prevented on the date of enactment of this Act, or ivithin six months 
after such date, by the operation of any law or rule of law (other than 
chapter 74 of the Internal Revenue Code of 1954, relating to closing 
agreements and compromises, and the corresponding provisions of 
prior law), refund or credit of such overpayment may, nevertheless, be 
made or allowed if claim therefor is filed within six nionths after such 
date. No interest shall be paid or allo~ed on any overpayment result- 
ing from the application of the preceding sentence. 

SEO. 6. (a) Subpart A or part III of subchapter A of chapter 61 of 
the Internal Revenue Code of 1954 (relating to information concerning 
persons subject to special provisions) is amended by renumbering 
section 6038 as 6089, and by inserting after section 6037 the following 
new section: 
SEC. 6038. INFORMATION WITH RESPECT To CERTAIN FOREIGN CORPORATIONS. 

(a) ItzquiszMENT. — 
(1) IN ozNzzAI. . — A domestic corporation shall furnish, with respect to 

any foreign corporation which it controls (within the meaning of subsection 
(c) (1) ) and with respect to any foreign subsidiary of any such foreign 
corporation (within the meaning of subsection (c) (2) ), such information as 
the Secretary or his delegate may prescribe by regulations relating to— 

(A) the name, the principal place of business, and the nature of busi- 
ness of such foreign corporation or foreign subsidiary, and the country 
under whose laws incorporated; 

(B) the accumulated profits (as defined in section 902(e) ) of such 
foreign corporation or foreign subsidiary, including the items of income 
(whether or not included in gross income under chapter 1), deductions 
(whether or not allowed in computing taxable income under chapter 1), 
and any other items taken into account in computing such accumulated 
profits; 

(C) a balance sheet for such foreign corporation or foreign subsid- 
iary, listing assets, liabilities, and capital; 

(D) transactions bet~sea such foreign corporation or foreign sub- 
sidiary and- 

(i);iny foreign corporation controlled by the domestic corpora- 
tion, 

(ii) any foreign subsidiary of a foreign corporation controlled 
by the domestic corporation, and 

5S5726' — S1=47 



(iii) the domestic corporation or any shareholder of the domestic 
corporation owning at the time the transaction takes place 10 percent 
or more of the value of any class of stock outstanding of the domestic 
corporation; and 

(E) a description of the various classes of stock outstanding, and a 
list showing the name and address of, and number of shares held by, 
each citizen or resident of the United States and each domestic cor- 
poration who is a shareholder of record owning at any time during the 
annual accounting period 5 percent or more in value of any class of stock 
outstanding of such foreign corporation or foreign subsidiary. 

(2) YEBIDD FDB wHIGH IlvroBMATIQN Is To BE FUPlvISHKD, ETO. — The infor- 
ma'tion required under paragraph (1) shall be furnished— 

(A) in the case of a foreign corporation, for its annual accounting 
period ending with or within the domestic corporation's taxable year, 
and 

(B) in the case of any foreign subsidiary of such foreign corporation, 
for such subsidiary's annual accounting period ending with or within 
such foreign corporation's annual accounting period described in sub- 
paragraph (A. ). 

The information required under this subsection shall be furnished at such 
time and in such manner as the Secretary or his delegate shall by regulations 
prescribe. 

(8) LzhIITATIoN. — No information shall be required to be furnished under 
this subsection with respect to any foreign corporation or foreign subsidiary 
for any annual accounting period unless such information was required to 
be furnished under regulations in effect on the first day of such annual 
accounting period. 

(b) EFFEcT oa FBILUBK To FUBNIBH IxFDBMaTIDN. — If a domestic corporation 
fails to furnish, within the time prescribed under paragraph (2) of subsection 
(a), any information with respect to any foreign corporation or foreign subsid- 
iary required under paragraph (1) of subsection (a), then, in applying section 
902 (relating to foreign tax credit for corporate stockholder in foreign corpora- 
tion) to such domestic corporation (or to any person who acquires from any 
person any portion of the interest of such domestic corporation in any such foreign 
corporation or foreign subsidiary, but only to the extent of such portion) for any 
taxable year, the amount of taxes paid or deemed paid by each foreign corpora- 
tion and foreign subsidiary with respect to which the domestic corporation is 
required to furnish information during the annual accounting period or periods 
with respect to which such information is required under such paragraph (2) 
of subsection (a) shall be reduced by 10 percent. If such failure continues 90 
days or more after notice by the Secretary or his delegate to the domestic cor- 
poration, then the amount of the reduction under this subsection shall be 10 
percent plus an additional 5 percent for each 8-month period, or fraction thereof, 
during which such failure to furnish information continues after the expiration 
of such 90-day period. No taxes shall be reduced under this subsection more 
than once for the same failure. For purposes of this subsection, the time pre- 
scribed under paragraph (2) of subsection (a) to furnish information (and the 
beginning of the 90-day period a. fter notice by the Secretary) shall be treated 
as being not earlier than the last day on which (as shown to the satisfaction of 
the Secretary or his delegate) reasonable cause existed for failure to furnish such 
information. 

(c) CONTROL, ETO. — For purposes of this section— 
(1) If at any time during its taxable year a domestic corporation 

owns more than 50 percent of the voting stock of a foreign corporation, 
it shall be deemed to be in control of such foreign corporation. 

(2) If at any time during its annual accounting period a foreign cor- 
poration owns more than 50 percent of the voting stock of another foreign 
corporation, such other corporation shall be considered a foreign sub- 
sidiary of the corporation owning such stock, 

(d) AN'vUAL AccouivTIHG YEBIDD. — For purposes of this section, the annual 
accounting period of a foreigr. corporation or of a foreign subsidiary is the 
annual period on the basis of which such forei n corporation or such foreign 
subsidiary regularly computes its income in keeping its books. 

(e) CRoss REFERKNOE. — For provisions relating to penalties for violations of 
this section, see section 7203. 
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(b) (1) The table of sections for such subpai& is amended by strik- 
ing out the last item and inserting in lieu thereof the following: 

Sec. 6038. Information with respect to certain foreign corporations. 
Sec. 6060. Cross references. 

(2) Section 902 of the Internal Revenue Code of 1054 (relating to 
credit for corporate stockholder in foreign corporation) is amended 
by adding at the end thereof the following new subsection: 

(e) Csoss REFEEENOE. — I'or reduction of credit ivith respect to dividends 
paid out of accumulated profits for vears for which certain information is not 
furnished, see section 6038. 

(c) The amendments made by subsections (a) and (b) shall apply 
to taxable years of domestic corporations begiiining after December 
81, 1960, with respect to information relating to a fo~reign corporation 
or a foreion subsidiary described in section 6038(a) of the Internal 
Revenue Bode of 1054 (as added by subsection (a) ) for its annual 
accounting periods beginning a fter December 81, 1960. 

SEc. Y. (a) Section 6046 of the Internal Revenue Code of 1954 (re- 
lating to information returns as to formation or reorganization of 
foreign corporations) is amended to read as follows: 
SEC. 6046. RETURNS AS To CREATION OR ORGANI?ATION, OR REORGANI?ATION, OF 

FOREIGN CORPORATIONS. 

(a) GENERAL RULE. — On or before the 90th day after the creation or organ- 
ization, or reorganization, of any foreign corporation- 

(e) Each United States citizen or resident Ivho was an officer or di- 
rector of the corporation at any time within 60 days after the creation 
or organization, or reorganization thereof, and 

(2) Each United States shareholder of the corporation by or for whom, 
at any time within 60 days after the creation or organization or reorgan- 
ization of the coropration, 6 percent or more in value of the stock of the 
corporation then outstanding was owned directly or indirectly (including, in 
the ease of an individual, stock oivned by members of his family), 

shall make a return in compliance with the provisions of subsection (b). 
"(b) FoRm ANn CoNTENTs oz RETURNS. — The returns required by subsection 

(a) shall be in such form and shall set forth, in respect of the foreign corpora- 
tion, such information as the Secretary or his delegate prescribes by forms 
or regulations as necessary for carrying out the provisions of the income tax 
laws. 

(c) MEANING GF TEEMs. — For the purpose of this seetion— 
(I) UNITEn STATEs SHAEEHOLGER. — The term "United States shareholder" 

includes a citizen or resident of the United States, a domestic corporation, 
a domestic partnership or an estate or trust (other than an estate or trust 
the gross income of which under subtitle A. includes only income from sources 
within the United States). 

(2) AIEMszzs oz FAMILT. — The family of an individual shall be considered 
a. s including only his brothers and sisters (whether by the whole or half 
blood), spouse, ancestors, and lineal descendants. 

(d) Czoss, REFEEENOE. — For provisions relating to penalties for violations of 
this section, see section F206. 

(b) The table of sections for subpart 8 of part III of chapter 61 
of the Internal Revenue Code of 1054 is amended by striking out the 
last item and inserting in lieu thereof the following: 
Sec. 6046. Returns as to creation or organization, or reorganization, of foreign 

corporations. 

Szc. 8. The amendments made by section 7 shall apply only with 
respect to foreign corporations created or organized, or reorganized, 
after the date of the enactment of this Act. 

Approved September 14, 1060. 
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PUBLIC LAW 86 — 781 
EIGHTY-SIXTH CONGRESS) SEPTEMBER 14, 1960 

H. R. 1N86 'a 

An act relating to the treatment of charges for local advertising 
for purposes of determining the manufacturers sale price. 

Be it enacted by the Senate and FIouge of Repregentativeg Of fhs 
United Stateg of America in Congress aggembled& That section 4216 
of the Internal Revenue Code of 1954 (relating to definition of price 
for purposes of the manufacturers excise tax) is amended by adding 
at the end thereof the following new subsection: 

(f) ExcLUBIoN oF LocAL ADvERTIsING CHARGE ERCM SALE PRIcE. — 
(1) Exci. usiov. — In determining, for purposes of this chapter, the price 

for which an article is sold, there shall be excluded a charge for local 
advertising (as defined in paragraph (4) ) to the extent that such charge— 

(A) docs not exceed 6 percent of the price for which the article is 
sold (as determined under this section by excluding any charge for 
local advertising), 

(B) in a separate charge made when the article is sold, and 
(C) is intended to be refunded to the purchaser or any subsequent 

vendee in reimbursement of costs incurred for local advertising. 
In the case of any such charge (or portion thereof) which is not so refunded 
before the first day of the fifth calendar month following the calendar year 
during which the article was sold, the exclusion provided by the preceding 
sentence shall cease to apply as of such first day. 

(2) AGGREGATE AMoUNT wHIGH MAY RE ExcLUDED. — In the case of articles 
upon the sale of ivhich tax was imposed under the same section of this 
chapter— 

(A) The sum of (i) the aggregate of the charges for local advertis- 
ing excluded under paragraph (1), plus (ii) the aggregate of the 
readjustments for local advertising under section 6416(b) (1) (relating 
to credits or refunds for price readjustments), shall not exceed 

(B) 6 percent of the aggregate of the prices (determined under this 
section by excluding all charges for local advertising) at which such 
articles were sold in sales on which tax was imposed by such section of 
this chapter. 

The preceding sentence shall be applied to each manufacturer, producer, and 
importer as of the close of each calendar quarter, taking into account the 
items specified in subparagraphs (A) and (B) for such calendar quarter 
and preceding calendar quarters in the same calendar year. 

(8) No ADJT sTMENT FGR oTHER ADvERTIBING cHARGEB. — Except to the extent 
provided by paragraphs (1) and (2), no charge or expenditure for advertis- 
ing shall serve, for purposes of this section or section 6416(b) (1), as the 
basis for an exclusion from, or as readjustment of, the price of any article. 

(4) LocAL ADvERTIBING DEFINED. — For purposes of this section and section 
6416(b) (1), the term 'local advertising' means only advertising which— 

(A) is initiated or obtained by the purchaser or any subsequent 
vendee, 

(B) names the article for which the price is determinable under this 
section and states the location at which such article may be purchased 
at retail, and 

(G) is broadcast over a radio station or television station or appears 
in a newspaper. 

SEG. 2. The first sentence of paragraph (1) of section 6416(b) of 
the Internal Revenue Code of 1954 (relatinq to credits or refunds foi' 
price readjustments) is amended by inserting after "or allowance, " 
the following: "including (in the case of a tax imposed by chapter 

"House Report No. 2103, page 898, this Bulletin; Conference Report No. 2213, page 902, 
this Bulletin; since Senate Report No. 1916 is substantially identical to the House Report, 
it is not being published in this Bulletin. 
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M) a readjustment for local advertising (but only to the extent 
provided in section 4916 ( f ) (2) and (3 ) ), ". 

SEc. 3. The amendments made by this Act shall apply Ivith respect 
to articles sold on or after the first day of the first calendar quarter 
beginning more than tlventy days after the date of the enactlnent of 
this Act. 

SEc. 4. Subsection (c) of section 302 of the Public Debt and Tax 
Rate Extension Act of 1960 (Public Law 86 — 564 [page 681, this Bul- 
letin]; 74 Stat. 293) is amended to read as follolvs: 

(C) EFI'ECTIVE DATE. — 
(1) Iz GENERAL. — Except as provided in paragraph (2), the amendments 

made by subsections (a) and (b) shall be applicable only with respect to 
taxable years beginning after Decelnber 61, 1960. 

(2) CALcIFM cARBozATEs. ETc. — 
(4) EIEcTIoz Foa PAST YE~Rs. — In the case of calcium carbonates or 

other minerals lvhen used in making cement, if an election is made by 
the taxpayer under subparagraph (C)— 

(i) the amendments made by subsection (b) shall apply to 
taxable vears with respect to which such election is eftective, and 

(ii) provisions having the same effect as the amendments made 
by subsection (b) shall be deemed to be included in the Internal 
Revenue Code of 1060 and shall apply to taxable years Ivith respect 
to which such election is effective in lieu of the corresponding 
provisions of such Code. 

(B) YEARs To ivHIOII APPLIcABLE. — in election made under subpara- 
graph (C) to have the provisions of this paragraph apply shall be 
effective for all taxable years beginning before January 1, 1061, in 
respect of which- 

(i) the assessment of a deficiency, 
(ii) the refund or credit of an overpayment, or 
(iii) the commencement of a suit for recovery of a refund under 

section 7405 of the Internal Revenue Code of 10O4. 
is not prevented on the date of the enactment of this paragraph by the 
operation of any law or rule of law. Such election shall also be 
effective for any taxable year beginning before January 1, 1961, iu 
respect of Ivhich an assessment of a deficiency has been made but not 
collected on or before the date of the enactment of this paragraph. 

(C) TIME AED IlAEÃER oF ELEcTIoz. — An election to have the pro- 
visions of this paragraph apply shall be made by the taxpayer on or 
before the 60th day after the date of publication in the Federal Register 
of final regulations issued under authority of subparagraph (F), and 
shall be made in such form and manner as the Secretary of the Treasury 
or his delegate shall prescribe by regulations. Such election, if made. 
may not be revoked. 

(D) STATETEs oF IIMIT lrloz. — Notwithstanding any other law, the 
period within which an assessment of a deficiencv attributable to the 
application of the amendments made by subsection (b) may be made 
with respect to any taxable vear to which such amendments apply under 
an election made under subparagraph (C), and the period within u hich 
a claim for refund or credit of an overpaynlent attributable to the appli- 
cation of such amendments may be made with respect to any such tax- 
able year, shall not expire prior to one vear after the last day for mak- 
ing an election under subparagraph (C). Xn election by a taxpa. yer 
under subparagraph ( C ) shall be considered as a consent to the 
application of the provisions of this subparagraph. 

(E) TERMs: APPLIcABILITY' oF CTIIER LAws. — Except lvhere otherlvise 
distinctly expressed or manifestly intended, terms used in this para- 
graph shall have the same nleanings as lvhen used in the Internal 
Revenue Code of 1064 (or corresponding provisions of the Internal Reve- 
nue Code of 1090) and all provisions of lull shall applv with respect 
to this paragraph as if this paragraph lvere a part of such Code (or 
corresponding provisions of the Internal Revenue Code of 1060). 
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(F) REour. xnoNs. — The Secretary of the Treasury or his delegate 
shall prescribe such regulations as may be necessary to carry out the 
provisions of this paragraph. 

SEc. 5. (a) The Iron Workers, Mid-America Pension Fund, which 
was established by an indenture executed on January 80, 1957, as a 
result of an agreement between various locals affiliated with the Intei- 
national Association of Bridge, Structural, and Ornamental Iron 
Workers and three employer associations, and which has been held by 
the Internal Revenue Service to constitute a qualified trust under sec- 
tion 401(a) of the Internal Revenue Code of 1954, and to be exempt 
from taxation under section 501(a), of such Code, for years ending on 
or after December 17, 1958, shall be held and considered to have been 
a qualified trust under such section 401(a), and to have been exempt 
from taxation under such section 501(a), for the period beginning on 
January 80, 1957, and ending on December 16, 1958, but only if it is 
shown to the satisfaction of the Secretary of the Treasury or his dele- 
gate that the trust has not in this period been operated in a manner 
which would jeopardize the interests of its beneficiaries. 

(b) The Pattern Makers' Pension Trust Fund of Chicago, which 
was established by an agreement and declaration executed on April 28, 
1958, between the Pattern Makers' League of North America, Chicago 
Association, and the Pattern Manufacturers' Association of Chicago 
and Vicinity, and which has been held by the Internal Revenue Service 
to constitute a qualified trust under section 401(a) of the Internal 
Revenue Code of 1954, and to be exempt from taxation under section 
501(a) of such Code, for years ending on or after February 25, 1959, 
shall be held and considered to have been a qualified trust under such 
section 401(a), and to have been exempt from taxation under such 
section 501(a), for the period beginning on April 28, 1958, and ending 
on February 24, 1959, but only if it is shown to the satisfaction of the 
Secretary of the Treasury or his delegate that the trust has not in this 
period been operated in a manner which would jeopardize the interests 
of its beneficiaries. 

(c) The Pipe and Refrigeration Fitters Local 587 Pension Fund of 
Boston, Massachusetts, which was created on September 1, 1955, as a 
result of an agreement between Local A'7 of the United Association of 
Pipe Fitters and Refrigeration Fitters and the Heating, Piping, and 
A. ir Conditioning Contractors, Boston Association (now known as 
Mechanical Contractors Association of Boston), and which has been 
held by the Internal Revenue Service to constitute a qualified trust 
under section 401(a) of the Internal Revenue Code of 1954, and to be 
exempt frown taxation under section 501(a) of such Code, for years 
ending on or after November 10, 1959, shall be held and considered 
to have been a qualified trust under such section 401(a), and to have 
been exempt from taxation under such section 501(a) & 

for the period 
beginning on March 1, 1956, and ending on November 9, 1959, but 
only if it is shown to the satisfaction of the Secretary of the Treasury 
or his delegate that the trust has not in this period been operated in 
a manner which would jeopardize the interests of its beneficiaries. 

(d) The Annuity Plan of the Electrical Switchboard and Panel- 
board Manufacturing Industry of New York City, which was created 
May 16, 1956, as a result, of an agreement betiveen Local Union 
Numbered 8, International Brotherhood o f Electrical Workers, 
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American Federation of Labor and Congress of Industrial Organi- 
zations, and the Llectrical Manufacturers of Xew York, Incorporated, 
and which has been held by the Internal Revenue Service to con- 
stitute a qualified trust under section 401(a) of the Internal Revenue 
Code of 1054, and to be exempt from taxation under section 501(a) 
of such Code, shall be held and considered to have been a qualified 
trust under such section 401(a), and to have been exempt from taxa- 
tion under such section 501(a), for the period beginning May 16, 
1956, and ending May 22, 1057, but only if it is shown to the satis- 
faction of the Secretiry of the Treasury or liis delegate that the trust 
has not in this period been operated in a manner which would jeopard- 
ize the interests of its beneficiaries. 

(e) The District Council Xo. 10 Welfare Fund, now knoivn as 
Painters District, Council Xo. 10 Welfare and Pension Fund, which 
was first created as of May 1, 1047, as a result of an agreement be- 
tween Painters District Council No. 10, Brotherhood of Painters, 
Decorators and Paperhangers of America, of the State of Xew 
Jersey and painting contr~actors signatory to the union agreement, 
and vhich has beeii held by the Internal Revenue Service to con- 
stitute a qualified trust under section 401(a) of the Internal Revenue 
Code of 1954, and to be exempt from taxation under section 501(a) 
of such Code, shall be held and considered to have been a qualified 
trust under such section 401(a), and to have been exempt from 
taxation under such section 501(a) and under section 165(a) of the 
Internal Revenue Code of 1980, for the period beginning January 1, 
1954, and ending August 6, 1956, but only if it is shown to the satis- 
faction of the Secreta~ry of the Treasury or his delegate that the. trust 
has not in this period been operated in a manner which would jeopard- 
ize the interests of its beneficiaries. 

(f) The Local Union Numbered 377 Pension Fund, which was 
created October 1o, 1052, as a result of an agreement between Local 
Union Numbered $77, Brotherhood of Painters, Decorators and Pa- 
perhangers of America, of the State of New Jersey and Painting 
and Decorating Contractors of America, Hudson County Employers 
Chapter, and which has been held by the Internal Revenue Service 
to constitute a qualified trust under section 401(a) of the Internal 
Revenue Code of 1954, and to be exempt froin taxation under section 
501(a) of such Code, shall be held and considered to have been a 
qualified trust under such section 401(a), and to have been. exempt 
from taxation under such section 501(a) and. under section 165(a) 
of the Internal Revenue Code of 1930, for the period beginning 
October 18, 1052, and ending April 1, 1058, but only if it is shown 
to the satisfaction of the Secretary of the Treasury or his delegate 
that the trust has not in this period been opera, ted in a manner which 
would jeopardize the interests of its beneficiaries. 

SEC. 6. (a) Section 461 of the Internal Revenue Code of 1054 (re- 
lating to general rule for taxable year of deduction) is amended by 
adding at the end thereof the folloivmg new subsection: 

(d) LIMITATICN ON AccELERATICN oF AccRUAL oF TAXES. — 
(1) GENERAL RULE. — In the case of a taxpayer Ivhose taxable income 

is computed under an accrual method of accounting, to the extent that the 
time for accruing taxes is earlier than it would be but for any action of any 
taxing jurisdiction ta)Ien after December Sl, 1000, then, under regulations 
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prescribed by the Secretary or his delegate, such taxes shall be treated as 
accruing at the time they would have accrued but for such action by such 
taxing jurisdiction. 

(2) LIMITATIoN. — Under regulations prescribed by the Secretary or his 
delegate, paragraph (I) shs. ll be inapplicable to any item of tax to the 
extent that its application would (but for this paragraph) prevent all 
persons (including successors in interest) from ever taking such item into 
account. 

(b) The amendment made by subsection (a) shall apply to taxable 
years ending after December 31, 1960. 

A. pproved September 14, 1960. 

PUBLIC LAW 86 — 791 
EIGHTY-SIXTH CONGRESS, SEPTEMBER 14, 1960 

H. R. 816" 
An Act to convey certain lands in Oklahoma to the Cheyenne and 

Arapaho Indians, and for other purposes. 

Be it enocted by the Senate and Home of Eepv'esentatives of the 
knifed Stotes of America in Congress assembled, That there are here- 
by eliminated from the Cheyenne and Arapaho subagency reservation 
at Concho, Oklahoma, approximately four thousand nine hundred 
acres of land considered excess to the present school and agency re- 
serve needs. The Secretary of the Interior is authorized to convey to 
the Cheyenne and Arapaho Tribes a fee simple title to approximately 
three thousand nine hundred acres of such lands, together with the 
improvements thereon. Approximately one thousand acres of such 
land shall be transferred by the Secretary of the Interior to the Attor- 
ney General for use in connection with the El Reno Reformatory. 
The land transferred to the Attorney General shall be selected in a 
reasonably compact unit that will cause a minimum disruption in the 
agricultuial program now conducted by the Bureau of Prisons. The 
title of the tribes to any land conveyed pursuant to this section shall 
be subject to no exemption from taxation or restriction on use, man- 
agement, or disposition because of Indian ownership. 

SEc. 9. The Indian Claims Commission is directed to determine 
in accordance with the provisions of section 9 of the Act of August 13, 
1946 (60 Stat. 1050), the extent to which the value of the title con- 
veyed by this Act should or should not be set o8 against any claim 
against the United States determined by the Commission. 

Approved September 14, 1960. 

~ House Report Xo. 878 and Senate Report io. 1617 are not published herein. 
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SUBPART C. — COMMITTEE REPORTS 

IH. R. 11405]' 

INCOME TAX TREATMENT OF CKRTA. IN DISCHARGES OF 
INDEBTEDNESS OF RAILROAD CORPORATIONS 

[Senate Report No. 1416, Eighty-sixth Congress, Second 'Session, Calendar No. 1478] 

[May 24, 1900] 
lair. BTRO of Virginia, from the Committee on Finance, submitted the follolving 

report to accompany H. R. 11405. 
The Committee on Finance, to &vhom &vas referred the bill (H. R. 11405) to 

provide for the treatmeut of iucome from discharge of indebtedness of a railroad 
corporation in a receiv& rship proceeding or in a proceeding under section 77 of the 
Bankruptcy Act commenced before January 1, 1900, and for other purposes, 
having considered the san&e, report favorably thereon without amendmeut and 
recon&mend that the bill do pass. 

I. SUSIE(ARY OF BILL 
H. R. 11405 makes two changes in existing law. Both of these changes relate 

to the continuation of provisions &vhich previously have been in effect. 
First, present law provides that the discharge of indebtedness of a railroad 

corporation in a taxable year beginning before January 1, 1958, is not to result 
in taxable income for the railroad if the discharge occurred as the result of a 
court order in a receivership proceeding, or in a proceeding under section 77 of 
the Bankruptcy Act. The bill continues the application of this provision to dis- 
charges after Deceruber 81, 1959, but only if the court proceeding involved com- 
menced before January 1, 1900. 

Second, Congress in the Technical Amendments Act of 1958 [C, B. 1958 — 8, 2 &4] 
provided that a deduction for accrued vacation pay is not to be denied for any 
taxable year ending before January 1, 1901, solely because the liability for it to 
a specific person has not been fixed or because the liability for it to each indi- 
vidual cannot be computed with reasonable accuracy. However, for the corpo- 
ration to obtain the deduction the employee must have performed the qualifying 
service necessary under a plan or policy which provides for vacations with pay 
to qualified employees. The bill extends this same treatment to deductions for 
taxable years ending before January 1, 1963. 

The Treasury Department has indicated that it does not object to either of the 
provisions in the bill. 

II. GFNERAI. ZXI'LANATION OF BILL 
A. DrsoHARGE oF IÃoESTKDNEss IN THE CAsE oF RA1LRGADs 

Section 108(a) of present law provides in general that the discharge of in- 
debtedness by a corporation (or an individual in conuection with property used 
in his trade or business) is not to result in an addition to gross income. However, 
this treatment is available only if the taxpayer agrees to reduce the basis of his 
property by an amount equal to the amount of indebtedness discharged. This 
provision was first added by the Revenue Act of 1989 although at that time this 
treatment was available only for taxpayers who were in an unsound financial 
condition. This limitation, hov ever, was removed in the Revenue Act of 1942. 
lvhen this provision was initially enacted it was intended primarily as a means 
of aiding hard-pressed ralroads in buying up their obligations which were selling 
below face value. This provision was needed to prevent the realization of 
income at the time these securities were repurchased because the Supreme Court 
had held (in Xirby Lumber Company v. U. S. (284 I:. S. 1), 1981) that a cor- 
poration realized income by purchasing and redeeming its bonds at a price less 
than that for which sold. This had prevented corporations from liquidating 
their indebtedness in order to place their affairs on a sound financial basis. 

What is now section 108(b) of present law, with which the first section of 
this bill is directly concerned, was added in the Revenue Act of 1942. This sub- 
section also provides that no amount is to be included in gross income as a result 
of the discharge of indebtedness, but in this &ase only in the case of a railroad 

' Public Ln&v 86 — 496, page 680, this Bulletin. 
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corporation. Moreover, this provision is also more limited than subsection (a) 
in that the qualifying discharge of indebtedness can result only from an order 
of a court, in a receivership proceeding or in a proceeding under section 77 of the 
Bankruptcy Act. However, the railroads qualifving under this provision need 
not decrease the basis of their assets by the amount of the indebtedness dis 
charged, as must be done in the ease of corporations coming under the general 
provision. 

The Corporate reorganization provisions (sec. 374) already provide for the 
nonrecognition of gain or loss in the case of property of a railroad corporation 
transferred to another railroad corporation as a result of a court order in a 
receivership proceeding or in a proceeding under section 77 of the Bankruptcy 
Yct. Since under this corporate reorganization provision no gain is recognized 

to the railroads where there is a transfer of property from one railroad corporate 
entity to another (in bankruptcy or receivership proceedings) it seemed appro- 
priate to provide for nonrecognition of gain or loss (and no adjustment to basis 
of assets) where for other than tax reasons it was not desirable, or perhaps it 
was impossible, to transfer the assets to a second corporate entity. This accounts 
for the enactment of what is now section 108 (b) in the Revenue Act of 1942. The 
provision in that act was effective only for discharges of indebtedness occurring 
after December 31, 1939, and before January 1, 1946. In subsequent legislation 
the application of this provision has been extended to taxable years beginning 
before January 1, 1958. These extensions occurred because in all of the railroad 
receivership and bankruptcy proceedings, begun as a result of the depression in 
the 1930's, had not been completed before 1946. 

A few of these railroad receivership proceedings are still in process. There- 
fore, the House Ways and Means Committee amended section 108(b) to provide 
that if the discharge of indebtedness (Ivhether by cancellation or modification 
or otherwise) in the ease of a railroad corporation arose as a result of a court 
order in a receivership proceedings or in a proceeding under section 77 of the 
Bankruptcy Act, then no amount is to be included in gross income with respect 
to it so long as the court proceeding involved commenced before January 1, 1960. 
This will be true in the cases where the court action began before January 1, 1960, 
without regard to how long after that date the discharge of indebtedness actually 
occurs. This should make it unnecessary to reconsisler the effective date of this 
provision in the future in order to cover cases which are already in process. 

Except for the reference described above, relating to the commencement of the 
court proceeding before January 1, 1960, no substantive change is made by this 
bill in section 108(b) other than the deletion of the sentence limiting the ap- 
plication of the subsection to discharges occurring in taxable years beginning 
before January 1, 1958. 

The bill provides that this amendment is to apply to ta~able years beginning 
after December 31, 1959, but only with respect to discharges occurring after that 
date. B. DEDUOTIBILITT oF AccRUKD VAcATIoN PAY 

Under the 1939 Code (sec. 43) the period for taking deductions was stated to 
be thc taxable year in which the expenses were "paid or accrued" or "paid or 
incurred, " depending upon the method of accounting, "unless in order to clearlv 
reflect the income, the deductions or credits should be taken as of a different 
period. " In this connection, published rulings (GCM 25261, C. B. 1947 — 2, 44; I. T. 
3956, C. B. 1949 — 1, 78), in general held that vacation pay for the next year could 
be accrued as of the close of the taxable year in which the qualifying services 
were rendered if under the employment contract all of the events necessarv to fix 
the liability of the taxpayer for the vacation pay had occurred by the close of 
the taxable vear. In determining whether the events necessary to fix the liability 
of the taxpayer for vacation pay had occurred, the fact that the employees' rights 
to a vacation (or payment in lieu of vacation) in the following year might be 
terminated if his emplovment ended before the scheduled vacation period was not 
regarded as making the liability a contingent one, rather than a fixed one. It 
was held that the liability was not contingent since the employer could expect 
the employees as a group to receive the vacation pav and, therefore, that only the 
ultimate amount of the liability to the group remained uncertain at the close 
of the year. 

In Revenue Ruling 54 — 608 (C. B. 1954 — 2, 8) the Internal Revenue Service 
reconsidered its previous rulings on vacation pay. This ruling held that no 
accrual of vacation pay could occur until the fact of liability with respect 
to specific employees was clearly established and the amount of the liability 
to each individual employee was capable of computation with reasonable 
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accuracy. This ruling was initially made applicable to taxable years ending 
on or after June 80, 1955. It rvas then thought that taxpayers accruing vaca- 
tion pay under plans whi& h did not meet the requirelnents of the strict accrual 
rules set forth in this ruliug would utilize section 462 of the 1954 Code. This 
section of the code, however, svas repealed and the Treasury Department in 
a series of actions continued to postpone the effective date of Reveuue Ituling 
o4 608 until January 1, 1959 (the last postponelnent was made in Rev. Rul. 
57-825, C. B. 1957 — 2, 802, July 8, 1957). It stated that Revenue Ruling 5~08 
was to be inapplicable to taxable vears ending before January 1, 1959, except 
in cases involving an agreement with a labor union which was in effect on 
June 80, 1957, and which expired after December 81, 1958. In such cases 
Revenue Ruling 54 608 vas to be applicable for the first time to taxable 
years ending on or after the 90th day after the date such agreement expires. 

Congress in the Technical Amendments Act of 1958 concluded that more 
time was required for study before Revenue Ruling 54 — 608 was made appli- 
cable to those taxpayers who were properly accruing vacation pay under I. T. 
6956, Therefore, the period in which Revenue Ruling 54 — 608 is to be inappli- 
cable was extended for 2 lnore years, or it was provided that deductions for 
accrued vacation pay were not to be denied for any taxable year ending 
before January 1, 1961, solely by reason of the fact that the liability for the 
vacation pay to a specific person has not been clearly established or that the 
amount of the liability to each individual is not capable of computation with 
reasonable accuracy. 

Still further time is required for study before Revenue Ruling 54-608 is 
made fully applicable. Therefore, section 2 of this bill amends the section of 
the Technical Amendments Act of 1958, dealing vvith this matter (sec. 97) to 
provide a further 2-vear postponement of the period of time before Revenue 
Ruling 54 — 608 is to be applicable. It provides that this ruling with respect to 
deductions for accrued vacation pay is not to be effective for any taxable year 
begiuning before January 1, 1968, instead of before January 1, 1961. 

[H. R. 12881] ' 
PIIBLIC DEBT AND TAX. RATE EXTENSION ACT OF 1960 

[House of Representatives Report No. 1699, Eighty-sixth Congress, Second Session] 

[June 25, 1960] 
l)IR. Mll. l. s, from the Committee on Ways and hieans, submitted the follow- 

ing report to accompany H. R. 12881. 
The Committee on Ways and Means, to whomwas referred the bill (H. R. 

12381) to increase for a 1-year period the public debt limit set forth in section 
21 of the Second Liberty Bond Act and to extend for 1 year the existing cor- 
porate normal-tax rate and certain excise-tax rates, having considered the 
same, report favorably thereon without amendment and recommend that the 
bill do pass. 

I. SLiDIARY OF BILL 
H. R. 12881 contains two titles. The first title provides for a temporary 

increase in the statutory debt limit and the second title continues for 1 year 
certain existing tax rates. 

The bill decreases the temporarv debt limitation from $10 billion to $8 bil- 
lion. The present permanent statutory debt limit is $285 billion. For the 
period from July 1, 1959, to June 80, 1960, there has been a further temporary 
increase of $10 billion, raising the maximum statutory debt limitation for this 
period to $295 billion. Title I of this bill provides an $8 billion temporary 
increase in the statutory debt limitation for the fiscal year 196L Thus, under 
this bill the combined permanent and temporary debt limitation for the period 
from July 1, 1960, to June 80, 1961, will be $298 billion. 

The existing tax rates which title II of this continues for 1 year, or until 
July 1, 1961, are the present 52-percent corporate incorue tax rate (n hich 
would otherwise revert to 47 percent) and the present rates of excise tax 
on distilled spirits, beer, wine, cigarettes, passenger cars, automobile parts 

s Public Law 86 — 564, page 681, this Bulletin. 



and accessories, general telephone service, and transportation of persons. The 
latter two taxes were added to the list of taxes subject to automatic reductions 
by the Tax Rate Extension Act of 1959. The House conferees in agreeing to 
such an inclusion made it clear that this merely gave assurance that the rates 
of these taxes would be reviewed in the same manner as the other taxes sub- 
ject to the automatic reductions. This did not necessarily mean a reduction 
in these tax rates in 1960. 

If these tax rates were not continued, it is estimated that there would be a 
revenue loss of about $4 billion in a full year of operation and a loss of revenue 
in the fiscal year 1961 of about $2. 6 billion. 

This bill is recommended by the Treasury Department. 
IS 

III. TITLE II — EXTEii&SIOi7 OF EXISTIXG TAX RATES 

EXPLANATION OF RATES EXTENDED 

Title II of this bill provides for a 1-year extension of the present corporate 
income tax rates and the existing rates of certain excise taxes. The rates of 
these taxes otherwise are scheduled for reduction on July 1, 1960. The pres- 
ent 52-percent corporate income tax rate, without the 1-year extension provided 
by this bill, would revert to 47 percent as of July 1, 1960, through a reduction 
of the normal tax rate from 30 percent to 25 percent. 

The excise tax rates, which without this bill would also be decreased as of 
July 1, 1960, are those on— 

(1) distilled spirits, which would be reduced from $10. 50 to $9 per proof 
gallon; 

(2) beer, which would be reduced from $9 to!$8 per barrel; 
(3) wines, which are subject to various tax rates which would be reduced 

by appropriately 11 percent; 
(4) cigarettes, which would be reduced from 8 cents to 7 cents a pack; 
(5) passengar cars, which would be reduced from 10 percent to 7 percent 

of the manufacturer's price; 
(6) auto parts and accessories, which would be reduced from 8 percent 

to 5 percent of the manufacturer's price; 
(7) general telephone service, which would be reduced from 10 percent 

of the amount paid to zero; and 
(8) transportation of persons, which would be reduced from 10 percent 

to 5 percent of the amount paid. 
The tax rate reductions which are postponed for another year by this bill relat- 
ing to alcoholic beverages, tobacco, passenger cars, and auto parts and accessories 
are rate increases which were initially provided in 1951 at the time of the 
Korean war. The rates of tax on general telephone service (or local telephone 
service as it formerly was called) and transportation of persons, which are also 
extended by this bill, have been at, or above, the present 10 percent levels since 
the enactment of the Revenue Act of 1942. Actually for the period from 1943 
to 1954 the rates of these taxes were 15 percent. Thus, they do not represent 
increased tax rates imposed at the time of the Korean war and in fact thev 
have already enjoyed some measures of relief from the world &&Var II levels. 
Provision was first made for the elimination of the general telephone tax and 
the reduction of the transportation of persons tax to 5 percent in the Tax Rate 
E&xtension Act of 1959 [P. L. 86 — 75, C. B. 1959 — 2, 679]. In accepting these amend- 
ments to the Tax Rate Extension Act of 1959 last year the House conferees 
made it clear that they were accepting these provisions so that the rates of these 
taxes would receive the same review as the Korean war excise tax rates. No 
assurance was given that the rates of these taxes would be reduced in 1960. 

B. RKCOKfbfENDATIONS OF THK ADMINISTRATION 

This bill is in accord with the recommendatoins of the President in his budget 
message this last January when he stated: 

In order to maintain Federal revenues, it is necessary that the present 
tax rates on corporation profits and certain excises be extended for another 
year beyond their scheduled expiration date of June 30, 1960. The sched- 
uled reductions in the excise tax rates on transportation of persons and 
the scheduled repeal of the tax on local telephone service, which were 
enacted in the last session of the Congress, should be similarly postponed. 
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The Secretary of the Treasury irl his appearance before your committee 
stated: 

The financial position of the Government does not at this time permit 
a general reduction in individual income ta. xes, and tve do not believe 
a reduction in corporate tax rates is justified at a time when a reduction 
for individuals cannot properly be made. Similarly, xve do not believe 
that portions of a prospective modest surplus should be utilized for special 
relief for some excise taxes when we are not in a position to give 
consideration to improvements in the whole tax structure. 

If this Nation is to lnaintain reasonable discipline, debt repayment 
should be established as a normal practice in good times, and adequate 
surpluses should be in prospect before we can prudently undertake balanced 
adjustments in our tax structure. 

The Director of the Bureau of the Budget in his appearance before your 
committee stated: 

In prosperous periods like the present, sound fisca policy dictates a 
budgetary surplus with some reduction in the public debt, in order to help 
avoid infiation, and thus to help maintain the confidenc of our allies and 
the rest of the free world in the stability of our currency and the strength 
of our finances. 

I accordingly urge the enactment of the extensions now under 
consideration. 

C. REVENIJE EFFECT OF TAX RATE EXTENSIONS 

Table 9 shows the revenue effect of the tax rates extended by this bill. This 
is shown both for a full year of operation and for the fiscal year 1901. The 
full year effect of the bill will be to maintain receipts of about $4 billion which 

TABLE 3. — Corporation and eacise taaes scheduled to bc reduced July 1, 1960 

Unit of tax Present lsw 
rate 

Rate to 
become 
effective 

July 1, 1960 Full 
year 

Fiscal 
1961 & 

Revenue loss 
(millions) 

Corporations . 
Excises: 

Liquor taxes: 
Distilled spirits 
Beer . 
wine: 

Still wine: 
Containing less than 14 

percent alcohol. 
Contairdng 14 to 21 per- 

cent alcohol. 
Containing 21 to 24 per- 

cent alcohol. 
Containing more than 24 

percent alcohol. 
Sparkling wines, liqueurs, 

etc. : 
Champagne or sparkling 

wine. 
Liqueurs, cordials, etc 
Artificially carbonated 

wine. 
Tobacco taxes: Cigarettes 

anufacturers excise taxes: 
Passenger cars------- —-------- 
Auto parts and accessories 

Miscellaneous taxes: 
General telephone 
Transportation of persons 

Total excises 

Grand total 

Normal tsx net 
income. 

30 percent 

Per proof gallon 
Per barrel------------- 

$10. 50 
$9 

Per wine gallon 17 cents 

do 

-- do 

do 

67 cents 

$2. 25 

$10. 50 

do 

0 d 
d 0 

Per thousand 

Manufacturers' sale 
price. 

do 

$3. 40 

$1. 92 
$2. 40 

$4 

10 percent 

8 percent 

Amount charged 10 percent 
Amount paid 10 percent 

25 percent 

$9 

15 cents 

60 cents 

$2 

$9 

$3 

$1. 60 
$2 

$3. 50 

7 percent 

5 percent 

0 
5 percent 

$2, 375 

158 
88 

10 

231 

420 

71 

450 
145 

1, 573 

3, 948 

$1, 075 

258 
96 

14 

251 

399 

62 

338 
109 

1, 527 

2, 602 

' Includes ffoor stock refunds. 

Source; Staff of the Joint Committee on Internal Revenue Taxation, May 23, 1960. 



736 

would otherwise be lost. In the fiscal year 1961, the receipts maintained by 
the rate extensions will amount to slightly more than $2. 6 billion (taking into 
account the effect floor stock refunds otherwise would have). The difference 
between the full year effect and the effect in the fiscal year 1061 is primarily 
attributable to the postponement of the corporate rate reduction which is not 
fully refiected in receipts in the fiscal year 1061. 

On a full year basis nearly $2. 4 billion out of the total of about $4 billion of 
revenue loss prevented by this bill represents corporate tax collections. Of the 
remainder, $266 million is accounted for by taxes on alcoholic beverages, $281 
million by taxes on cigarettes, $491 niillion by automobile taxes, , '$450 million by 
telephone taxes, and $145 million by transportation-of-persons taxes. 

The Budget Director in his appearance before your committee stated that 
the budgetary surplus forecast for the fiscal year 1061 by the President in his 
budget message this last January was $4. 2 billion. He indicated that this 
surplus was predicated not only on a favorable economic level and high levels 
of personal income and corporate profits, but also the acceptance by Congress 
of the President's proposal for the extension of these tax rates, as well as favor- 
able action on his expenditure proposals. With respect to the economic levels 
assumed in the President's budget, the Director stated that while he does not 
believe a revision of the revemie estimates of $84 billion for the fiscal year 1961 
is presently required, new developments can occur to change these estimates. He 
also pointed out that the $4. 2 billion surplus was predicated upon the Presi- 
dent's proposals for other revenue increases amounting to approximately $700 
million, as well as maintainin the expenditure level provided in the budget. 
The failure to extend the tax rates would reduce this $4. 2 billion estimated sur- 
plus to $1. 6 billion as well as provide a further reduction in the fiscal year 1962, 

D. REASONS FOR TAX-RATE EXTENSIONS 
Your committee finds it necessary to recommend that these corporate and ex- 

cise tax rates be continued at the present time without change because it does 
not believe that under the present economic conditions the anticipated surplus 
for the fiscal year 1961 should be reduced. Under present economic conditions 
it is believed that the modest surplus which may be obtained in large part as 
a result of the continuance of these rates should be applied in a reduction of the 
public debt, especially in view of the fact that not to do so would necessitate 
further increases in the statutory debt limit. 

Moreover, your committee believes that there is no justification for selecting 
corporate rates or the particular excise taxes involved in this bill for tax re- 
duction before consideration can be given to individual income tax reductions. 

Title II of the bill, in addition to postponing the excise tax rates previously 
referred to, also makes a number of technical changes, including the postpone- 
ment for 1 more year of the floor stock refunds or credits presently effective 
with respect to stocks of various tax-paid products on hand on July 1, 1960. 
These fioor stock refunds are available in the case of distilled spirits, wines and 
beer, cigarettes, and passenger cars. 

[EI. R. 12881] ' 
I UBLIC DEBT AND TAX RATE EXTENSION ACT OF 19(ia 

[Senate Report No. 1602, Eighty-Sixth Congress, Second Session, Calendar No. 1664] 

[June 6, 1060] 
Mn. BYRD of Virginia, from the Committee on Finance, submitted the following 

report to accompany H. R. 12681. 
The Committee oii Finance, to whom was referred the bill (H. R. 12881) to 

increase for a 1-year period the public debt limit set forth in section 21 of the 
Second Liberty Bond Act and to extend for 1 year the existing corporate normal- 
tax rate and certain excise-tax rates, bavin considered the saine, report favor- 
ably thereon with amendments and recommend that the bill as amended do pass. 

I. SUMMARY OI' BILL 
H. R. 12881 contains two titles. The first title provides for a temporary in- 

crease in the statutory debt limit. Your committee has accepted the House 
s I'uhlic Law 86 — 564, page 681, this Bulletin. 
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version of this title without change. The second title of the House bill provided 
for the continuation for 1 year of certain existing tax rates. Your committee's 
version of title II also continues most of these rates for 1 year but provides for 
the elimination of the excise tax on the transportation of persons and the excise 
tax on general (formerly local) telephone service and domestic telegraph service. 

The bill decreases the temporary debt limitation from $10 billion to $8 billion. 
The present permanent statutory debt limit is $285 billion. Ivor the period from 
July 1, 1959, to June 30, 1960, there has been a further temporary increase of 
$10 billion, raising the maxinIum statutory debt limitation for this period to 
%295 billion. Title I of this bill provides an $8 billion temporary increase in 
the statutory debt limitation for the fiscal year 1961. Thus, under this bill the 
combined permanent and temporary debt limitation for the period from July 1, 
1960, to June 30, 1961, will be $293 billion. 

The existing tax rates which under both the House aud your committee's 
versions of title II of this bill are continued for 1 year, or until July 1, 1961, 
are the present 52-percent corporation income tax rate (which would otherwise 
revert to 47 percent) and the present rates of excise tax on distilled spirits, beer, 
wine, cigarettes, passenger cars and automobile parts and accessories. 

Under title II of the House bill the present 10-perceut tax on general telephone 
service also is continued for 1 year. Under your committee's bill the eliruina- 
tion of this tax v. hich is scheduled under present lasv for reduction on July 1, 
1960 (generally for amounts paid on or after that date), is permitted to go into 
effect. However, under your committee's amendments the present 10-percent 
tax will be retained on amounts paid for the leasing of certain telephone or 
radiotelephone lines or channels which extend outside of a local exchange area. 
In addition, your committee's amendments repeal the present 10-percent tax on 
domestic telegraph service eifective as of July 1, 1960. Your committee's 
amendments also repeal the present tax on the transportation of persons effec- 
tive for amounts paid on or after July 1, 1960. Presently this tax is 10 percent 
but is scheduled under present law to go down to 5 percent for amounts paid on 
or after July 1, 1960. The House bill would have extended the 10-percent rate 
for 1 more year. 

If all of the tax rates were continued as provided by the House bill it is esti- 
mated that there would be a revenue gain of about $4 billion in a full year of 
operation and a gain in the fiscal vear 1961 of about $2. 6 billion. The action 
taken by your committee will reduce this gain by about $750 million in a full 
year of operation or by ~&565 million in the fiscal year 1961. Thus, the action 
taken by your committee will result in a revenue gain over present law of about 
$3. 2 billion for a full year of operation or about $2. 0 billion in the 6scal year 
1961. 

III. TITLE II — EXTENSION OP EXISTING TAX RATES 

A. EXPLANATIOK OF RATES EXTENDED 

Title II of the House bill provided for a 1-year extension of the corporate 
income tax rates and the existing rates of certain excise taxes, including the 
taxes on general telephone service and transportation of persons. The rates 
of these taxes otherwise are scheduled for reduction on July 1, 1960. 

Title II of your committee's bill also provides for a 1-year extension of the 
present corporate income tax rates and the existing rates of certain excise 
taxes. However, it does not extend the existing rates of tax on general tele- 
phone service or on transportation of persons. Instead, your committee's 
amendments repeal these two taxes as of July 1, 1960, and also provide for 
the repeal of the tax on domestic telegraph service as of the same date. 

The present 52-percent corporate income tax rate, without the 1-year extension 
provided by both the House and your committee's versions of this bill, would 
revert to 47 percent as of July 1, 1960, through a reduction of the normal 
tax rate from 30 percent to 25 percent. 

The excise tax rates which both the House and your committee's bill extend 
for another year or until July 1, 1970, are those on— 

(1) distilled spirits, which otherwise would be reduced from $10. 50 to 
$9 per proof gallon; 

(2) beer, which otherwise would be reduced from $9 to $8 per barrel; 
(3) wines, subject to various tax rates which otherwise would be reduced 

by approximately 11 percent; 
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(4) cigarettes, which otherwise would be reduced from 8 cents to 7 cents 
a pack; 

(5) passenger cars, which otherwise would be reduced from 10 percent 
to 7 percent of the manufacturer's price; and 

(6) auto parts and accessories, which otherwise would be reduced from 
8 percent to 5 percent, of the manufacturer's price. 

The taxes which your committee's bill treats differently from the House bill 
are those on general telephone service (or local telephone service as it formerly 
was called), domestic telegraph service and transportation of persons, all of 
which are presently imposed at 10-percent rates. The tax on general telephone 
service and the tax on transportation of persons, as the result of action initiated 
by your committee in the Tax Rate Extension Act of 1959 [P. L. 86 — 75, C. II. 
1959 — 2, 679], presently are scheduled for repeal in the ease of the general 
telephone service tax as of July 1, 1960, and for reduction to 5 percent in the 
case of the tax on the transportation of persons as of the same date. Your 
committee's amendments in general would repeal both of these taxes effective 
for payments made on or after J'uly 1, 1960. However, the 10-percent rate of 
tax will continue to apply to leased wire service, which is presently included 
in general telephone service. This service is dedned as the leasing of any 
telephone or radiotelephone line or channel which connects stations between 
tvhich there otherwise would be a toll telephone charge. In the ease of tele- 
graph service, international telegraph service will remain subject to the present 
10-percent tax. Such service means a telegraph cable or radio dispatch or 
message for which the charge is paid within the United States and which 
originates in the United States and terminates outside of the United States or 
vice versa. 

Table 4 summarizes in tabular form the various rates of the taxes affected 
bv the House and your committee's bill for the coming year showing the present 

TABLE 4. — Tax rates a+ected by the bit/ 

Vnit of tax Present 
rates 

Rates to become effec- 
tive July 1, 1960 
under— 

Present House 
law bill 

Com. 
mittee 

bill 

Rates continued in House and committee 
bill: 

Corporations 

Excises: 
Liquor taxes: 

Distiued spirits= = 
B cer . 
Wine: 

Still wine: 
Containing less than 14 

percent alcohol. 
Containing 14 to 21 per- 

cent alcohol. 
Containing 21 to 24 per- 

cent alcohol. 
Containing more than 24 

percent alcohol. 
Sparkling wines, liqueurs, 

etc. : 
Champagne or sparkling 

wine, 
Liqueurs, cordials, etc 
Artfacfally carbonated 

wine. 
Tobacco taxes: Cigarettes 
Manufacturers excise taxes. 

I'assenger cars 

Auto parts and accessories 
Rates repealerl under committee bill: Mis- 

cellaneous taxes: 
Qeneral telephone 

Domestic telegraph service 
Transportation of persons 

Normal tax net income 
(percent). 

Per proof gallon 
Per barrel 

Per wine gallon (cents) 

do 

Per wine gallon 

do 

do 

0 d 

Per thousand 

Manufacturers sale price 
(percent). . do 

Amount charged (per- 
cent). 

Amount paid (percent) 

$10. 50 
$9. 00 

17 

67 

$2. 25 

$10. 50 

$3. 40 

$1. 92 
$2. 40 

$4. 00 

10 

10 

10 
10 

25 30 

$9. 00 
$8. 00 

$10. 50 
$9. 00 

15 

60 

17 

67 

$3. 00 $8. 40 

$1. 60 
$2. 00 

$1. 92 
$2. 40 

$3. 50 $4. 00 

10 

10 
6 

10 

10 
10 

$2. 00 $2. 25 

$9. 00 $10. 50 

30 

$10. 50 
$9. 00 

17 

67 

$2. 25 

$10. 50 

$8. 40 

$1. 92 
$2. 40 

10 

Source: Staff of the Joint Committee on Internal Revenuo Taxation. 
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tax rates and the rates which would be in effect under existing law and the 
House and your committee's bill. 

Title II of the bill, in addition to making the excise tax rate changes referred 
to above, also makes a number of technical changes, inclu&ling the postponement 
for 1 more year of the fioor stock refunds or credits presently ei'fective with 
respect to stocks of various tax-paid products on hand on July 1, 1960. These 
fioor stock refunds are available in the case of distilled spirits, wines and beer, 
cigarettes, and passenger cars. 

B. REASONS FOR YOUR COMMITTEE S ACTIONS 

The continuation of the present corporate tax rate and the excise tax rates 
on alcoholic beverages, cigarettes, passenger cars aml auto parts and accessories 
are essential in view of the 1961 budgetary requirements. Your committee 
deemed it essential, however, to make an exception to the continuation of existing 
rates in the ease of the general telephone service, domestic telegraph service, 
and transportation of persons taxes for the reasons outlined below. 

Your committee has approved of the repeal of the tax on general telephone 
service both because the burden of this tax bears most heavily on those least 
able to pay, and because a substantial portion of this tax is a business cost 
item which enters into the costs of other goods and services and therefore is 
a factor tending toward higher prices generally. The tax on domestic telegraph 
service is repealed in part on the grounds that this tax also is a substantial 
business cost item. Also, it should be recognized that these taxes (to the ex- 
tent they are not reiiected in the hi her prices) result in reductions in profits 
subject to the individual or corporate income taxes. Thus, the loss in revenue 
resulting from the repeal of these taxes can be expected to be offset, to some 
extent, by increased income tax collections. 

In the case of domestic telegraph service your committee also believes that 
it is desirable to eliminate the tax involved since this has been an industry of 
declining profits and declining employment where the burden of the tax bears 
heavily on the industry. Thus, despite the fact that incomes generally more 
than doubled in the period from 1945 to 1958, public telegraph message volume 
during this period fell from 198 million messages in 1945 to less than 112 million 
in 1958, a decrease of more than 40 percent. Corresponding with this decline 
in volume, employment in the telegraph industry dropped from 64, 570 in 1945 
to 85, 400 in 1958. 

In the case of the tax on transportation of persons also the industries involved 
have been faced with problems of maintaining their volume of business. This, 
of course, has been especially true in the case of the passenger tratfic on the 
railroads. For example, the passenger operating revenues of the class 1 rail- 
ways in the first 8 months of the calendar year 1960 amounted to $55 million, 
851 million and $52 million respectively, while the operating revenues of these 
railways in the first 8 inonths of 1957 were $66 million, $58 million, and $58 
million, respectively. To a lesser extent the airlines also have had problems 
in developing their passenger business. The tax on the transportation of per- 
sons also is a substantial business cost item. In addition, discriminatory prob- 
lems are created as between transportation within and without the United 
States, since the latter transportation, for the most part, is not subject to tax. 

C. REVENUE EFFECT OF HOUSE BILL AND YOUR COhIMITTEE'S 
AMENDMENTS 

Table 5 shows the revenue effect of the House bill and your committee's 
bill, both for a full year of operation and for the fiscal year 1961. The full 
year eÃect of the House bill would be to maintain receipts of almost $4 billion 
which would otherwise be lost. Your committee's bill, on the same basis 
maintains revenues of about $8. 2 billion which would otherwise be lost. In the 
fiscal year 1961 the House bill would increase revenues over ivhat they would 
be if present law were allowed to become effective by $2. 6 billion while your 
committee's action would increase revenues over what they otherwise would 
be by about &2 billion (thcse figure take into account the effect of floor stock 
refunds). The differences betivecn the full year effect and the effect in the 
fiscal year 1961 are priniarily attributable to the postponement of the cor- 
porate rate reduction which under both versions of the bill is not fully re- 
flected in receipts in the fiscal year 1961. 

5857SII* — 61 4S 
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TABLE 5. — Reoenue effect of the bill as passed by the House and as amended, by 
your committee; gain (+) or loss ( — ) of House or your committee's bill oner 
yield, under present late (rates scheduled to be in effect on July I, 1900) 

[Millions of dollars] 

Full year eflect Fiscal 1961 eflect 

House bill Your corn- House bill Your com- 
mittee bfli mittee bill 

A. Rates extended under both bills — revenue gain: 
52-percent corporate tax rate 
Excise tax rates: 

Distilled spirits 
Beer 
Wines 
Cigarettes 
Passenger ears . 
Auto parts and accessories 

Subtotal, excises 

+2, 375 

+158 
+88 
+10 

+231 
+420 
+71 

+978 

+2, 375 

+158 
+88 
+10 

+231 
+420 
+71 

+978 

+1, 075 

' +258 
' +96 ' +14 

s +251 
' +399 

+62 

+1, 080 

+1, 075 

s +258 
' +96 
t +14 

t +251 
' +399 

+62 

s+1 080 

Total for rates continued under both bills +3, 353 +3, 353 +2, 155 '+2, 155 

B. Taxes repealed under your committee bill: 
Transportation of persons . 
General telephone 
Domestic telegraph service 

Total 

+145 
+450 

0 

+595 

— 145 
+5 — 17 

— 157 

+109 
+338 

0 

— 109 
+4 — 13 

-118 

C. Net revenue gain +3, 948 +3, 196 +2, 602 +2, 037 

s Includes effect of postponing floor stock refunds. 

Source: Joint Committee on Internal Revenue Taxation. 

On a full year basis both versions of the bill result in an increase of nearly 
$2. 4 billion in corporate income tax collections. Both versions of the bill also 
result in an increase in revenues of almost $1 billion in the case of the so-called 
Korean war excise tax rates; namely, those increased at that time on distilled 
spirits, beer, wine, cigarettes, passenger cars and auto parts and accessories. 

The difference between the House bill and your committee's action is reflected 
in the effect on the transportation and communication taxes. The House bill in 
the case of the tax on the transportation of persons instead of permitting the rate 
to decline from 10 percent to 5 percent maintains the present 10-percent rate 
while your committee's action repeals this tax altogether. This on a full year' s 
basis accounts for a net decrease in revenues otherwise available of $290 million. 
In the ease of the general telephone service tax, the House bill continues the 
rate tvhich present law would repeal, while your committee's bill, except for the 
minor efteet on leased wires, repeals this tax. This accounts for a decrease in 
revenues otherwise available of $445 million on a full year's basis. The re. 
mainder of the difference can be accounted for by the repeal by your committee 
of the domestic tax on telegraph service which results in a revenue loss of $17 
million. 

The President in his budget message this last January forecast a budgetary 
surplus for the fiscal year 1901 of $4. 2 billion. This was predicated upon the 
acceptance by Congress of the President's proposal for the extension of the tax 
rates involved in this bill. Therefore, your committee's action ean be expected 
to have the effect in the fiscal year 1901 of reducing this estimated surplus bv 
about $505 million, or reduce the estimated surplus of $4. 2 billion to a figure of 
slightly over $0. 0 billion. 
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[H. R. 12381]' 

pUBLIC DEBT AND TAX RATE EXTENSION ACT OF 1960 
[Conference Rcport No. 2005, Eighty-Sixth Congress, Second Session] 

[June 25, 1960] 

&Is. 'Aifz, z, s, from the committee of conference, submitted the following con- 
ference report to accompany H. R. 12381. 

The committee of conference on the disagreeing votes of the two Houses on the 
amendments of the Senate to the bill (H. R. 12381) to increase for one-year 
period the public debt limit set forth in section 21 of the Second Liberty Bond Act 
and to extend for one year the existing corporate normal-tax rate and certain 
excise-tax rates, having met, after full and free conference, have agreed to recom- 
mend and do recommend to their respective Houses as follows: 

That the Senate recede from its amendment numbered 2. 
That the House recede from its disagreement io the amendment of the Senate 

numbered 1 and agree to the same. 
Amendment numbered 3: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 3, and agree to the same with an amendment as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 

SEC. 801. INVESTIGATION OF, AND REPORTS ON, TREATllfENT OF 
ENTERTAINMENT AND CERTAIN OTHER EXPENSES. 

(a) INVESTIOArloiv AND REPORT BY JOINT COAIzflTTEE ON IVTEENAL REVENUE 
TAEArfoN. — The Joint Committee on Internal Revenue Taxation is hereby authorized 
and directed to make a full and complete investigation and study of the operation and 
effects of present law, regulations, and practices relating to the deduction, as ordinary 
and necessary business expenses, of expenses for entertainment, gifts, dues or initiation 
fees in social, athletic, or sporting clubs or organizations, and similar or related items. 
The Joint Committee shall report to the House of Representatives and to the Senate the 
results of its investigation and study as soon as practicable during the 87th Congress, 
together with its recommendations for any changes in the law and administrative 
practices which in its judgment are necessary or appropriate. 

(b) REP0RT BY SEORETARY oP THEE TREAsURY. — The Secretary of the Treasury is 
hereby authorized and directed to report as soon as practicable during the 87th Congress 
to the House of Representatives and to the Senate the results of the enforcement program 
of the Internal Revenue Service (announced in Technical Information Release 881, 
dated April 7f, 1880) relating to the deductions, as ordinary and necessary business 
expenses, of expenses for entertainment, travel, yachts, hunting lodges, club dues, and 
similar or related items, together with such recommendations uith respect thereto as he 
considers necessary or appropriate to avoid misuse of the business expense deduction. 

(c) CovsULrArfoN oP SrAPEs. — The staff of the Joint Committee on Internal 
Revenue Taxation, and the staff of the Secretary of the Treasury, shall consult and 
cooperate with each other in performing any duties assigned to ca~ry out the purposes of 
this section. 

And the Senate agree to the same. 
Amendment numbered 4: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 4, and agree to the same with an amendment as follows: 

~ Public Law S6 — 564, page 661, this Bulletin. 
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In lieu of the matter proposed to be inserted by the Senate amendment insert the 
following: 

SEC. 303. DEPLETION RATE FOR CERTAIN CLAYS: TREATMENT 
PROCESSES CONSIDERED AS lifINING FOR COMPUTING PER- 
CENTAGE DEPLETION IN THE CASE OF MINERALS AND ORES. 

(a) DEPLETICN RATE ECR CERTAIN CLAYs. Subsection (b) of section 618 of the 
Internal Revenue Code of 1MII (relating to percentage depletion rates) is amended as 
follows: 

(1) Paragraph (8) is amended to read as followsi 
"(8) 15 percent— 

"(A) metal mines (if paragraph (8)(B) does not apply), rock asphalt, 
and vermiculite; and 

"(B) if paragraph (5) (B) does not apply, ball clay, bentonite, china clay, 
sagger clay, and clay used or sold for use for purposes dependent on its 
refractory properties. 

" 
(8) Paragraph (5) is amended to read as folloivsr 
"(5) 5 percent— 

"(A) gravel, mollusk shells (including clam shells and'oyster shells), peat, 
pumice, sand, scoria, shale, and stone, except stone described in paragraph 
(6); 

"(B) clay used, or sold for use, in the manufacture of building or paving 
brick, drainage and roofing tile, sewer pipe, fiower pots and kindred products; 
and 

"(C) if from brine ivells — bromine, calcium chloride, and magnesium 
chloride. " 

(8) Paragraph (6) is amended by striking "refractory and fire clay, ". 
(b) TREATAIENT PRocEssEs CovsIDERED As MIIrINII. — Subsection (c) of section 

618 of the Internal Revenue Code of 185$ (relating to the defir&ition of gross income from 
property) is amended as follows: 

(1) By amending paragraph (8) to read as followsr 
"(8) MININo. — The term 'mining' includes not merely the extraction of the 

ores or minerals from the ground but also the treatment processes considered as 
mining described in paragraph ($) (and the treatment processes necessary or 
incidental thereto), and so much of the transportation of ores or minerals (whether 
or not by common carrier) from the point of extraction from the ground to the 
plants or mills in which such treatment processes are apphed thereto as is not in 
excess of 50 miles unless the Secretary or his delegate finds that the physical and 
other requirements are such that the ore or mineral must be transported a greater 
distance to such plants or mills. " 

(8) By striking out paragraph ($) and inserting in lieu thereof the following 
new paragraphs: 

"(II) TREATRIENT PRocEsszs co&vsIDERED As IIININo. — The following treat- 
ment processes where applied by the mine owner or operator shaR be considered 
as mining to the extent they are applied to the ore or mineral in respect of which 
he is entitled to a deduction for depletion under section 611: 

"(A) In the case of coal — cleaning, breaking, sizing, dust allaying, 
treating to prevent freezing, and loading for shipment; 

"(B) in the c" ase osulfur recovered by the Frasch process — cleaning, 
pumping to vats, cooling, breaking, and loading for shipment; 

"(C) in the case of iron ore, bauxite, ball and sagger clay, rock asphalt, 
and ores or minerals which are customarily sold in the form, of a crude 
mineral product — sorting, concentrating, sintering, and substantiaRy 
equivalent processes to bring to shipping grade and form, and loading for 
shipment; 

"(D) in the case of lead, zinc, copper, gold, silver, uranium, or fiuorspar 
ores, potash, and ores or minerals ivhich are not customarily sold in the 
form of the crude mineral product — crushing, grinding, and beneficiation 
by concentration (gravity, Potation, amalgamation, electrostatic, or magnetic) & 

cyanidation, leaching, crystallization, precipitation (but not including 
electrolytic deposition, roasting, thermal or electric smelting, or refining)& 
or by substantially equivalent processes or combination of processes used 
in the separation or extraction of the product, or products from the ore or 
the mineral or minerals from other material from the mine or other natural 
deposit; 



"(E) the pulverization of talc, the burning of magnesite, the sintering and 
nodulizing of phosphate rock, and the furnacing of quicksilver ores; "(F) in the case of calcium carbonates and other minerals u&hen used in 
making cement — all processes (other than preheating of the kiln feed) applied 
prior to the introduction of the kiln feed into the kiln, but not including any 
subsequent process; 

"(G) in the case of clay to which paragraph (6)(B) of subsection (b) 
applies — crushing, grinding, and separating the mineral from waste, but 
not including any subsequent process; and 

"(H) any other treatment process provided for by regulations prescribed 
by the Secretary or his delegate which, with respect to the particular ore or 
mineral, is not inconsistent with the preceding provisions of this paragraph. 

"(6) TEEArsrEEr FEocEssEs &vor coEsIDEEED ss AIIEIEG. — Unless such 
processes are otheru&ise provided for in paragraph ($) (or are necessary or 
incidental to processes so provided for), the following treatment processes shall 
not be considered as 'mining': electrolytic deposition, roasting, calcining, thermal 
or electric smelting, refining, polishing, fine pulverization, blending u&ith other 
materials, treatment effecting a chemical change, thermal action, and molding or 
shaping. " 

(c) EFFEcTIvE DATE. — The amendments made by subsections (a) and (b) shall 
be applicable only with respect to taxable years beginning after December 8I& I960. 

And the Senate agree to the same. 
Amend the title so as to read: "An Act to increase for a one-year period the 

public debt limit set forth in section 21 of the Second Liberty Bond Act and to 
extend for one year the existing corporate normal-tax rate and certain excise-tax 
rates, and for other purposes. " 

W. D. MII, I. s, 
AIME J. FORAND& 
CEOII R. KING, 
THoMAs J. O' BRIEN, 
N. M. MAsoN, 
JOHN W. BYRNES& 
HOWARD H. BAKER, 

Managers on the Part of the House. 
HARRY F. BYRD, 
RORT. S. KERR& 
J. ALLEN FREAR Jr. , 
JOHN J. WILLIAMS& 
FRANK CARLSON, 

iVIanagers on the. Part of the Senate. 

STATEIIEXT OF THE MAXAGERS OX THE PART OF THE HOESE 

The managers on the part of the House at the conference on the disagreeing 
votes of the two Houses on the amendments of' the Senate to the bill (H. R. 
12881) to increase for 1-year period the public debt limit set forth in section 21 
of the Second Liberty Bond Act and to extend for 1 year the existing corporate 
normal-tax rate and certain excise-tax rates, submit the following statement 
in explanation of the effect of the action agreed upon by the conferees and 
recommended in the accompanying conference report: 

Amendment Xo. 1: This is a technical amendment adding to the bill a new 
heading "Title III — 3Iiscellaneous Provisions. " The House recedes. 

Amendment Xo. 2: Section 84 of the Internal Revenue Code of 10o4 provides 
that there shall be allowed (subject to the limitations provided in the law) to 
an individual, as a credit against the income tax imposed by subtitle A of the 
code for the taxable year, an anIount equal to 4 percent of the dividends re- 
ceived from domestic corporations which are included in gross income. Senate 
amendment Xo. 2 added a new section to the bill which provided, effective with 
respect to taxable years beginning after December 81, 1900, for the repeal of 
section 84 of the Internal Revenue Code of 19O4. The Senate recedes. 

Amendment Xo. 8: This amendment added a new section 802 to the bill re- 
lating to the disallowance, as trade or business expenses, of deductions of cer- 
tain expenditures for entertainment, gifts, and club dues, 

Subsection (a) of the new section 802 amended section 102 of the 1084 Code 
(relating to trade or business expenses) to provide that no deduction was to 
be allowed under section 102(a) of the code for any expenses paid or incurred 
for— 
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(1) entertainment (unless entertainment is the trade or business of the 
taxpayer and the expenses are paid or incurred to further such trade or busi- 
ness), except that the expenses paid or incurred for food or beverages for 
the primary purpose of providing an opportunity to advance the trade or 
busiuess of the taxpayer may be deducted, if such expenses would have 
been deductible prior to the enactment of this new provision; 

(2) gifts, except that any gift by the taxpayer in the course of his trade 
or business to auy person may be deducted in an amount not exceeding 
$10 per person per year, if such expenses would have been deductible prior 
to the enactment of this new provision; or 

(8) dues or initiation fees in social, athletic, or sporting clubs or 
organizations. 

Subsection (b) of the new section 802 provided that subsection (2) thereof 
was to apply to taxable years beginning after the date of the enactment of 
H. R. 12881. 

Under the conference agreement the House recedes on amendment No. 8 with 
an amendment which is a substitute for the Senate amendmeut. 

Subsection (a) of new section 801 added to the bill under the conference 
agreement provides for an investigation and report by the Joint Committee on 
Internal Revenue Taxation with respect to the treatment of entertainment and 
certain other expenses. I'nder this provision, the Joint Committee is to make 
a full and complete investigation and study of the operation and effects of pres- 
ent law, regulations, and practices relating to the deduction (as ordinary and 
necessary business expenses) of expenses for entertainment, gifts, dues or 
initiation fees in social, athletic, or sporting clubs or organizations, and similar 
or related items. The Joint Committee is to report to the House of Representa- 
tives and to the Senate the results of its investigation and study as soon as prac- 
ticable during the 87th Congress, together with the recommendations of the Joint 
Committee for any changes in the law and administrative practices which in its 
judgment are necessary or appropriate, 

Subsection (b) of the new section 801 provides for a report by the Secretary 
of the Treasury of the results of the recently adopted enforcement program of 
the Internal Revenue Service relating to the deduction (as ordinary and neces- 
sary business expenses) of expenses for entertainment, travel, yachts, hunting 
lodges, club dues, and similar or related items, together wtih such recommenda- 
tions with respect thereto as he considers necessary or appropriate to avoid 
misuse of the business expense deduction. The report is to be made to the House 
of Representatives and to the Senate as soon as practicable during the 87th 
Congress. 

On April 4, 1960, the Internal Revenue Service issued Technical Information 
Release No. 221 in order to secure additional information from corporations, 
partnerships, and proprietorships at the time when they file their business 
income returns for taxable years beginning after December 81, 1959. 

The additional information required relates to deductions dlaimed for— 
(1) allowances (including expense account allowances) paid to or on 

behalf of certain officers, employees, partners, and proprietors; 
(2) the use of hunting lodges, working ranches and farms, fishing camps, 

resort properties, pleasure boats and yachts, and similar facilities: 
(8) the use of hotel rooms and suites, apartments, and other dwellings; 
(4) the attendance of members of families of oiiicers and employees at 

conventions or business meetings; and 
(5) vacations for officers or employees, or members of their farailies. 

Technical Information Release No. 221 also states that the field offices of the 
Internal Revenue Service have been instructed to place increased emphasis on 
the examination of returns involving entertainment, travel, and expenses of a 
similar nature. 

Subsection (c) of the new section 801 provides tha. t the staff of the Joint Com- 
mittee on Internal Revenue Taxation, and the staff of the Secretary of the 
Treasury, are to consult and cooperate with each other in performing any duties 
a. ssigned to carry out the purposes of the new section 801. 

Amendment No. 4: This amendment added a new section to the bill relating 
to the depletion rate for certain clays, and to the treatment processes con- 
sidered as mining for computing percentage depletion in the case of minerals 
and ores. 
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SENATE AMENDMENT 

I)et&let(on rates for certain clays 
Under paragraph (3) of section 613(b) of the Internal Revenue Code of 10;&I 

the percentage depletion rate for ball clay, bentonite, china clay, and sagger clay 
is 1. & percent, and under paragraph (6) of such section (relatiiig to rate for all 
minerals not provided for in pars. (1) to (5), inclusive) the rate for refractory 
and fire clay is 15 percent unless it is used or sold for use for specified purposes 
(in which case the rate is 5 percent). Uiider the Senate amendment, the per- 
centage depletion rate is 15 percent for ball clay, bentonite, china clay, sagger 
clay, and "clay used or sold for use for purposes del&endent on its refractory 
properties. " IIowever, the 15 percent rate is not to apply to any clay described 
in the preceding sentence used, or sold for use in the manufacture of building 
or paving brick, drainage and roofing tile, sewer pipe. fiowerpots, and kindred 
products. 

Under paragraph (5) of section 613(b) of the 1954 Code the percentage 
depletion rate is 5 percent for brick and tile clay. The Senate amendment 
strikes out the reference to brick and tile clay and provides that the 5 percent 
rate is to apply to all clay used, or sold for use, in the manufacture of building 
or paving brick, drainage and roofing tile, sewer pipe, fiowerpots, and kindred 
products. 

Treatment processes considered as mini&ig 

Subject to the limitation (50 percent of taxable income from the property) in 
section 613(a) of the code, the allowance for percentage depletion in the case of 
ores or minerals is the percentage (specified in the statute) of the gross income 
from mining. Section 613(c) (2) of the 1054 Code provides that the term "min- 
ing" includes not merely the extraction of the ores or minerals from the ground 
but also the ordinary treatment processes normally applied by mine oivners or 
operators in order to obtain the commercially marketable mineral product or 
products and (within speciiied limits) transportation to the plants or niills in 
which the ordinary treatment processes are applied. 

Under the Senate amendment, the term "mining" is defined to mean the ex- 
traction of the ores or minerals from the ground, the treatment processes con- 
sidered as mining described in new paragraphs (3) and (4) (which are sub- 
stituted for existing par. (4) of sec. 613(c) of the 10&4 Code), and (within the 
same limits as provided by existing laiv) transportation to the plants or mills 
in which the treatment processes (provided by the amendment) are applied. 
Under the amendment, the phrase "ordinary treatment processes normally ap- 
plied by mine owners or operators to obtain the commercially marketable prod- 
uct or products" is deleted. 

Specifically included treat&neat processes. — Under the Senate amendment the 
treatment processes considered as mining are limited to those specifically listed 
in the amendment. Subparagraphs (A), (B), and (D) (relating to coal, sul- 
fur, talc, magnesite, quicksilver ores, and phosphate rock) of the new para- 
graph (3) listed the same processes which under existing law arc listed as in- 
cluded in the processes which are ordinary treatment processes. Subparagraph 
(C) was in etfect a substitute for existing subparagraphs (C) and (D) of 
section 613(c) (4) of the 195&4 Code. Under existing subparagraph (C), the 
listed processes are included in the case of iron ore, bauxite, ball and sagger 
clay, rock asphalt, and minerals which are customarily sold in the form of a 
crude mineral product. Under existing subparagraph (D), the listed processes 
are included in the case of lead, zinc, copper, gold, silver, or tluorspar ores, 
potash, and ores which are not customarily sold in the form of the crude 
mineral product. 

Specifically eactnded treatment processes. — Under the new paragraph (4) 
as contained in the Senate amendment it is provided that the following treat- 
ment processes shall not be considered as mining: 

(A) In the case of all minerals or ores — electrolytic deposition, roasting, 
calcining, therinal or electric smelting, refining, polishing, fine pulveriza- 
tion, blending ivith other materials, treatment effecting a cheinical change, 
therinal action, and molding or shaping, unless such processes are other- 
wise provided for in the new paragraph (3) contained in the Senate 
amendment. 

(B) Any treatment process which follows a process that is not con- 
sidered as iuiiiing, notwithstanding any other provisions of section 613(c) 
of the 1054 Code as changed by the Senate amendment. 
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Fffective date 
Under the Senate amendment, the changes made by the amendment apply 

only with respect to taxable years beginning after December 81, 1960, 

CONFERENCE SUBSTITUTE 

Under the conference agreement the House recedes on Senate amendment 
Xo. 4 with an amendment which is a substitute for the Senate amendment. 

J&epletion rates for certain clays 
Subsection (a) of new section 802 added to the bill under the conference 

agreement relates to the depletion rate for certaiu clays. Subsection (a) makes 
the same changes in section 618(b) of the 1951 Code as were proposed by the 
Senate amendment and explained above. 

Treatment processes considered as mining 
Under the conference agreement, subsection (b) of the new section 602 added 

to the bill relates to treatment processes considered as mining. 
Paragraph (1) amends paragraph (2) of section 618(c) of the 1954 Code 

to provide that the term "mining" includes not merely the extraction of the ores 
or minerals from the ground but also the "treatment processes considered as 
mining described in paragraph (4) (and the treatment processes necessary or 
incidental thereto)" and (within the same limits as provided by existing law) 
transportation to the plants or mills in which the treatment processes are ap- 
plied. As under the Senate amendments, the phrase "ordinary treatment 
processes normally applied by mine owners or operators in order to obtain the 
commercially marketable product or products" is deleted under the conference 
agreement. 

Paragraph (2) of section 802(b) added to the bill uuder the conference agree- 
ment strikes out paragraph (4) of section 618(c) of the 1954 Code and inserts 
in lieu thereof new paragraphs (4) and (5). 

Speci/cally included treatment processes. — The new paragraph (4) of section 
618(c) describes (in subpars. (A) to (H), inclusive) treatment processes which 
are to be considered as mining, where applied by the mineowner or operator, to 
the extent such processes are applied to the ore or mineral in respect of which 
the mine owner or operator is entitled to a deduction for depletion under section 
611 of the 1954 Code. As under existing law, a described process is to be treated 
as mining where performed by another person for the mineowner or operator 
if the mineowner or operator has not disposed of his depletable iuterest in the 
ore or mineral to which such process is applied. Under the language of this 
provision, a described process is not treated as mining where applied to a 
purchased are or mineral. 

The changes in the text of existing paragraph (4) which are made under 
the conference agreement are as follows (matter to be omitted is enclosed in 
black brackets and new matter is printed in italics): 

(4) I. ORDINARYQ TREATiIENT PRocEssEs coNsIDERED As MIIIIxa — f The term 
"ordinary treatment processes" includes the following:g The following 
treatment processes wisere applied by the mine ou acr or operator shall be 
considered as raining to the extent they are applied, to the ore or mineral 
in re~pect of which, he is entitled to a deduction for depletion, under section 
611 I 

(A) In the case of coal — cleaning, breaking, sizing, dust allaying, 
treating to prevent freezing, and loading for shipment; 

(8) in the case of sulfur recovered by the Frasch process — cleaning, 
pumping to vats, cooling, breaking, and loading for shipment; 

(C) in the case of iron ore, bauxite, ball and sagger clay, rock 
asphalt, and arcs or minerals which are customarily sold in the form 
of a crude mineral product — sorting, concentrating, pand sinteringg 
sintering, and substantially equivalent processes to bring to shipping 
grade and form, and loading for shipment; 

(D) in the case of lead, zinc, copper, gold, silver, ura»i»»i, or fiuorspar 
ores, potash, and ores or minerals which are not customarily sold in 
the form of the crude mineral product — crushing, grinding, and bene- 
ficiation by conceutration (gravity, flotation, amalgamation, electro- 
static, or magnetic), cyanidation, leaching, crystallization, precipita- 
tion (but not including gas an ordinary treatment process/ electrolytic 
deposition, roasting, thermal or electric smelting, or refining), or bv 
substantially equivalent processes or combination of processes used in 
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the separation or extraction of the product or products from the ore 
or the mineral or»&i»erals from otlier material from the raine or ot ier 
natural deposit; f, including the furnacing of quicksilver ores; andg 

(E) the pulverization of tale, the burning of Iuagnesite, fandj the 
sintering and nodulizing of phosphate /rock/ rock, anted the fu&»&acing 
of quiclcsilver ores; 

(F) in the case of calcbcnc carbonates and other mi«c& als u hen used 
in making cement — all processes (other th&in pre-lceating of the kiln 
feed) applied prior to the introduction of the 1'iln feed into the lciln, but 
not including any subsequent process; 

(6) in the case of clay to rchich paragraph (5) (E) of subsection (b) 
applies — crushing, grinding, and, separating the mineral from waste, 
but not including any subsequent process; and, 

(II) any other treatment process provided for by regulations pre- 
scrtbeid by tice Secretary or his delegate u;hich, with respect to the par- 
ticular ore or mineral, is not inconsistent witli the preceding provisions 
of this paragrapli. 

The above material indicates that all of the specifically allowed processes 
under existing law will continue to be allowed under the bill. In addition, cer- 
tain other processes are specifically provided for. These include cleaning in 
the case of sulfur recovered by the Frasch process, and in the case of the min- 
erals and ores coming under subparagraph (C) substantially equivalent proc- 
esses to those named therein. Under the conference agreement, the treatment 
processes allorvable under existing law with respect to coal and sulfur (recovered 
by the Frasch process) are to continue to be allowable. Under subparagraph 
(C), "sintering" is to be allowed to the same extent as under existing law. 
Under the amendment uranium is specifically named in subparagraph (D); and 
the furnacing of quicksilver ores is shifted to subparagraph (E) which contains 
the specialized processing allowed by present law. In addition, subparagraphs 
(C) and (D) have been modified so that each relates to minerals or ores other- 
wise qualifying under such subparagraph. 

For calciuin carbonates and other minerals when used in making cement, a 
new subparagraph (F) has been added providing for the allowance of all 
processing up to the point of the introduction of the kiln feed into the kiln (except 
f&'r preheating of the kiln feed), but not including any subsequent process. In 
the ease of clay used or sold for use in the manufacture of building and paving 
brick, drainage and roofing tile, sewer pipe, fiowerpots and kindred products, 
a new list of allowable processes is provided for in the new subparagraph (G). 
The allowable processes in the case of clay so used or sold for use include 
crushing, grinding, and separating the mineral from waste, but not any subse- 
quent process. In addition, new subparagraph (H) includes as an allowable 
process anv other treatment process provided for by regulations prescribed by 
the Secretary of the Treasury or his delegate which, with respect to the partic- 
ular ore or mineral, is not inconsistent with the preceding provisions of the new 
paragraph (4). 

Specifically evcluded treatment processes. — The new paragraph (5) added to 
section 613(c) of the 1954 Code under the conference agreement provides that 
unless such processes are otherwise provided for in paragraph (4) (or are 
necessary or incidental to processes so provided for), the following treatment 
processes shall not be considered as "mining": electrolytic deposition, roasting, 
calcining, thermal or electric smelting, refining, polishing, fine pulverization, 
blending with other materials, treatment etfecting a chemical change, thermal 
a&tion, and molding or shaping. 
Effective date 

Subsection (c) of the new section 802 provides that the amendments made by 
subsections (a) and (b) of the new section 302 are to apply ouly with respect 
to taxable years beginning after December 81, 1060. 

W. D. MII. I. s, 
AIME J FORAND 
CECIL R. KING, 
TKGMAs J. O' BRIEN, 
N. M. MAsoN, 
JGHN W. BrRNEs, 
HGWAI&D H. BAKER, 

3fanagers on the Part of the IIouse. 



748 

[H. R. 4251] ' 

LIMITATION ON DEDUCTION OF EXPLORATION 
EXPENDITURES 

[Senate Report No. 1137, Eighty-sixth Congress, Second Session, Calendar No. 1178) 

[February 24 (legislative day, February 15), 1900] 

AIn. Bvan of Virginia, from the Committee on Finance, submitted the following 
report to accotnpany H. R. 42ol. 

The Committee on Finance, to whom was referred the bill (H. R. 42o1) to 
amend the Internal Revenue Code of 1954 with respect to limitation on the 
deduction of exploration expenditures, having considered the same, report fa- 
vorably thereon without amendment and recommend that the bill do pass. 

I. SUitlitIARY OF BILL 

Under present law an annual exploration expediture deduction of up to 
$100, 000 is allolved for no more than 4 years. This bill removes the 4-year 
limitation and substitutes an overall limitation of $400, 000. Hovvever, the 
linlitation of $100, 000 per year remains. 

Exploration expenditure deductions may be taken (currently or deferred 
and taken when the product is sold) for expenditures made in exploring for 
ore or &nineral deposits (but not for oil or gas) prior to the development stage 
of the mineral deposit. 

This change is to be effective for taxable years beginning after the date of 
enactment of this act. 

II. GENERAL STATEAIEXT 

Under present law a deduction may be taken for exploration expenditures 
made to determine the presence, location, quantity, or quality of any deposit 
of ore or other mineral. (This is not available in the case of oil and gas wells 
for which a separate expediture deduction is allowed in the case of intangible 
drilling and development costs. ) This deduction is only for those expenditures 
occurring before the development stage of the mine or the deposit and in 
any case does not apply to expenditures for depreciable property. This ex- 
ploration expenditure deduction is a substitute for adding these expenses to 
the basis of the mining property (if cost depletion is used, where these ex- 
penditures are capitalized this addition to basis is reflected in the depletion 
allowance ) . 

Under present law the maximum exploration expenditure deduction which 
may be taken for any year is F100, 000. This may be taken in the year the ex- 
penditures are paid or incurred, or, if the taxpayer so elects, may be deferred 
and deducted ratablv as the units of ore or minerals are sold. This explora- 
tion expenditure deduction is available for 4 taxable years (whether or not 
consecutive) with respect to all property held by a taxpayer. In determining 
whether such expenditures have been made in prior years, deductions made 
by certain prior holders of mineral property are taken into account. The cases 
where a transfer is covered in general are cases either where substantiallv all 
of the property held by' a transferee was transferred in a tax-free exchange or 
where the transferee has a substantial interest in the transferor. 

This exploration expenditure deduction was added by the Revenue Act of 
1951 during the consideration of that act by the Senate Finance Committee. 
The Finance Committee report indicates that the limitation (then $75, 000 but 
subsequently raised to the present $100, 000) was provided because of the desire 
to provide a "special incentive for increased exploration for mineral deposits 

*, especially in the case of taxpayers lvith limited financial resources. " 
In actual operation, however, this provision has tended to discriminate against 

the smallest producers. This results from the fact that although a taxpayer 
may claim deductions of up to $100, 000 in auy 1 year, he may not take such 
deductions for more than 4 years. Thus, a relatively large producer may obtain 
the full benefit of these deductions by claiming $100, 000 in each of 4 vears, 
namely, $400, 000 in all. However, a smaller producer whose annual exploration 

' Public Law 86 — 594, page 685, this Bulletin. 
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expenditures do not amount to as much as $100, 000, will have deductions 
available to him under this section reduced below the $400, 000 ceiling appli- 
cable to his larger competitor. 

In view of these considerations, your committee has agreed with the House 
Committee on XVays and Means in rewriting the limitation applicable in the 
case of exploration expenditures to provide that the ceiling is to be $400, 000. 
A taxpayer still will not be able to claim exploration expenditure deductions 
with respect to any year in excess of $100, 000, but if this exploration expendi- 
tures on a yearly basis are less than $100, 000, he will be able to claim explora- 
tion expenditure deductions over more than a 4-year period so long as the total 
deductions claimed by him are not in excess of $400, 000. 

Under this bill since the 4-year limitation is removed it no longer matters 
whether exploration expenditures have already been deducted in 4 prior years. 
Under the bill, taxpayers will determine what excess amounts they may still 
deduct (or defer) by adeling all amounts deducted or deferred in taxable years 
beginning after December 61, 1950, when this provision first became applicable. 
The $400, 000, reduced by this amount, represents the remaining exploration 
expenditure deductions which may be taken. In determining expeuditures 
which will be taken into account in arriving at the $400, 000 ceiling, there is to 
be taken into account amounts which are deferred at the election of the taxpayer 
under subsection (b) even though the property was sold before such deferred 
amount was actually deducted. In such a case, the deferred amount, although 
treated as a part of the basis of the property in determining gain from the 
sale, will reduce the exploration expenditure deductions which may subsequently 
be taken. 

Other technical revisions have been made in the bill including the deletion of 
references to the partnership provisions. These in effect already were inappli- 
cable since in the case of partnerships, exploration expenditure deductions are 
determined at the level of the partner rather than the partnership. 

This bill is to apply to taxable years beginning after the date of enactment 
of the bill. 

III. DEPARTMENTAL REPORT 

OFFIcE OF THE SEGRETARY OF THE TREAsITRY, 
Washington, January 12, 1960 

Hon. HARRY P. BYRo, 
Chairman, Com»iittee on I'inanee, U. S. Senate, 
Veto Senate Office Building, Washington, D. C. 

MY DEAR MR. CHAIRMAN: This is in response to a request for the views of this 
Department on H. R. 4251, introduced bv Mr. Baker aml passed by the House of 
Representatives September 9, 1959, to amend the Internal Revenue Code of 1954 
with respect to the limitation on the deduction of exploration expenses. 

1. SIMILAR BILLS 

%'e know of no similar bills introduced in the 86th Congress. 

2. POSITION OF THE TREASURY 

The Treasury is opposed to H. R. 4251. 
The Bureau of the Budget has advised the Treasury DepartnIcnt that there 

is no objection to the presentation of this report. 

2. EXPLANATION OF THE BILL 

Section 615 of the code permits a taxpayer to deduct in the current year ex- 
penditures for mine exploration not in excess of $100, 000, or he may elect to defer 
any part of these expenditures and deduct them ratably as the ores or minerals 
are sold. The deduction or election is limited to any 4 years. H. R. 4251 would 
eliminate the 4-year limitation on the deduction of exploration expenditures in 
mining. The overall limitation of $400, 000 with a $100, 000 limit per year would 
remain. The proposed legislation would be effective for taxable years beginning 
after the date of its enactment. 

4. LEGISLATIVE HISTORY 

Prior to 1951, exploration and development expenditures were not treated 
separately, but both were considered to be costs of development. All expenditures 
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on a mine in excess of net receipts while the mine was in the development stage 
were capitalized and were to be recoverable through depletion allowances. 

The Revenue Act of 1951 distinguished between expenditures prior to the 
development stage of a mine and expenditures during the development stage. 
Exploration expenditures were defined as expenses "paid or incurred for the 
purpose of ascertaining the existence, location, extent, or quality of any deposit 
of ore or other mineral prior to the beginning of the development stage. " Under 
the 1951 act, taxpayers were permitted to elect to deduct exploration costs 
currently or to treat them as a deferred expense recoverable ratably over 
the period during which the resulting ores or minerals were sold. A deduc 
tion could be taken with respect to any portion of such costs and the balance 
treated as a deferral. However, the amount of exploration expenditures which 
the taxpayer could expense was limited to $75, 000 in each of 4 taxable years. 
This permitted each taxpayer to expense a maximum of $800, 000 of such costs. 
All outlays in excess of this amount were capitalized and recoverable through 
the depletion allowance. 

The Internal Revenue Code of 19o4 increased the annual limit on the amount 
of exploration expenditures which may be expensed from $75, 000 to $100, 000. 
Sin& e the 4-year limitation remains, this permits the taxpayer to expense a 
maximum of $400, 000 of exploration costs. 

5. COMMENTS 

At the time of the passage of the 1951 Revenue Act, the expensing of some 
mine exploration costs was urged in order to develop strategic mineral depos- 
its for the Korean war effort. The report of the Committee on Finance 
explained that "It is generally recognized that the presentlv available min- 
eral resources of this country are in may respects deficient in view of the ever- 
increasing demands of our economy, especially in an emergency period such 
as the present. " 

The provision which was enacted, however, was a limited measure which 
restricted the tax benefit to a specified number of vears and a maximum amount. 
The provision was not intended as a means whereby each mine operator would 
be assured of the maximum deduction of $400, 000 or of expensing exploration 
costs over an indeiinite number of years. WVhile the annual limit of the 
exploration deduction was liberalized in 1954 from $75, 000 to $100, 000, there 
was no suggestion for a change in the 4-year lin&itation. 

It is notable that the Government has provided considerable assistance out- 
side the tax la&vs for mineral exploration. For example, the Government 
provides procurement contracts for mining firms to encourage the mining of 
high-cost, strategic minerals. Amounts paid to mineral taxpayers by any 
I&'ederal agency for the encouragement of exploration, development, or the 
mining of strategic minerals are exempt from income tax. The Otfice of Min- 
erals Exploration provides direct financial aid to firms and individuals to 
facilitate the search for ne&v ores. The Gov&rnment's contribution and interest 
are repayable from royalties on production, but if no production results, there 
is no obligation to repay. 

Under present tax law, mineral taxpayers may be entitled to expense all of 
their exploration costs for 4 years. In this sense, the miner who spends less 
than the $100, 000 annual limit can expense proportionately more of his explora- 
tion costs than the large miner whose annual outlays exceed $100, 000. The 
proposal, ho&vever, would provide further tax relief for those &vho have already 
enjoyed 4 years of expensing of exploration costs but who have not reached the 
maximum of $400, 000. The revenue loss of this proposal would be substantial 
and the benefit would accrue largely to established miners who more or less 
routinely make outlays which may be classified as exploration expenditures. 
This would be contrary to the effect of Congress' original provision which chiefiv 
confined relief to the new operator in the exploration stage and obtained the 
maximum benefits of new mine developments at minimum revenue costs. 

The law continues to operate as Congress intended for new or prospective 
miners exploring for mineral deposits. Their exploration expenditures for any 
4 years may be deferred until production is established. Any exploration costs 
which do not result in productive properties can be fully deducted as losses in 
the year in which the efforts are abandoned without regard to the 4-year limit. 
The operator who is successful in finding ore deposits~which result in mining 
income is entitled to percentage depletion based on gross income from the 
property. 
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The deduction of exploration costs in addition to percentage depletion has 
frequently been criticized by some tax experts as commonly pertuitting a double 
deduction, once when the costs are incurred and again through percentage deple- 
tion. This point was made again before the House Wavs and Means CoIBInittee 
in the recent tax hearings which included discussion of the tax treat!nent of 
the costs of exploration and development for mines, the intangible drilling costs 
for oil and gas wells, and the depletion allowances accorded the various mineral 
mdustries. The numerous issues raised indicate the desirability of a thorough 
and comprehensive review of the tax problems in these areas. A proposal for 
change calls for careful consideration of all its consequences, It should be ap- 
praised, not only in the context of our overall tax structure, but in the light of 
our national policies relating to the development of natural resources. The 
Treasury Department believes that special tax relief at this time for certain 
mining expenses would be inappropriate and inconsistent with the objective 
of a general review and integrated approach to any tax changes in this area. 

For these reasons, the Department is opposed to the type of tax relief proposed 
by the bilL 

Sincerely yours, 
JAY W. GI. AS I& AN N, 

Assistant to tt&e Secretary. 

[FLR. 11602j ' 
HAWAII OMNIBUS BILL 

[Seas te Report No. 1681, Eighty-sixth Congress, Second Session, Calendar No. 1751] 

[June 24, 1960] 

Ma. LONO of Hawaii, from the Committee on Interior and Insular Affairs, 
submitted the following report to accompany H. R. 11602. 

The Committee on Interior and Insular Affairs, to who!n was referred the 
bill (H. R. 11602) to amend certain laws of the United States in light of the 
admission of the State of Hawaii into the Union, and for other purposes, having 
considered the same, report favorablv thereon with amendments and recon!Iuend 
that the bill, as amended, do pass. 

Public hearings were held on the Senate companion bill, S. 3054, introduced 
by the chairman of the committee, Senator James E. Murray of Montana, for 
himself and 10 other Senators, all of &phon! are members of the corumittec, of 
both political parties. 

Committee action in amending and reporting favorably H. R. 11602 was 
unanimous. 

PURPOSE OF MEASURE 

H. R. 11602 is the Hawaii omnibus bill, a measure necessary to make co!n- 
plete and perfect the admission of Hawaii into the Union on a free and equal 
footing with the other 49 States. It amends a number of acts of Congress, some 
merely technically, such as changing the phraseology in a statute from "Terri- 
tory of Hawaii" to "State of Hawaii. " Other Federal laws are amended sub- 
stantively, primarily to equalize Federal activities in the new State, especially 
with respect to grants-in-aid programs. 

A similar omnibus bill, gathering up the loose ends, so to speak, of transition 
from territorial status to statehood was enacted with respect, to Alaska last 
vear in the 6rst session of this Congress (Public Law 86 — 70 [C. B. 1959 — 2, 678]). 

SECTION-BY-SECTIOV AXALYSIS 

The following analysis of the bill, section by section, which was furnished by 
the Bureau of the Budget with its original draft of bill, has been modified only 
to the extent necessary to make it correspond to the provisions of H. R. 1160'I, 
as reported. 

& I'ubiic La&& 86 — 624, page 686, this Bulletin. 
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SHoaT TITLE 

Section 1 provides that the act may be cited as the Hawaii Omnibus Act. 
If' II' 

INTERNAL REvENUE 

Section 18 contains amendments to the Internal Revenue Code of 1%4. All, 
except for that contained in subsection (a), are perfecting in nature, merely 
removing references to Hawaii which are now superfiuous. Subsection (a) 
relates to the definition of the term "continental United States" for purposes of 
the transportation tax. As originally enacted, the term was defined to mean 
"the existing 48 States and the District of Colulnbia. " Both Alaska and Halvaii 
were excluded under that definition, and consequently a partial exemption from 
the transportation tax applied to travel to and from those two areas. Alaska's 
exclusion from "the continental United States. " notwithstanding statehood, was 
preserved by section 22(b) of the Alaska Omnibus Act, which amended the 
definition to mean "the District of Columbia and the States other than Alaska. " 
Subsection (a) of this section lvould preserve the same status for Hawaii, and 
the arguments for maintaining the existing exemption, which were accepted by 
the Congress in connection with the Alaska Omnibus legislation, are equally 
compelling in the case of Havvaii. 

The Treasury Department considers that it would be contrary to the intent of 
the Congress, as expressed in 1966, to remove this partial exemption. The 
exemption was inserted in the law in 19o6 in recognition of the fact that Hawaii 
is far removed from the States and that transportation between the States and 
Hawaii involves travel over the high seas. WVhen the exemption amendment was 
considered in the Senate in 1966, the possible effect of future statehood was dis. 
cussed in a memorandum submitted by Senator Morse (Congressional Record, 
Mar. 29, 1956, p. 6212). His statement asserted that statehood should not change 
the exemption. On this basis, together with the legislative history of the Alaska 
Omnibus Act, the Treasury Department considers that the partial exemption 
continues, not withstanding Havvaii's admission to the Union. Enactment of 
subsection (a) lvould confirm legislatively this administrative position. 

[H. R. 7726] 7 

AMENDING THE BANKRUPTCY ACT IN REGARD TO THE 
TRANSMISSION OF DOCUMEXTS TO TEIE SECRETARY 
OF TEIE TREASURY IX CHAPTER XIII PROCEEDINGS 
(cWAGE EARXERS' PLANS") 

[Senate Report No. 1709, Eighty-Sixth Congress, Second Session, Calendar No. 1779l 

[June 24, 1960] 

ME. EasTLxNn, from the Comnfittee on the Judiciary, submitted the following 
report to accompany H. R. 7726. 

The Committee on the Judiciary, to which was referred the bill (H. R. 7726) 
to amend section 678 of the Baul-ruptcy Act (11 U. S. C. 1078) relating to the 
transmission of petitions, notices, orders, and other papers to the Secretary 
of the Treasury in chapter XIII proceedings, having considered the same, re- 
ports favorably thereon, without amendment, and recommends that the bill 
do pass. 

PI. 'RPOSE 

The purpose of the bill is to reduce to a single notice the documents now 
required by statute to be sent to the Secretary of the Treasury in chapter XIII 
proceedings (" Wage Earners' Plans" ) under the Bankruptcy Act, 

' Public Law 86 — 681, page 687, this Bulletin, 
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The bill was introduced upon the recommendation of the Administrative 
Ofiice of the U. S. Courts. It is recommended by the Conlptroller General of the 
United States. The Secretary of the Treasury has advised the Committee on 
the Judiciary of the House of Representatives that the Treasury Department 
has no objection i. o the hill. 

Section 678 of the Bankruptcy Act (11 U. S. C. 1078) now provides that in 
chapter XIII proceedings ("IVage Earners' Plans" ) the court. shall transmit to 
the Secretary' of the Treasury copies of all petitions, notices, and orders in such 
cases. This provision is silnilar to the provisions in chapter X (" Corporate 
Reorganization" ), chapter XI ("Arraugeruents"), and chapter XII (" Real 
Property Arrangen&ents") under the Bankruptcy Act. 

5Vage earners' plans proceedings, however, unlike proceedings under cor- 
porate reorganization, arrangements, and real property arrangements, seldon& 
involve substantial amounts of Federal taxes, and there has been found to 
be no practical ne&d for the requirement for the transmission of such docu- 
ments to the Secretary of the Treasury in wage earners' plans proceedings. 

In straight bankruptcy proceedings, which frequently involve considerably 
larger amounts of taxes than is custon&arily the case xvith wage earners' plans 
proceedings, the applicable provisions of the statute require only the trans- 
mission to the Secretary of the Treasury of a notice of the first meeting of 
creditor and this has proved adequate to protect the interests of the Treasury 
Department. 

The bill vrould amend section 678 of the Bankruptcy Act (11 U. S. C. 1078) 
to require only that a copy of the notice of the first meeting of creditors shall be 
sent to the District Director of Internal Revenue for the district in which the 
court is located, and that whenever the schedules of the debtor, or the list 
of creditors of the debtor, or any other papers filed in the case disclose a debt 
to the United States acting through any department, agency, or instrulneutality 
thereof (except for any internal revenue obligation payable to the Secretary 
of the Treasury or his delegate), a notice of the first meeting shall be n&aile&1 
as well to the head of such department, agency, or instrumentality. 

The provision that the notice be sent to the district director rather than to 
the Secretary of the Treasury is for the reason that sin&. e the decentralization 
of the Internal Revenue Service tax n&atters in proceedings under the Bank- 
ruptcy Act are now handled by the district director. The provision of the 
Bankruptcy Act governing straight bankruptcy proceedings was amended in 
1956 to require notices to be transmitted to the district director, rather than 
the Commissioner of Internal Revenue as previously had been the law. This 
bill provides sinfilarly that the mailing of notices in chapter XIII proceedings 
("AVage Earners' Plans" ) be to the district director rather than to the Secre- 
tary of the Treasury. 

[Ek. R. 8220] ' 
SUPPLEMENTAL UNEMPLOYMEiVT BENEFIT TRUSTS 
[Senate Report No. 1518, Eighty-sixth Congress, Second Session, Calendar No. 1580] 

[June 6, 1960] 

lAIR. BYRD of Virginia, from the Committee on Finance, submitted the following 
report to accompany H. R. 8229. 

The Committee on Finance, to whom was referred the bill (H. R. 8229) to 
amend the Internal Revenue Code of 1954 to provide an exemption from income 
tax for supplemental unemployment benefit trusts, having considered the sante, 
report favorably thereon with amendments and recommend that the bill as 
alnended do pass. 

SUMMARY OF BILL 

This bill provides a new exempt category for income tax purposes in the case 
of trusts providing for the payment of supplemental unemployment compensation 

s Puhlic Law 86 — 607, page 087, tliis Bulletin. 
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benefits. These may be the only benefit pavments made by the trusts, or may 
tie payments made together with subordinate sick or accident benefits (but not 
retirement or death benefits). This exempt category differs from the category, 
already under existing law, under which some of these trusts obtain exemption 
in that the new provision does not require the SUB trusts to obtain at least 85 
percent of their income from eniployers or employees (and not from investment 
income) . 

The so-called nondiscriminatory provisions of present law applying to qualified 
pension, profit-sharing, and stock-bonus plans are in general made applicable 
to the trusts qualifying under the new exemption category. In addition, the 
"prohibited transaction" provisions, and "unrelated business income" provisions 
(including the business lease provisions) of present law are made applicable to 
the new exemption category. 

In general this new exemption is to apply to taxable years beginning after 
December 81, 1959. 

GEXI RAL STATEMENT 

Supplementary unemployment benefit plans arose out of attempts of various 
labor unions to negotiate guaranteed annual wage plans. The concern was 
primarily directed, however, toward the significant difference between the aver- 
age weekly earnings received when employed and the unemployment benefits 
received when unemployed. As a result, supplementary unemployment benefit 
plans were developed, rathed than guaranteed annual wages. 

The first of the main SUB plans were those negotiated with the automobile 
industry in 1955. The bulk of the plans developed since that time have fol- 
lowed the same general pattern, Under the automobile industry plans a worker 
is eligible for a SUB payment if he is laid off by the company, either in a 
reduction in force or in a temporary layoif. Usually these payments also 
depend upon the concurrent receipt (at least during part of the period) of 
State unemployment benefits. More recently, these benefits frequently are sup- 
plemented with lump-sum separation payments paid to an employee who is 
laid off for a period of at least 12 months; or is retired on or after reaching 
age 00 but is not eligible for s. company retirement pension, or becomes perma- 
nently disabled but does not qualify for a company disability pension. Under 
these plans the employee has no vested interest in amounts the employer pays 
into the fund and if the employee leaves the company voluntarily or if be is 
discharged for niisconduct he is not eligible for a benefit. 

However, in the glass industry there has developed a second type of plan 
sometimes referred to as the "income security" type of SUB under which a 
worker mav collect benefits not only because of a layoff but also because of 
illness. As a result of his vested interest in the fund, if he quits his job he 
may draw down any balance in his account. Siinilarly, if he dies, any balance 
in his account is paid to his estate or heirs. 

Most of the plans are set up as separate trusts and are funded by payments 
by the employer to the trusts of soroething like 3 to 5 cents per hour per em- 
ployee. Various rulin s of the Internal Revenue Service have held that the 
contributions to these funds are deductible to the employers and distributions 
from these funds are taxable to the recipients as income (although not gen- 
erally subject to withholding) . 

The income which the trusts earn ou the contributions by employers and 
uhich is not necessary to meet current benefit payments, generally has qualified 
for income tax exemption under section 501(a) by the application of section 
501(c) (9). This latter paragraph provides exemption for- 

Voluntary employee's beneficiary associations providing for the payment 
of life, sick, accident, or other benefits to the meiiibers of such association 
or their dependents, if— 

(A) no part of their net earnings inures (other than through such 
payments) to the benefit of any private shareholder or individual, and 

(B) 85 percent or more of the income consists of amounts collected 
from members and amounts contributed to the associs. tion by the em- 
ployer of the members for the sole purpose of making such payments 
and meeting expenses. 

Recently, however, these SUB trusts have had diificulty in qualifying for 
exemption under the above provision because their investment income has in 
some cases represented more than 15 percent of their income. As a result, these 



trusts do not receive the required 85 percent of their funds from employees 
or employers. 

Your committee believes it is appropriate to exempt from tax trusts providing 
unemployment compensation benefits, even though investment and other income 
exceeds the 15-percent limit allowed by section 501(c) (9) since the funds are 
nonprofit in character and provide worthwhile benefits, but at the same time 
are not in competition with profitmaking enterprises. A new paragraph (17), 
therefore, is added to section 501(c) which has the effect of providing such an 
exemption. In the case of trusts providing sickness and accident benefits, how- 
ever, because of possible competition with private enterprise, it was thought that 
such benefits should be a subordinate part of the plan. Retirement and death 
benefits are not covered, however, since other provisions in the Internal Revenue 
(, "ode are designed to specify the conditions which must be met to obtain income 
tax exemption in the case of trusts providing such benefits. 

The bill limits exemption under the neiv paragraph to SUB plans which meet 
certain conditions as to nondiscrimination. For the most part these are the 
types of restrictions ivhich presently must be met by qualified pension, profit- 
sharing, and stock bonus plans. In general these requirements are: 

(1) It must not be possible to divert any of the corpus or income to any 
purpose other than the payment of supplemental unemployment compensa- 
tion benefits or sick or accident benefits. 

(2) The plan must provide for the payment of benefits under a classi- 
fication which is not discriminatory in favor of officers or stockholders of 
the company or supervisory or highly paid employees. 

(3) The benefits under the plan also must not discriminate in favor of 
employees who are officers, shareholders, or supervisory or highly paid em- 
ployees (benefits based on a uniform relationship to total compensation are 
not considered discriminatory for this purpose). 

Also, in determining whether a plan is nondiscriminatory, benefits provided 
under State or Federal plans may be taken into account in certain cases. 

As in the case of the pension, profit-sharing, and stock bonus trusts the so- 
called prohibited transactions provisions are made applicable to the trusts exempt 
under the new paragraph, which in general means that these trusts cannot 
enter into transactions which tend to result in the diversion of the corpus or 
income of the trust to creators of the trust, those who have made substantial 
contributions to it, or members of their families, or to corporations controlled by 
such persons. 

Similarly, the "unrelated business income" provisions of present law, includ- 
ing the "business lease" provisions in the case of indebtedness, are made appli- 
cable to this new exenipt supplemental unemployment compensation benefit 
category. 

The new exempt category and other related provisions generally are made 
applicable to taxable years beginning after December 81, 1959. The prohibited 
transaction provisions and business lease indebtedness provisions are also to be 
e(fective on and after December 31, 1959. Also the references to loans in the 
"prohibited transaction" provisions are to apply to those made, renewed, or con- 
tinued after December 31, 1959. 

COMMITTEE AMENDMENT 

Your committee has amended the House-passed bill to make it plain that the 
new paragraph (17) which is added to section 501(c) is not to be the exclusive 
rule for determining exemption from income tax of organizations which provide 
supplemental uneinployment benefits. Such organizations may continue to 
qualify for income tax exeinption under paragraph (9) if they meet the require- 
ments of that paragraph. Although the House bill itself was silent on the point, 
the committee report accompanying that bill indicates that the purpose of new 
paragraph (17) is to prescribe an alternative rule for exempting organizations 
which provide suppleinental unemployment benefits. The committee amend- 
ment clarifies this intent. 

Your committee also has amended the definition of "supplemental unemploy- 
ment compensation benefit, " which is cont;iined in the new paragraph (17). 
The purpose of this amendment is to clarify the provisions of the House bill to 
make certain that the term "supplemental unemployment coinpensation henefits" 
includes payments made under a plan although an employee accepts temporary 
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employment during the period he is not on the employer's payroll. Thus, a 
laid-off employee could continue to receive supplemental unemployment benefits 
even though he obtains other part-time or temporary work during the layoff 
period. 

As passed the House, the bill applied to taxable years after December 31, 
1958. Because of the passage of time, your committee has amended the effec 
tive date of the bill and changed the dates on which the rules relating to pro 
hibited transactions, the unrelated business income tax and business leases are 
made applicable. As amended, the bill applies to taxable years beginning after 
December 31, 1960, and the special rules apply with respect to transactions after 
that date. 

TECHNICAL EXPLANATION 

The first section of the bill would amend section 501(c) of the Internal 
Revenue Code of 1954 by adding a new paragraph (17) thereto. The new 
paragraph (17) sets forth rules under which certain trusts may qualify for 
exemption under section 501(a). 

The new paragraph (17) would apply to any trust or trusts which form a 
part of a plan providing for the payment of supplemental unemployment com- 
pensation benefits, if the plan meets the requirements set forth in the new para- 
graph (17). A plan under the new paragraph (17) may provide only for the 
payment of supplemental unemployment compensation benefits, and subpara- 
graph (D) of the new paragraph (17) defines supplemental unemployment com- 
pensation benefits. Such definition, as amended by the committee, provides that 
the term "supplemental unemployment compensation benefits" means (1) bene- 
fits which are paid to an employee because of his involuntary separation from 
the employinent of the employer (whether or not such separation was tempo- 
rary) resulting directly from a reduction in force, the discontinuance of a plant 
or operation, or other similar conditions, and (2) sick and accident benefits 
subordinate to such unemployment benefits. As a result of the requirement of 
subparagraph (A) (i) and the definition of subparagraph (D), a qualified plan 
cannot include any benefits which are not paid because of sickness, accident, or 
uneiriployment. Thus, for example, if a plan provides for the payment of a re- 
tirement benefit, the plan cannot qualify under the new paragraph (17). Under 
the definition of supplemental unemployment coinpensation benefits, a qualified 
plan may provide for the payment of benefits in installments or in a lump sum 
when an employee is involuntarily unemployed for a short period or permanently, 
or for the payment of such benefits on account of unemployment resulting di- 
rectly from a reduction in force or the discontinuance of a plant or operation 
or from causes similar to a reduction in force or the discontinuance of a plant 
or operation, However, a qualified plan cannot provide for the payment of 
benefits when the unemployment results from a voluntary decision by the em- 
ployee or results from any cause not described in the preceding sentence. 

Under the definition of supplemental unemployment compensation benefits, 
a qualified plan may provide for the payment of sick and accident benefits in 
addition to unemployment benefits. However, such sick and accident benefits 
must be subordinate to the unemployment benefits. Thus, if it is obvious from 
all the facts and circumstances that the real purpose of a plan is to provide 
accident and sick benefits rather than unemployment benefits, such plan will 
not qualify under the new paragraph (17). Since the new paragraph (17) pro- 
vides for payments only to employees, a qualified p!an cannot provide for the 
payment of a death benefit resulting from sickness or accident. 

The first of the requirements set forth in the new paragraph (17) is that 
under the plan, it is impossible, at any tiuie prior to the satisfaction of all 
liabilities with respect to employees under the plan, for any part of the corpus 
or income to be (within the taxable year or thereafter) used for, or diverted to, 
any purpose other than the providing of sick, accident, or supplemental unem- 
ployment compensation benefits. Thus, if the plan provides for the payment 
of any other benefits, the trust cannot qualify under the new paragraph (17) 
However, the payment of any necessary or appropriate expenses in connection 
with the administration of a plan providing sick, accident, or supplemental 
unemployment compensation benefits is to provide such benefits and does not 
affect the qualification of the trust. Moreover, if such a plan terminates and 
there are any remaining assets in the trust after the satisfaction of all liabilities 
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under the plan, this requirement does not affect any arrangement which may 
be made for the distribution of such remaining assets. 

The second requirement for qualification under the new paragraph (17) is 
that the benefits under the plan are payable to employees under a classificatio 
which is set forth in the plan and which is found by the Secretary or his delegate 
not to be discriminatory in favor of employees who are ofiicers, shareholders, 
persons whose principal duties consist of supervising the work of other employees, 
or highly compensated employees. Thus, the plan must set forth the conditions 
under which employees will be eligible to receive benefits under the plan, and 
such conditions for eligibility must not discriminate in favor of the proscribed 
groups. 

The third requirement for qualifieation under the new paragraph (17) is that 
the benefits under the plan do not discriminate in favor of employees who are 
officers, shareholders, persons whose principal duties consist of supervising the 
work of other employees, or highly compensated employees. However, it is 
provided that a plan shall not be considered discriminatory within the meaning 
ot' such requirement merely because the benefits received under the plan bear a 
uniform relationship to the total compensation, or the basic or regular rate of 
compensation, of the employees covered by the plan. Accordingly, the benefits 
provided for highly paid employees may be greater than the benefits provided 
for lower paid employees if the benefits are determined by reference to their 
compensation, but in such a ease, the plan will not qualify if the benefits paid 
to the higher paid employees bear a larger ratio to their compensation than 
the benefits paid to the lower paid employees bear to their compensation. 

Subparagraph (B) of the new paragraph (17) provides that in determining 
whether a plan meets the nondiscrimination requirements, any benefits provided 
under any other plan shall not be taken into consideration, except in certain 
specified situations. tinder these exceptions, a plan will not be considered 
discriminatory (1) merely because the benefits under the plan which are first 
determined in a nondiscriminatory manner are then reduced by any sick, acci- 
dent, or unemployment compensation benefits received under State or Federal 
law (or are reduced by a portion of such benefits if determined in a nondis- 
criminatory manner), (2) merely because the plan provides only for employees 
who are not eligible to receive sick, accident, or unemplovment compensation 
benefits under State or Federal law the same benefits (or a portion of such 
benefits if determined in a nondiscriminatory manner) which such employees 
would receive under such laws if such employees were eligible for such benefits, 
or (8) merely because the plan provides only for employees who are not eligible 
under another plan (which meets the requirements of subpar. (A) of the new 
par. (17) ) of sick, accident, or supplemental unemployment compensation bene- 
fits provided ~holly by the employer the same benefits (or a portion of such 
benefits if determined in a nondiscriminatory manner) which such employees 
would receive under such other plan if such employees were eligible under such 
other plan. However, in the last case, the plan is considered nondiscriminatory 
only if the employees eligible under both plans vvould make a classificatio 
which would be nondiscriminatory. 

The rules of subparagraph (B) permit arrangements to combine Federal or 
State plans providing sick, accident, or unemployment compensation benefits 
with the benefits provided under a plan set up to qualify under the new para- 
graph (17), subject to certain restrictions. These restrictions allow reasonable 
flexibility in combining such plans. For example, a plan may qualify under 
the new paragraph (17) if it provides for the payment of an unemployment 
benefit determined as a percentage of the employee's compensation and reduced 
by any unemployment benefit which the employee receives under a State plan. 
Such a plan could provide for the reduction of the plan benefit by one-half of 
the State benefit. A plan may also qualify if it provides for the payment to 
an unemployed employee of an amount which when added to any State unem- 
ployment benefit equals a percentage of his compensation. Moreover, an eru- 
ployer may establish for employees who are uot eligible to receive State 
unemployment benefits a qualified plan providing for such employees the same 
benefits which they would receive under a State plan. Such a plan could also 
qualify although it does not provide all of the benefits provided under the State 
plan. However, in determining whether a plan is discriminatory, the benefits 
provided under other plans will not be taken into consideration except as 
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specifically provided in subparagraph (B). Accordingly, if a plan provides for 
employees who are not eligible to receive benefits under a State plan benefits 
which are greater or of a different type than those of the State plan, the qualifi- 
cation of the plan must be determinerl without regard to the State-provided 
benefits. In such a ease, if the plan covers only lower paid employees or any 
other group which is not discriminatory, the plan will, nevertheless, qualify, 
but if the plan covers only a discriminatory group (such as a group of highly 
paid employees), the plan will not qualify. 

Subparagraph (C) of the new paragraph (17) provides that a plan shall be 
considered to meet the nondiscrimination requirements during the whole of any 
year of the plan if on 1 day in each quarter it satisfies such requirements. 

Subparagraph (E) of the new paragraph (17) provides that exemption from 
income tax shall not be denied to any organization entitled to such exemption 
as an association described in paragraph (9) of this subsection merely because 
such organization provides for the payment of supplemental unemployment bene- 
fits as defined in subparagraph (D) (i). Organizations entitled to exemption un- 
der paragraph (9) could continue their exemption under that paragraph without 
regard to the new provision in paragraph (17). 

Section 2 of the bill would amend section 508 of the Internal Revenue Code of 
1%4 to make the trusts described in the new section 501(c) (17) subject to the 
prohibited transaction rules of section 508. Section 503(b), ivhich sets forth the 
organizations that are subject to section 503, is amended to include a trust de- 
scribed in section 501(c) (17), and section 503(a) (1) is revised to include as a 
prohibited transaction any prohibited transaction by such a trust occurring after 
December 81, 1959. Section 508(h) is also amended so that a trust described in 
section 501(c) (17) may purchase unsecured obligations of the employer or other 
person referred to in section 508(c), subject to the limitation of section 508(h). 

Section 8 of the bill would amend section 511 of the Internal Revenue Code of 
1%4, relating to the tax on unrelated trade or business income of an exempt 
organization. A trust described in the new section 501(c) (17) is included among 
the organizations which are subject to such tax. 

Section 4 of the bill would amend section 518 of the Internal Revenue Code of 
1954, relating to the definition of unrelated trade or business, to make clear that 
any trade or business regularly carried on by a trust described in section 501 
(c) (17) is an unrelated trade or business. 

Section 5 of the bill would amend section 514 of the Internal Revenue Code of 
1954, relating to business leases of exempt organizations, by adding at the end 
of subsection (c) a new paragraph (8). This new paragraph provides that any 
indebtedness incurred by a trust described in section 501(c)(17) before January 
1, 1960, in connection with real property which is leased before such date, shall 
not be considered a business lease indebtedness for purposes of section 514. A 
similar rule is applicable to indebtedness incurred by a corporation described in 
section 501(c) (2) all of the stock of which was acquired before January 1, 1960, 
by a trust described in section 501(c) (17) and to any other indebtedness in- 
curred by such trust or such corporation on or after such date necessary to carry 
out the terms of such lease. The new paragraph also provides that if a trust 
described in section 501(c) (17) forming part of a sick, accident, or supplemental 
unemployment compensation benefit plan lends any money to another trust 
described in section 501(c) (17) forming part of the same plan, such loan shall 
not be treated as a business lease indebtedness of the borrowing trust, except to 
the extent that the loaning trust incurs any indebtedness in order to make such 
loan, incurred indebtedness before the making of such loan which would not 
have been incurred but for the making of such loan, or incurred indebtedness 
after the making of such loan which would not have been incurred but for the 
making of such loan and which was reasonably foreseeable at the time of making 
such loan. 

The amendments made by sections 2, 8, 4, and 5 of the bill apply to trusts 
which qualify for exemption from income tax on the basis of the new section 
501(c) (17) of the code. Thus, they will not apply in the case of a trust quali- 
fying for such exemption on the basis of section 501(c) (9) of such code. 

Section 6 of the bill would provide the effective date for the bill. The bill 
would be applicable to taxable years beginning after December 31, 1959, and the 
amendments made to section 508 would apply to loans made, renewed, or con- 
tinued after December 31, 1959, 
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[H. R. 8999] ' 
EXEMPTION FROM INCOME TAX FOR SUPPLEMENTAL 

UNEMPLOYMENT BENEFIT TRUSTS 
[Conference Report No. 2073, Eighty-sixth Congress, First Session] 

[July 1, 1960] 

MR. MII. I. s, from the committee of conference, submitted the following con- 
ference report to accompany EI. R. 8229. 

The committee of conference on the disagreeing votes of the two Houses on 
the amendments of the Senate to the bill (H. R. 8229) to aniend the Internal 
Revenue Code of 1954 to provide an exemption from income tax for supple- 
mental unemployment benefit trusts, having met, after full and free conference, 
have agreed to recommend and do recommend to their respective IIouses as 
follows: 

That the Senate recede from its amendment numbered 10. 
That the House recede from its disagreement to the amendments of the Sen- 

ate numbered 1, 2, 8, 4, 5, 6, 7, 8, and 9, and agree to the same. 
W. D. 31ILLs, 
AIEIE J. Ii oRAND, 
CEOII. R. KINo, 
N. M. EIAsoN, 
JOIIN W. BYRNES, 

3Ianagers on the Part of the IIonse. 
HARRT F. BTRD, 
RoRT. S. KERR, 
J. AI. I. EN FREAR, 
CLINTDN P. ANDERsoNI 
JOIIN J. WILLIAMs, 
FRANIC CARLsoN, 

3fanagers on, tke Part of the Senate. 

STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 

The managers on the part of the House at the conference on the disagreeing 
votes of the two Houses on the amendments of the Senate to the bill (H. R 
8229) to amend the Internal Revenue Code of 1954 to provide an exemption 
from income tax for supplemental unemployment benefit trusts, submit the 
following statement in explanation of the effect of the action agreed upon by 
the conferees and recommended in the accompanyiug conference report: 

Amendment No. 1: Uiider the bill as passed by the House, the term "sup- 
plemental uuemploynient compensation benefits" includes benefits which are 
paid to an employee because of his involuntary unemployment (whether or not 
temporary) resulting directly from a reduction in force, the discontinuance 
of a plant or operation, or other similar conditions. Under Senate amendment 
Fo. 1, the terni includes benefits which are paid to an emplovee because of 
his involuntary separation from the employment of the employer (whether 
or not such separation is temporary). This amendment makes it clear that 
supplemental unemploymeut compensation benefits include benefits paid to an 
employee who has been temporarily separated from the service of his em- 
ployer even though the employee may have obtained other employment during 
the period of his temporary separation. The House recedes. 

Amendinent iVo. 2: This is a clerical aniendnient. The IIouse recedes. 
Amendment No. 8: This is a clarifying amendment and provides in eÃect 

that exemption from income tax shall not be denied under section 501(a) of 
the 1954 Code to any organization entitled to such exemption as a voluntary 
employees' beneficiary association under section 501(c) (9) of the 1954 Code 
merely because such organization provides for the payment of supplemental 
unemployment benefits (as defined in the new sec. 501(c) (17) (i) added by 
the bill). The House recedes. 

' Public Law 86 — 087, page 087, this Bulletin. 
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Amendments Nos. 4, 5, 6, 7, and 9: These amendments change from Sep. 
tember 4, 1959, to December 81„1959, the dates on which the rules contained 
in the bill relating to prohibited transactions, the unrelated business income 
tax, and business bases are made applicable. The House recedes. 

Amendment No. 8: Under the House bill, the amendments made by the bill 
were, in general, to apply to taxable years beginning after December 81, 1958, 
Under Senate amendment No. 8, the amendments are to apply to taxable years 
beginning after December 81, 1959. The House recedes. 

Amendment No. 10: This amendment added a new section 7 to the bffl 
which provided that for any taxable year beginning before July 1, 1961, exemp. 
tion shall not be denied under section 501(a) of the 1954 Code, as an organization 
described in section 501(c) (8) of such code, to any nurses organization or asso- 
ciation described in the new section solely on the ground that such organization 
or association limits its membership to individuals atfiliated with a professional 
societv, is principally supported by registration fees, or is controlled or operated 
by its registrant-members. The Senate recedes. 

W. D. Mrr, Ls, 
AIME J. k ORAND, 
CEern R. Knvo, 
N. M. M&tsoiv, 
JOHv W. Bxarrxs, 

f&fanagers on the Part of tt&e House. 

[II. R. 7758] " 
OVERSEAS DIFFERENTIALS AND ALLOWANCES ACT 

[House of Representatives Report No. 902, Eighty-Sixth Congress, Second Session] 

[August 14, 1959] 

MR. Moaarsoiv, from the Committee on Post Otfiee and Civil Service, submitted 
the following report to accompany H. R. 7758. 

The Committee on Post Otfiee and Civil Service, to whom was referred the bill 
(H. R. 7758) to improve the administration of overseas activities of the Govern- 

ment of the United States, and for other purposes, having considered the same, 
report favorably thereon with amendments and recommend that the bill as 
amended do pass. 

STATE5IEXT 

PuitposE oF H. R. 7758 

The purpose of H. R. 7758, as set forth in section 101, is to improve and 
strengthen the administration of overseas activities of the Government of the 
United States. This purpose is to be accomplished by the establishment of a 
coordinated and reasonably uniform system for more effectively compensating 
Government employees for additional costs, and for hardships and inconven- 
iences, incident to their working assignments in overseas areas. The bill pro- 
vides for uniformity of treatment for all overseas employees to the extent 
justified by relative conditions of employment. The allowances, differentials, 
and expenses authorized by the bill apply only to citizens of the United States 
employed by the Government in overseas activities, except as otherwise provided 
by law. 

This legislation carries out the recognized principle that the Government should 
provide uniform treatment for all of its civilian employees who are assigned to 
overseas posts of duty with respect to additional expenses, necessarily incurred 
by such employees in relation to their overseas service, which Government 
employees within the United States do not incur and with respect to hardships~ 
ineonveniences, and other differences in environment or conditions of employment 
at overseas posts of dutv which justify additional compensation or allowances 

"Pubiie i, aw 86 — 707, page 690, this Bufietin. 
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Exemptions From Tax For Certain Allowances 

Section 528(a) amends section 912 of the Internal Revenue Code of 1954, 
which relates to the exemption from Federal income tax of certain allowances. 
Under paragraph (1) of the existing section 912, in the case of civilian offlcers 
and employees of the United States stationed outside the continental United 
States, amounts received as cost-of-living allowances in accordance with regu- 
lations approved bV the President are not includible in gross income. Under 
paragraph (2) of the existing section 912, amounts received by an officer or em- 
ployee of the Foreign Service of the United States as allowances or otherwise 
under title IX of the Foreign Service Act of 1946 are not includible in gross 
income. 

Section 528(a) of the bill, as amended by the committee, amends section 912 
of the Internal Revenue Code of 1954 to make the changes in it made necessary 
by reason of the provisions of titles II and III of the bill. The amended para- 
graph (1) of sectiou 912 provides that in the ease of civilian otficers and em- 
ployees of the United States, amounts received as allowances or otherwise under 
certain designated provisions of law are not to be included in gross income. The 
designated provisions of law are: 

(1) Title IX of the Foreign Service Act of 1946. 
(2) Section 4 of the Central Intelligence Agency Act of 1949. 
(8) Title II of the bill. 
(4) Subsections (e) and (f) of the first section of the Administrative 

Expenses Act of 1946, and sections 22 and 28 of that Act. 
The references to the provisions of law so designated are references to such 
provisions as amended from time to time, and thus include the amendments made 
thereto by title III of the bill. 

In paragraph (1) of the amended section 912 is is made clear that its provi- 
sions do not apply to amounts received as post differentials. For this purpose, 
the term "post difterentials" means, in general, amounts granted on the basis of 
conditions of environment which differ substantially from conditions of environ- 
ment in the continental United States, such as amounts granted pursuant to the 
authority contained in section 281 of the bill. 

Under the bill as introduced, paragraph (1) (D) contained a reference to sub- 
sectiou (a) of the first section of the Administrative Expenses Act of 1946. 
Such subsection (a) provides, in general, that where a civilian officer or em- 
ployee of the Government is, in the interest of the Government, transferred from 
one otficial station to another for permanent duty, his travel expenses, the ex- 
penses of transporting his immediate family, and the expenses of transporting or 
storing his household goods, may be paid from Government funds. The third 
proviso of this subsection states that no part of such expenses may be paid froin 
Government funds where the transfer is made primarily for the convenience or 
benefit of the officer or employee or at his request. Under Revenue Ruling 
54-429 (1954 Cumulative Bulletin 1954 — 2, page 58), it has been held that where 
an employee is transferred in the interest of his employer from one otficial sta- 
tion to another for permanent duty, the allowance or reimbursement received for 
moving himself, his immediate family, family goods, and personal effects is not 
includible in the gross income of the employee if the total amount of the reim- 
bursement or allowance is expended for such purpose. In view of this revenue 
ruling, the reference to such subsection (a) is stricken by a committee amend- 
ment on the grounds that it is unnecessary. 

Paragraph (2) of the amended section 912 provides that in the case of civilian 
otficers or employees of the United States who are stationed outside the con- 
tinental United States, there shall not be included in gross income amounts 
(other than amounts received under title II of the bill) received as cost-of- 

living allowances in accordance with regulations approved by the President. 
For purposes of the new paragraph (2), Alaska is not treated as part of the 

continental United States. Thus, in the case of a civilian oflicer or employee 
of the United States stationed in Alaska, amounts received as a cost-of-living 
allowance in accordance with regulations approved by the President are not to be 
included in gross income. 

Section 528(b) of the bill as amended by the committee provides that the 
amended section 912 of the Internal Revenue Code of 1954 is to apply only with 
respect to amounts received on or after the date of the enactment of the bill in 
taxable years ending after that date. In the case of any amount received be- 
fore the date of the enactment of the bill, its tax treatment is to be deterinined 
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under existing law without inferences drawn from the amendment made by the 
bill. Furthermore, the tax treatment of amounts received on or after the date 
of the enactment of the bill to which the provisions of the aniended section 912 
are not expressly made applicable is to be made under the Internal Revenue 
Code of 1954 without inferences from the fact that such provisions are not ex- 
pressly made applicable, 

tH. R. 7758] ~ 

OVERSEAS DIFFERENTIALS AND ALLOWANCES ACT 

[Senate Report No. 1647, Eighty-Sixth Congress, Second Session, Calendar No. 1710) 

[June 22, 1950] 

Mr. JONNsTON of South Carolina, from the Committee on Post Oflice and Civil 
Service, submitted the following report to accompany H. R. 7758. 

The Committee on Post Ofiice and Civil Service, to whom was referred the 
bill (H. R. 7758) to improve the administration of oversea activities of the Gov- 
ernment of the United States, and for other purposes, having considered the 
same, report favorably thereon with amendments and recommend that the bill, 
as amended, do pass. 

PURPOSE 

The purpose of this bill is to improve and strengthen Government oversea 
activities by establishing a uniform system for compensating all Government 
employees in oversea posts irrespective of the agency by which they are em- 
ployed. The bill would provide uniformity of treatment for all oversea employ- 
ees to the extent justified by relative conditions of employment. Current 
applicable laws do not provide this uniformity. They authorize benefits for the 
employees of certain agencies, while the emplovees of other agencies are denied 
them because of the lack of statutorv authority, even though the conditions of 
employment of the two groups are substantially the same. 

Many of the provisions of H. R. 7758 are already authorized for certain agen- 
cies by the Foreign Service Act and by other legislation. These agencies, referred 
to here as foreign affairs agencies, are the Department of State, the U. S. Infor- 
mation Agency, the International Cooperation Administration, the Foreign 
Agricultural Service, the Federal Aviation Administration, and the Veterans' 
Administration. 

Some of the provisions of this measure are also already authorized for all 
agencies. These provisions are repeated in this bill, sometimes with minor lan- 
guage changes, in order to clarify and consolidate existing law and to make 
H. R. 7758 all-inclusive in the field of oversea differential and allowance pay- 
nients. 

Thus, the bill extends certain benefits now authorized only for the foreign 
affairs agencies to non-foreign-affairs agencies as well. 

It adds a limited mimber of new benefits for all agencies. 
It continues benefits now already authorized for all agencies by existing 

legislation. 

IX. EZEMPTIQN FlloM INcoME TAx 

The bill continues for all agencies exemption of allowances (but not differen- 
tial) from income tax (sec. 523). 

Existing law and rulings of the Internal Revenue Service provide that amounts 
received as cost-of-living allowances are not includible in gross income. These 
allowances are not considered as part of basic compensation for tax purposes 

Amounts received as salary differential to offset conditions of environment, 
(not living costs) are considered by existing revenue rulings to be a part 
of compensation and hence taxable. 

This bill makes a number of technical amendments to the Internal Revenue 
Code of 1954 which are necessary in order to conform it to the changes in legal 
authorities made by this bill. 

"Puhlic T. aiv 60 — 707, pa e 000, this Bulletin. 
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[H. R. 12580] " 
SOCIAL SECURITY AMENDMENTS OF 1960 

[IIouse of Representatives Report No. 1799, Eighty-sixth Congress, Second Sessionl 

[tune 18, 1900] 

Mg. MxLLs, from the Committee on Ways and Means submitted the following 
report to accompany H. R. 12o80. 

The Committee on Ways and Means, to whom was referred the bill (H. R. 
12580) to extend and improve coverage under the Federal old-age survivors, and 
disability insurance system and to remove hardships and inequities, improve the 
financing of the trust funds, and provide disability benefits to additional 
individuals under such system; to provide grants to States for medical care 
for aged individuals of low income; to amend the public assis'tance and 
maternal and child welfare provisions of the Social Security Act; to improve 
the unemployment compensation provisions of such act; and for other purposes, 
having considered the bill, report favorably thereon without amendment and 
recommend that the bill do pass. 

I. SCOPE OF THE BII. L 

The soundness and effectiveness of the programs encompassed in the Social 
Security Act are extremely important to every American family. Your com- 
mittee believes it has an obligation to determine, from time to time, whether in 
a diverse and changing economy these programs are fulfilling their objectives 
within a framework of fiscal and actuarial soundness. 

During this Congress vour committee has given careful consideration to exist- 
ing programs under the Social Security Act, and to changes which have been 
suggested. 

As a result of this review and consideration, your committee is proposing in 
this bill a number of improvements in the programs contained in the Social 
Security Act, including old-age and survivors insurance, disability insurance, 
unemployment compensation, public assistance, and maternal and child welfare. 
In addition, the committee is recommending that a new title be added to the 
Social Security Act which will initiate a Federal-State grants-in-aid program of 
medical services to the low-income aged. 

II. SUMMARY OF PRINCIPAL PROVISIONS OF TEIE BILL 

B. The Old-Age, Survivors, and Disability Insurance (OASDI) Provisions 

4. Increased coverage 
The coverage of the program would be extended to about 800, 000 additional 

people — self-employed physicians, domestic workers earning at least $25 but 
not as much as $50 in a calendar quarter from a single employer, parents who 
work for their sons and daughters in a trade or business, workers in Guam aud 
American Samoa, American citizens employed in the United States by foreign 
governments and international organizations, and certain policemen and firemen 
under retirement systems in Virginia. 

Another opportunity would be provided for an estimated 00, 000 ministers to 
be covered under the program. If the States take advantage of the opportunity 
offered them, nearly 2t/s million employees of State and local governments could 
obtain coverage for certain past years on a retroactive basis. Other provisions 
would facilitate coverage for some of the noncovered people employed in posi- 
tions covered by State or local retirement systems and for the 100, 000 noncovered. 
employees of certain nonprofit organizations. 

D. The Unemployment Compensation Program 

Your committee's bill contains provisions to improve and extend the existing 
Federal-State program of employment securitv. 

"Public Law 86 — 778, Page 698, this Bulletin. 
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Title V (1) raises the net Federal unemployment tax (the tax that may not 
be offset by a credit for taxes paid under a State program) from three-tenths to 
four-tenths of 1 percent on the first $8, 000 of covered wages; (2) provides that 
the proceeds of this higher Federal tax after covering the administrative ex- 
penses of the employment security program will be available to build up a larger 
fund for advances to States whose reserves have been depleted; (8) makes addi- 
tional improvements in the arrangements for administrative financing; and (4) 
improves the operation of the Federal unemployment account by tightening the 
conditions pertaining to eligibility for and repayment of advances. 

Title V also extends the coverage of the unemplovment compensation programs 
to several groups not presently covered. It is estimated that from 60, 000 to 
70, 000 additional employees would be brought under the uuemployment compen- 
sation system by this extension. 

Title V, in addition, provides that Puerto Rico will be treated as a State 
for the purposes of the unemployment compensation program. 

IV. GENERAL DISCUSSION OF THE OLD-AGE, SURVIVORS, AND DIS- 
ABILITY INSURANCE PROVISIONS 

D. Extension of Coverage 

Your committee's bill would make several further extensions of coverage. 
The change made by the bill in the insured status requirements for benefits, and 
discussed earlier in this report, would facilitate the achievement of fully insured 
status for the newly covered workers. 

1. Coverage of self-employed doctors of medicine. 
The old-age, survivors, and disability insurance program now covers members 

of all self-employed professional groups except doctors of medicine. Large num- 
bers of doctors have requested coverage. Your committee believes that the need 
of doctors for social security protection is comparable to that of other self-em- 
ployed professional groups. Many self-employed physicians have acquired some 
old-age. survivors, and disability insurance credits on the basis of past covered 
employment or self-employment, or as the result of their military service, but 
will be entitled to little or no benefits because only a small part of their lifetime 
earnings has been covered. 

Your committee's bill covers the approximately 150, 000 self-employed doctors 
of medicine on the same basis as other self-employed professional groups, effec- 
tive for taxable years ending on or after December 31, 1960. 

Coverage would also be extended to services performed by medical and dental 
interns. The coverage of services as an intern would give young doctors an 
earlier start in building up social insurance protection and would help many of 
them to become insured under the program at the time when they need the 
family survivor protection it provides. This protection is important for phy- 
sicians who, like members of other professions, in the early years of their practice, 
may not otherwise have the means to provide adequate survivorship and dis- 
ability protection for themselves and their families. 
8. Coverage of additional domestic ioorkers in prirate homes and others icho 

perform icork not in the course of the employer's business. 
Under present law, earnin, s of domestic workers in private households (other 

than those on farms operated for profit) are covered only when they amount to 
at least $50 in a calendar quarter from one employer. Your committee's bill 
would cover such earnings if they amount to at least $25 from one employer 
The new $25 coverage test would cover virtually all persons who depend on 
earnings from domestic work for their livelihood. 

At the same time the bill would exclude from coverage all earnings of 
domestic workers who are under age 16. 

This amendment would extend protection to about 100, 000 domestic em- 
ployees who earn $25 or more from at least one employer but not as much as 
$50 from any single employer in a calendar quarter. It would also cover addi- 
tional earnings of other domestic workers who have some earnings covered 
under the present law but whose additional earnings from other employers are 
not covered. Coverage of these a. dditional earnings would result in higher bene- 
fit amounts, more closely related to actual lifetime earnings of the domestic 
worker, than is the ease under present law. 



Persons below age 16 would be excluded because most of them who perform 
some domestic work for pay are casual or intermittent workers who are em- 
ployed, for example, as lawn cutters or babysitters, and who do not depend on 
their earnings for a livelihood. This exclusion should not have any adverse 
eifect on such workers' ultimate earnings records, since an individual's starting 
date for benefit computation purposes does not occur until he is 22 years old 
and period of noncoverage before that time do not count against him. With 
exclusion from coverage of domestic workers under age 16, young workers will 
not have to pav social security taxes on their earnings and employers will not 
be required to report relativelv small amounts of earnings. 

Persons age 16 or over who perform other types of services not in the course 
of the employer's trade or business would, like domestic workers, be covered 
under the bill if they are paid $25 in cash wages by an employer in a calendar 
quarter. Some 5, 000 additional persons would be afiected, This provision will 
improve and simplify the coverage of such services and retain the principle 
underlying the present law of applying the same coverage test to these nonbusi- 
ness services as is applied to domestic service performed in private homes. 
Uniform tests of these two types of work are desirable because certain kinds of 
nonbusiness services are not, strictly speaking, domestic service in private homes 
but are similar to domestic service. 

g. Coverage of certain services of parents in the emptog of their sons or 
daughters. 

Under present law, work performed by certain members of a family for other 
members of the same family is excluded from coverage. The chief purpose of 
this exclusion has been to preclude the necessity of making determinations re- 
garding bona fide employment relationships in an area where it is difiicult to 
ascertain the facts. Your committee has concluded that in the light of operating 
experience with the program, valid determinations can now be made as to 
whether actual employment relationships exist with respect to the service per- 
formed by parents working as employees in businesses owned by adult sons or 
daughters. Your committee's bill would therefore modify the family employ- 
ment exclusion to cover certaiu services performed after 1960 by parents in the 
employ of their adult children. 

The services covered would be those performed only in the course of the 
employer's trade or business and then only prospectively, that is effective with 
respect to services performed after 1960. They would not include domestic 
services performed in or about the home or other work not in the course of the 
employer's business. 

Many of the workers whose employment will be covered under this provision 
have already earned credits u~der the program in other work, and the change 
in the law will fill the gap which would otherwise exist in their coverage. 
Others who are engaged in such an actual employment relationship will have 
for the first time an opportunity to build up credits toward their retirement, 
survivors and disability protection under the program. 
$. Coverage of workers in Guam, and American Samoa. 

The old-age, survivors, and disability insurance program now covers the 50 
States, Puerto Rico, the Virgin Islands, and the District of Columbia. Under 
your committee's bill the coverage of the program would be extended to Guam 
and American Samoa. The Governments of Guam and American Samoa have 
expressly requested that the program be extended to these territories. This 
extension of coverage would apply to about 8, 000 workers in Guam and to about 
2, 000 in American Samoa. 

With the exception of employees and oificers of the Government of Guam, 
the Government of American Samoa, any political subdivision of either, or any 
instrumentality wholly owned thereby, the bill provides that coverage would 
be effective for employees on January 1, 1961, and for self-employed persons 
for taxable years beginning after 1960. Coverage of employees and ofiicers 
of the Governments of Guam and American Samoa (including members of the 
legislatures), their political subdivisions, and their wholly owned instrumen- 
talities would be on a mandatory basis, rather than under the State-Federal 
agreement method which applies to the employees of States and localities. 
The Government of Guam has indicated that it may need a period of time to 
amend the provisions of the Government of Guam retirement program to adjust 
contributions and benefits under that program to take into account the extension 
of old-age, survivors, and disability insurance coverage. Accordingly, the bill 
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provides that coverage for employees of the Guamanian Government, its politi- 
cal subdivisions, and wholly-owned instrumentalities will not become effective 
until the calendar quarter following the quarter in which the Governor of Guam 
certifies to the Secretary of the Treasury that the Guamanian Government has 
enacted legislation expressing its desire that old-age, survivors, and disability 
insurance coverage be extended to these employees (and in no event before 
1961). A comparable effective date provisio~ is included for employees of the 
Government of American Samoa. 

Under your committee's bill, Filipino workers who come to Guam under con- 
tracts to work temporarily would be excluded from coverage. Your committee 
has been informed that even if these Filipino workers should be covered, prac- 
tically none of them would acquire sufiicient credits to qualify for benefits, 
Your committee also has been informed that the Philippine Government favors 
this exclusion. 

The taxes to be collecteil by reason of this extension of the old-age, survivors, 
and disability insurance program to Guam and American Samoa will be ad- 
ministered by the Secretary of the Treasury or his delegate. Under present law, 
a delegate of the Secretary of the Treasury must, as a general rule, be an oi}leer, 
employee, or agency of the Treasury Department. Since the Treasury has no 
tax-collection officers in Guam or American Samoa at present, the Secretary is 
given the authority, under your committee's bill, to delegate administration of 
these taxes to any oflicer or employee of another Department or agency of the 
United States, or of any possession, should he find it desirable to do so. 

5. Facilitating coverage of additional ecntclogees of ccocctiroftt organizations anil 
validation of erroneoccs reticrns already Pled. 

Present law requires that two-thirds of the employees of a nonprofit organi- 
zation must consent to coverage before the organization can cover the employees 
who desire coverage and future employees of the organization. Your commit- 
tee's bill modifies this requirenient so that a nonprofit organization could, if so 
desired, file a certificate electing to provide coverage for all employees hired in 
the future and such current employees if any, as consent to be covered. An 
organization could provide coverage for new employees even though none of its 
current employes desire coverage, 

The present requirement is unfair to emplovees who want to be covered but 
are not eligible because some of their fellow employees do not desire old-age, 
survivors, and disability insurance protection. Under your committee's bill, a 
nonprofit employer would, in etTect, be able to establish as a condition of em- 
ployment a rule that new employees must be covered while offering its present 
employees an option. 

There are about 100, 000 employes nf nonprofit organizations not now protected 
under old-age, survivors, and disability insurance for whom coverage would be 
facilitated by these changes. In the long run all employees of organizations 
that have elected to cover any of their employees would be covered since all new 
employees are mandatorily covered. 

Your committee's bill would retain the requirement of present law that if 
some of a nonprofit organization's employees are in jobs covered by a public 
retirement system and some are not, the employer must divide his employees 
into two coverage groups for purposes of this provision. The employees who 
are in positions covered by the public retirement system would be in one cover- 
age group; those who are not would be in the other. Under the bill, the em- 
ployer may extend coverage to consenting and future employees in either or 
both groups, without the necessity for concurrence by two-thirds of the current 
employees. 

The bill would also perniit the validation of erroneous self-employment re- 
turns filed by certain lay missionaries in the belief that they were covered under 
present law as ministers, if requested by April 15, 1062. 

Your committee has been iiiformed that a number of nonprofit organizations 
have been erroneously reporting and paying taxes on remuneration paid to their 
employees without first complying with requirements in law for obtaining old- 
age, survivors, and disabilty, insurance protection for their employees. For 
example, some organizations have reported their employees without realizing it 
was necessary to file waiver certificates, In some instances, the nonprofit 
organization later filed a certificate in accordance with the law, but by that time 
one or more of the employees whom the organization had previously reported 
had left its employ. There is no way under present law for such emplovees 
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to have their services covered under the organization's certificate. In other 
instances, nonprofit organizations began to report their employees after the 
organizations filed certificates without realizing that it was also necessary to 
obtain the signatures of all of the employees whom they wished to cover on lists 
of concurring employees. Your committee's bill would, under specified circum- 
stances, permit social security credit for remuneration for services performed be- 
fore July 1, 1960, erroneously reported as ws. ges, upon appropriate action by 
the nonprofit organizations and employees involved. 

6. Cocerage of American citizen employees of certain labor organizations in the 
Panama Canal Zo»c. 

Social security coverage would be extended to service performed after 1960 
by a small group of American citizens in the employ of certain labor organiza- 
tions outside the United States. Coverage would be accomplished by modifying 
the definition of "A. merican employer" in present law to include labor organiza- 
tions in the Panama Canal Zone which are chartered by labor organizations 
created or organized in the United States. 

This provision of your committee's bill would affect only a relatively few 
workers but would assure coverage of all service they perform for such em- 
ployers, whether within or outside the United States. 

Your committee also recomntends that social security credit be given for the 
remuneration, with respect to which taxes were erroneously paid, for service 
performed after 1954 and before 1961, by American citizens in the employ of 
labor organizations which constitute "American employers" under this provision. 
7. Procision of an additional opportunity for ministers to obtain coreraye. 

Coverage was made available to ministers, under the Social Security Amend- 
ments of 1954, on an individual voluntary basis because of considerations 
relating to the separation of church and state. The 1954 legislation provided 
that ministers and Christian Science practitioners already in practice who 
desired coverage had to file waiver certificates by April 15, 1957. In 1957, when 
it appeared that many clergymen who desired coverage had, through lack of 
knowledge or misunderstanding of the provisions, failed to file timely certificates 
electing coverage, le islation was enacted to extend the time for electing cov- 
erage to April 1o, 1959. Under present law, in general, only newly ordained 
ministers (and ministers who have not had net earnings from self-employment 
of $400 or more, some part of which divas from the exercise of the ministry, for 
as many as 2 taxable years after 1954) may still file certificates electing 
coverage. 

Your committee is informed that of some 200, 000 full-time ministers who could 
have elected coverage, about 140, 000 have come under the program up to this 
time. Your committee has been advised that there are many ministers who 
want coverage but are no longer eligible. In some cases, such ministers failed 
to file timely waiver certificates because they misunderstood the provision or 
were unaware of the deadline. Other ministers erroneously believe that they 
met the requirements for electing coverage by filing tax returns, while still 
others believe they met the requirements by filing waiver certificates although 
actually they did not because the certificates were defective in some respects. 

Your committee is mindful of the need to maintain reasonable restrictions on 
the time within which a choice must be made under the provision for individual 
voluntary coverage of ministers. However, your committee recommends that 
ministers and Christian Science practitioners who under present law are no 
longer eligible to elect coverage be given additional opportunity to obtain this 
protection. To this end, persons who have already entered the ministry would 
be given until April 15, 1962, to file vraiver certificates. Certificates filed under 
this amendment (like those filed under present law by a newly ordained minister ) 
would be effective with the year preceding the latest year for ivhich the tax 
return due date has not passed. 

In addition, the bill would permit the validation of coverage of certain clergy- 
men who filed tax returns reporting self-employment. earnings from the ministry 
for certain years after 1954 and before 1960 even though, through error, they had 
not filed waiver certificates effective for those years. These ministers or their 
representatives would be given the opportunitv until April 15, 1962, to file vvaiver 
certificates or supplemental certificates et'fective with the first taxable year for 
which they had filed such a tax return and for all succeeding vears. In order 
for the benefits of this amendment to be secured, taxes due by reason of the 
validation of the coverage would have to be paid by April 15, 1962. 



8. Coverage of American citizens entployed tn the United States by foreign gov- 
ernrnents and international organizations. 

Under present law, service performed in the employ of a foreign government, 
an instrumentality wholly owned by a foreign government, or an international 
organization is generally excluded from old-age, survivors, and disability in- 
surance coverage. Your committee believes that such service, if performed by 
a citizen of the United States within the United States, should be covered. 
Coverage of their employment woulcl enable these citizens to build the same baric 
protection under old-age, survivors, and disability insurance that other Ameri- 
cans possess and would prevent gaps in protection for those citizens who 
work for a limited period of time for a foreign government or international 
organization. 

This employment has theretofore not been covered because the United States 
cannot levy the employer tax of the program upon foreign governments or inter- 
national organizations. Your committee believes that the most feasible way to 
provide coverage for United States citizens working for these employers would be 
to treat them as self-employed individuals. Although your committee believes it 
is generally undesirable to cover as self-employment the services of persons who 
are actually employees, such coverage offers a practical solution to the unique 
problem of covering American citizens employed by such governments and organ- 
izations. Under your committee's bill, compulsory coverage would be provided 
for these employees on the same basis as that provided for self-employed persons. 

VII. EMPLOYMENT SECURITY 

A. Purpose and Summary 

The purpose of title V of your committee's bill is to improve and extend the 
existing Federal-State program of employment security. 

Title V of the bill (1) raises the net Federal unemployment tax (the tax that 
may not be offset by a credit for taxes paid under a State program) from three- 
tenths to four-tenths of 1 percent on the first $3, 000 of covered wages; (2) pro- 
vides that the proceeds of this higher Federal tax after covering the administra- 
tive expenses of the employment security program will be available to build up a 
larger fund for advances to States whose reserves have been depleted; (3) makes 
additional improvements in the arrangements for administrative financing; and 
(4) improves the operation of the Federal unemployment account by tightening 
the conditions pertaining to eligibility for and repayment of advances. 

Title V also extends the coverage of the unemployment compensation pro- 
grams to several groups not presently covered. It is estimated that from 60, 000 
to 70, 000 additional employees would be brought under the unemployment com- 
pensation system by this extension. 

Title V, in addition, provides that Puerto Rico will be treated as a State for 
the purposes of the unemployment compensation program, 

B. General Explanation 

Title V of the bill contains four parts. Part 1 provides that this title may be 
cited as the "Emplovment Security Act of 1960. " Part 2 deals with the increased 
Federal unemployment tax, with provisions for an increased "loan" fund, and for 
improved administrative financing. Part 3 extends the coverage of the unemplov- 
ment compensation program to service performed by additional groups of em- 
ployees. part 4 extends the Federal-State unemployment compensation program 
to Puerto Rico. 
Part 2. Zmptoyntent security administratire financin amendntents. 

Part 2 amends titles IX and XII of the Social Security Act and chapter 23 of 
the Internal Revenue Code of 1954. Broadly, the purpose of these amendments 
is to provide adequate funds for administration and for advances to States whose 
unemplovment reserves have been depleted by heavy unemployment. The 
amendments will improve the operation of the present "loan" fund in several par- 
ticulars. The amendments also authorize annual appropriations to cover the ex- 
penses of administration of the State unemployment insurance programs and the 
State public employment oihces in amounts more consistent with the current 
levels of expenditure in this area. 
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As under present law, funds collected through the Federal and State unem- 
ployment tax will be held in the Unemployment Trust Fund and invested in Gov- 
ernment securities. Part 2 of title V contains provisions relating to the various 
accounts within the Unemployment Trust Fund. State unemployment taxes will, 
as now, be credited to the State's account in the Unemployment Trust Fund, 
The entire proceeds of the Federal unemployment tax will be credited initially 
to a new account, the employment security administration account. Part 2 
authorizes appropriations for transfer from the employment security administra- 
tion account of amounts covering the administrative expenses of the employment 
security program. The amount that may be appropriated for transfer from the 
employment security administration account to the States for administering their 
unemployment compensation laws and for the maintenance of public employment 
ofiices is limited to $850 million a year. The actual expenditure for these items 
in fiscal year 1959 was $810 million and the estimated expenditure for fiscal 
year 1960 is $824 million. 

Part 2 also authorizes payment from the employment security administration 
account for expenses incurred by the Departments of Labor and Treasury in 
connection with the employment security program (other than the Temporary 
Unemployment Compensation Act of 1958) . The Treasury is permitted to 
charge against the employment security administration account the expenses of 
banks for servicing unemplovment benefit and clearing accounts which are offset 
by the maintenance of balances of Treasury funds with such banks. This latter 
expense is not now treated as an administrative expense of the unemployment 
compensation program. Historically, the Treasury has maintained deposits in 
commercial banks, on which the Treasury obtains no interest, in order to offset 
the costs incurred by such banks in handling Government business. 

The additional payments by employers through reduction in tax credits in 
particular States (1) to pay advances made to the State under title XII, or 
(2) to restore to the Treasury amounts expended in such States under the 
Temporary Unemployment Compensation Act of 1958, will also be received in the 
employment security administration account. These amounts will be appropri- 
ately transferred and will not be taken into account in the various provisions 
described below involving the net balance in the employment security adminis- 
tration account. 

It is expected that as a result of the increase in the Federal tax to 0. 4 percent 
there will be an excess in the employment security administration account at the 
end of fi~scal year 1962. This will result from the tax receipts being in larger 
amounts than necessary to pay for the administrative expenses connected with 
the employment securitv program. 

The new section 902 provides that any excess in the employment securitv 
administration account at the end of any fiscal year will be transferred to the 
Federal unemployment account, the account out of v. hich advances to States are 
made. These transfers to the Federal unemployment account will be continued 
until such account reaches a level of $550 million or four-tenths of 1 percent of 
total wages subject to State unemployment taxes, whichever is higher. The 
four-tenths of 1 percent of covered payroll will exceed $550 million when the 
covered payroll exceeds $187. 5 billion. For fiscal year 1960, it is expected that 
the covered payroll will be about $116 billion. 

Under present law, any excess of Federal unemployment tax receipts over 
administrative expenses is allocated to the Federal unemployment account to 
bring the Federal unemployment account up to $200 million in cash, but repay- 
ments by the States of advances could increase the Federal unetnployment 
account to an amount over $200 million. Under part 2, funds may be transferred 
to the Federal unemployment account at the end of any fiscal year to bring it up 
to its statutory limit of $550 million or four-tenths of 1 percent of covered 
pavroll. If repayment of advances from the Federal unemployment account 
causes such account to exceed the statutory limit at the end of any fiscal year, 
however, the excess over the statutory limit would be transferred to the emplov- 
ment security administration account. Any amount so transferred shall be 
included as part of the employment security administration account in computing 
the excess in the account at the close of that fiscal year. 

After the Federal unemployment account is built up to its statutory limit, the 
bill provides that any remaining excess of Federal unemployment taxes over the 
administrative expenses will be retained in the employment security adminis- 
tration account until that account shows a net balance at the close of the fiscal 
year of $250 million. The purpose of this nct balance in the employment sccu- 
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rity administration account is to provide funds out of which the administrative 
expenses can be paid during each fiscal year prior to the receipt of- the bulk of 
the Federal unemployment tax in January and Februarv. 

Under the present law, the proceeds of the Federal unemployment tax are 
covered into the general fund of the Treasury and the administrative expenses 
and the transfers of excess collections are paid out of the general fund, The 
creation of the employment security administration account involves a separate 
fumling of these receipts and outlays. Ultimately, it is the purpose of part 2 
to provide for financing administrative expenses entirely out of Federal unem- 
ployment tax collections. To take care of periods before this ultimate goal is 
reached. part 2 provides for the creation of a revolving fund in the Treasury 
for advances to the employment security administration account to cover admin- 
istrative expenses during the portion of each fiscal year before the bulk of the 
Federal tax receipts come in. These advances will bear interest equal to the 
average rate of interest on all interest-bearing obligations of the United States. 
Since the tax collections are placed in the employment security administration 
account which, as a part of the Unemployment Trust Fund, will earu interest, 
such interest will partiallv offset the interest paid on advances from the re. 
volving fund. 

Advances from the revolving fund to the employment security administration 
account are to be repaid from time to time in such amounts as the Secretary of 
the Treasury (in consultation with the Secretary of Labor) determines to be 
available in the employment security administration account for such repay- 
ment. It is anticipated that such advances will be made only in such amounts, 
aml for such duration, as will be necessary to provide working funds in the 
employment security administration account. 

Part 2 provides that any excess will be retained in the employment security 
administration account. beyond the end of a fiscal year only after the Federal 
unemployment account has been built up to its statutory limit. Once an 
amount has been so retained in the employment security administration account, 
however, then ftuure determinations of the excess available for transfers from 
this account may not result in reducing the end-of-the-year net balance below 
the highest previous beginning-of-the-year net balance. 

Part 2 provides that after the Federal unemployment account is built up 
to it statutory limit, after the year-end net balance of the employment security 
administration account reaches $2fi0 million, and after any advances from the 
general fund of the Treasury to the Federal unemployment account have been 
repaid, any remaining excess in the employment security administration account 
will be distributed to the State accounts in the same manner as is provided 
under present law. Unlike present law, however, part 2 provides that if at the 
time of this distribution of surplus Federal ta~es a State has outstanding 
advances under title XII, that State's share of the surplus funds shall first be 
used to reduce these outstanding advances. 

Part 2 also amends title XII of the Social Security Act, the title that provides 
for advances to State unemployment funds. Under present law a State may 
apply for an advance if its reserve at the end of a calendar quarter is less than 
the total compensation paid out during the preceding four quarters. Your 
committee found that this was not a sufficient test of a State's need for addi- 
tional funds. Two States were eligible for and received advances under the 
present law which they have never used. 

Part 2, therefore, permits a State's eligibility for advances to be determined at 
any time. Advances will be made in amounts which the Secretary of Labor 
estimates will be required to pay coinpensation during the current or following 
month, after taking into account available reserves and income to be received 
during the month in the State unemployment fund, In making such estimates, 
the Secretary may include an additional amount to cover unexpected contingen- 
cies such as decreases in tax receipts dut to delinquencies, increases in benefit 
payments due to unusual weather conditions or an unannounced layoff by a 
large firm, or other factors. The aggregate amount that the Secretary of Labor 
may certify in any month may not exceed the amount in the Federal unemplov- 
ment account. 

Advances made to a State before enactment of your committee's bill will, in 
general, be repaid under the present provisions of law. Also, any State that has 
not received the full amount certified by the Secretary of Labor to the Secretary 
of the Treasury before enactment of your committee's bill may, through its Gov- 
ernor, request the Secretary of the Treasurv to transfer to the State's account 
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all or part of the remainder of such amoimt. Upon receipt of such a request 
the Secretary of the Treasury shall transfer the amount requested or so much 
of such amount as is available at the time of the transfer. Xo such amount will 
be transferred, however, after the 1-year period beginning on the date of the 
enactment of your committee's bill. The present provisions for repayment will 
apply to any amount so transferred to a State. 

Advances made to a State after the enactment of your committee's bill, if not 
repaid by the State within the specified period of time, will be repaid under newly 
added provisions to the section providing for repayment of an advance through 
reduction in employers' credits against the Federal unemployment tax. Re- 
ductions in credit to repay an advance after the enactment of your committee's 
bill will be made with respect to the taxable year beginning with the second 
January 1 after the advance is made (rather than as now the fourth January 1). 
The reduction in credit will also be at a rate double that now provided. Thus, for 
the taxable year beginning with the second January after an advance is made, 
the credit ivill be reduced by 10 percent. For the following taxable year the 
credit will be reduced by 20 percent, and so on. Your committee believes that 
these changes are desirable. Economic indexes since World War II show that 
recessions have not lasted more than about 1'/ years. Thus, earlier repayment 
is economically feasible. Such indexes also show that recessions have recurred 
at approximately 4-year intervals. Thus, under the present law, the repayment 
of advances through reduction in tax credits might commence during the reces- 
sion following that in which an advance is made. The increased rate of repay- 
ment proposed will result generally in the repayment of an advance before an- 
other recession occurs, It will also replenish the Federal unemployment ac- 
count so that subsequently requests for advances can be financed without the 
necessity of securing advances from general funds for this purpose. 

In the ease of the third and fourth consecutive taxable year for which there 
has been an outstanding balance of advances as of January 1, if the State has 
(for the calendar year preceding such taxable vear) collected as contributions 
from employers on remuneration subject to the State law less than an amount 
equal to 2. 7 percent of the total remuneratiou subject to contributions under the 
State law (as determined by the State by April 30 of the taxable year, using a 
March 31 cutoff date), the tax credit against the Federal tax due on wages paid 
in such taxable year will be further reduced by the amount (rounded to the 
nearest 0. 1 percent) by which the average employer contribution rate is less 
than 2. 7 percent. 

In the case of the fifth and succeeding consecutive taxable years for which 
there has been an outstanding balance of advances as of January 1, if the State 
has collected (for the calendar year immediately preceding the taxable year) in 
employer taxes less than an amount equal to one-fifth of the aggregate benefits 
paid in the first 0 of the last 6 years preceding the taxable vear (as determined 
by tbe State by the following April 30, using a March 31 cutoff date) or an 
amount equal to 2. 7 percent of the State taxable remuneration (for the calendar 
year immediately preceding the taxable year), whichever is higher, then the tax 
credit against the Federal tax will be further reduced. The reduction will be a 
rate, rounded to the nearest 0. 1 percent, which, when applied to the State's tax- 
able wages for such immediately preceding calendar year, would have produced 
the revenue necessary to make up the difference between the contributions ac- 
tually paid and the average benefit cost rate (or 2. 7 percent if higher). In deter- 
mining the amount collected by the State, employee contributions may be in- 
cluded, if employer contributions average 2. 7 percent or more. 

Your committee believes that these provisions will encourage a State that has 
an outstanding balance of advances to so increase its contribution rates that 
these further tax credit reductions will not become applicable. Such increased 
rates should strengthen the State's benefit financing so that its need for further 
advances would be minimized. 

The Federal unemployment tax rate will be raised to 3. 1 percent effective with 
respect to the calendar year 1901 and all calendar years thereafter. This change 
in the Federal unemployment tax rate will not effect the computation of credits 
allowable against the Federal tax. 
Part 8. Extension of corerage nnder the nneniptoginent co»ipc»sation prograiil. 

Part 3 of title V extends the protection of the unemployment compensation 
program to several additional categories of employees. 

The first extension applies to eniployees of certain instrumentalities of the 
United States. Any instrumentality of the United States which is neither wholly 
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uor partially owned by the United States will be subject to the Federal unemploy 
ment tax unless it is exempt by virtue of a provision of law which grants specific 
exemption from the Federal unemployment tax. The additional Federal in. 
strumeutalities brought under the unemployment compensation program by this 
change will include the Federal Reserve banks, Federal credit unions, Federal 
land banks, Federal land bank associations, and Federal home loan banks 
Employees of partially owned instrumentalities will be brought under the unem- 
ployment compensation program for Federal employees. This will include em- 
ployees of instrumentalities such as the banks for cooperatives, Federal inter- 
mediate credit banks, and some production credit associations. 

The second extension is to employees serving on or in connection with Ameri- 
can aircraft outside the United States, which will be defined as aircraft registered 
under the laws of the United States. At present, seamen serving on American 
vessels are covered when their vessel is outside the United States if they are 
employed under a contract made in the United States, or if during the per- 
formance of their services the vessel touches at a port in the United States. The 
Federal Unemployment Tax Act is amended by extending coverage to employees 
of American aircraft under similar circumstances, and will bring coverage under 
the act in this respect in line with coverage under the Federal Insurance Con- 
tributions Act. 

The third extension is to employees of so-called "feeder organizations. " The 
exclusion of nonprofit organizations under the Federal Unemployment Tax Act 
is amended so as to result in the coverage of feeder organizations, as well as 
nonprofit organizations which are not exempt from income tax. 

"Feeder organizations" are establishments operated for the primary purpose 
of carrying on a trade or business for profit. All of their profits a. re payable 
to nonprofit organizations exempt from Federal income tax under section 501(c) 
of the Internal Revenue Code of 195, but the feeder organizations themselves 
are subject to the Federal inconre tax. In this connection, the term "trade or 
business" does not include an organization's rental of its real property. 

Such feeder organizations engage in a wide variety of commercial and indus- 
trial activities. They have, however, a common characteristic; they are op- 
erated solely for profitmaking purposes which have no relationship to the non- 
profit activities of the parent organization. They compete on the same terms 
as private coucerns with other enterprises in the same field of activitv. Their 
employees are susceptible to the same hazards of unemployment as are the 
workers in similar establishments not owned by nonprofit organizations. 

The other organizations which would be covered by this amendment are those 
denied an income tax exemption because they are engaged in certain activities, 
including "prohibited transactions, " which do not meet the requirements specified 
in section 506 or 504 of the Internal Revenue Code of 1954. 

The fourth extension is to employees of certain other tax-exempt organiza- 
tions. The amendment removes a number of the specific exclusions of tax-exempt 
organizations presently contained in paragraph (10) of section 3806(c) of the 
Federal Unemployment Tax Act, including service performed for agricultural 
or horticultural organizations, voluntary employees beneficiary associations, and 
service performed iu counection with the collection of dues or premiums for a 
fraternal beneficiary society or in connection with a ritualistic service of such 
a society. Still excluded under such paragraph (10), however, would be serv- 
ices for any organization exempt from Federal income tax (other than a trust 
created or organized unrler a qualified pension, profit-sharing, or stocl--bonus 
plan), the renruneration for ivhich is less than $50 in a quarter, and services by 
students for the school which they attend. 

These extensions of coverage vvill apply with respect to remuneration paid 
after 1961 for services performed after 1961. 
Part $. Eztc»sion of Federal-State une»iployment compensation to Puerto Rico. 

Part 4 of title V provides that Puerto Rico will be treated as a State for 
purposes of the several provisions of the Social Security Act dealing with unem- 
ployment compensation and the Federal Unemployment Tax Act. At the present 
time, the Commonwealth of Puerto Rico has an unemployment compensation 
program completely outside of the Federal-State unemployment compensation 
system. Employers in puerto Rico are not subject to the Federal unemployment 
tax and Puerto Rico is not entitled to Federal grants to cover the administrative 
expenses of its unemployment compensation program. By separate legislation 
enacted in 1950, however, Federal grants were authorized to cover the costs of 
the employment service in Puerto Rico. It is estimated that the Federal 
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unemployment taxes collected in Puerto Rico will meet all the costs of admin- 
istering their unemployment compensation program and part of the costs of the 
employmen't service. 

Part 4 includes provisions relating to the operation in Puerto Rico of title XV 
of the Social Security Act which deals with payment of unemployment compen- 
sation to Federal employees and ex-servicemen. At present, title XV provides 
generally that unemployed Federal employees and ex-servicemen will receive 
unemployment compensation paid for by the Federal Government but determined 
under the law of the particular State in which the individual last worked (in 
the case of Federal employees) or in which the individual resides (in the ease 
of ex-servicemen). Title XV presently provides also that unemployment com- 
pensation to Federal employees and ex-servicemen in Puerto Rico and the 
Virgin Islands is to be computed under the law of the District of Columbia. 
Since Puerto Rico is to be considered a State for purposes of the unemployment 
compensation laws, your committee believes that an indefinite continuation of 
this use of the District of Columbia law for Federal employees and ex-servicemen 
in Puerto Rico is inappropriate. However, in view of the low level of Puerto 
Riean benefits which (as of tune 1, 1960) provided a maximum weekly amount 
of $12 and a maximutn duration of 7 weeks, it does appear appropriate, for a 
transition period, to continue to determine the unemployment compensation 
payable to Federal employees and ex-servicemen in Puerto Rico under the law 
of the District of Columbia, and part 4 so provides. For weeks of unemployment 
beginning after December 81, 1965, Federal civilian employees and ex-servicemen 
in Puerto Rico will be paid unemployment compensation under the unemploy- 
ment compensation law of Puerto Rico. 

X. SECTION-BY-SECTION ANALYSIS 

The first section of the bill contains a short title (the "Social Security Amend- 
men'ts of 1960") and a table of contents. The remainder of the bill is divided 
into seven titles as follows: 

Title I — Coverage. 
Title II — Eligibility for benefits. 
Title III — Benefit amounts. 
Title IV — Disability insurance benefits and the disability freeze. 
Title V — Employment security. 
Title VI — Medical services for the aged. 
Title VII — Miscellaneous. 

TITLE I — COVERAGE 

SECTION 101. EXTENSION OF TIME FOR MINISTERS TO ELECT COVERAGE 

Additional period for filing certificate. 
Section 101 (a) of the bill amends clause (B) of section 1402(e) (2) of the 

Internal Revenue Code of 19o4 to provide an additional period (somewhat less 
than 2 years from the date of enactment of the bill) within which certain min- 
isters, members of religious orders (other than persons who have taken a vow 
of poverty as members of such an order), and Christian Science practitioners 
may file a certificat electing to be covered under title II of the Social Security 
Act. Under present law, any member of one of these professions who has had 
net earnings from self-employment of $400 or more, any part of which was de- 
rived from services in such profession, in two or more taxable years beginning 
after 19K", but who failed to file a eertificate within the time prescribed by the 
present section 1402(e) (2), no longer has an opportunity to elect the coverage. 
Under the bill, every such individual is afforded a further opportunity to make 
the election. Such election may be made by filing a certifieate on or before the 
due date of the return (including any extension thereof) for the individual's 
second taxable year ending after 19o9 (generally April 15, 1962). 
Effective date of certificate. 

Section 101(b) of the bill amends section 1402(e) (8) of the Internal Revenue 
Code of 1954 to eliminate those portions of it which have ceased to have any 
efFect. As amended by section 101(b) of the bill, sectiou 1402(e) (3) continues 
to provide, to the same eifeet as at present, that a certificate filed under section 



1402(e) of the code shall be efiective for the taxable year immediately preceding 
the earliest taxable year for which, at the time the certificate is filed, the period 
for filing a return (including any extension thereof) has not expired, and for 
all succeeding taxable years. Thus, under present section 1402(e) (3) and 
under such section as amended by section 101(b) of the bill, where the taxable 
year is a calendar year and there is no extension of time for the filing of the tax 
return, a certificate filed on or before April 15 of the year following such 
taxable year is eifective for the 2 taxable years preceding the year in which 
the certificate is filed, and for all vears following such 2 taxable years. If 
the certificate in such case is filed after April 15, it is elective only for the 
immediatelv preceding taxable year and for all years thereafter. However, 
under the conditious prescribed in section 1402(e) (5) of the code, as added 
by section 101(c) of the bill (discussed below), a certificate filed under section 
1402(e) of the code by April 15, 1962, mav be made effective for vears earlier 
thau those for which the certificate would be effective under the general rule 
stated in section 1402(e) (3). 
Optional provision for certain certificates filed on or before April 15, 1988. 

Section 101(c) of the bill amends section 1402(e) of the Internal Revenue 
Code of 1954 by adding a new paragraph (5). Pursuant to the new paragraph 
(5), any individual who has filed a tiinely return reporting earniugs derived by 
him in any taxable year ending after 1954 and before 1960 from the performance 
of service as a minister, a member of a religious order (other than one who has 
taken a vow of poverty as a member of such order), or a Christian Science 
practitioner, but who does not have self-employment coverage for the first year 
for which such a return was filed because a certificate under section 1402(e) 
is not in effect with respect to such year, may, if he wishes, elect to have his 
self-employment coverage as a minister, member of a religious order, as Christian 
Science practitioner begin with such first year. The election (which may be 
made by the individuai, by a fiduciary acting for him or his estate, or by any sur- 
vivor ivho is or may become entitled to monthly benefits under title II of the 
Social Security Act on his earnings record) may be made in one of two ways: 

(1) If the individual has not filed a valid certificate on or before the 
date of the enactment of the bill, he (or such fiduciary or survivor) may 
file such a certiiicate and indicate thereon an election to have the certificate 
made elTective for the first taxable year ending after 1954 and before 1960 
for ivhich such individual filed such a return, and for all succeeding taxable 
years. 

(2) If the individual lias filed a valid certificate on or before the date 
of the enactment of the bill, he (or such fiduciary or survivor) may file a 
supplemental certificate and indicate thereon an election to have the cer- 
tificate previously filed by such individual made effective for the first tax- 
able year ending after 1954 and before 1959 for which he filed such a return, 
and for all succeeding taxable years. 

In either case, if the election is to be valid, it must be made on or before 
April 15, 1962, and all self-employment tax (whether or not attributable to 
earnings as a minister, member of a religious order, or Christian Science prac- 
titioner) due for each taxable lear for which the certificate is effective under 
the new paragraph (5) (but would be ineffective under par. (8) ) must be paid on 
or before April 15, 1962. Moreover, any such tax previously refunded as an 
overpayment because no valid certificate was then in effect with respect to the 
year for which paid must be repaid to the United States, together with the 
interest allowed on the refund, on or before such date. However, any under- 
pavment of the tax which is attributable to an error made in good faith will 
not invalidate an election which is otherwise valid. Any such tax which is paid 
or repaid for a year with respect to which the period of limitation on assessment 
or collection has expired will not be regarded as an overpayment solely because 
such period has expired. It should be noted that April 15, 1962, falls on a. 

Sunday, and section 7508 of the code provides that an act required to be per- 
formed on a Saturday, Sunday, or legal holiday is timely if performeii on the 
next day ivhich is not a Saturday, Sunday, or legal holidav. 

Administrative provisions. 
Pursuant to section 101(d) of the bill, no interest or penalty will be imposed 

in respect of self-employment tax paid on or before April 15, 1962, on earnings 
derived froni the performance of service as a minister, meinber of a religious 
order, or Christian Science practitioner for taxable years as to which a certificate 



775 

is effective under the new paragraph (o) (but would not be eITective under par. 
(3)) of section 1402(e). If such tax is not fully paid (except for underpay- 
inents due to errors made in good faith) on or before April 15, 1962, the question 
of interest does not arise since the certificate in such eases is effective only for 
the taxable years prescribed in such paragraph (3) and not for the earlier years 
prescribed in such paragraph (5). However, in the case of an underpayment 
attributable to an error made in good faith, the additional tax due for any 
such earlier year must be paid with interest accruing from April 15, 1962, to 
the date of payment. Moreover, the statutory yeriod for assessing any such 
underpayment will expire not earlier than 3 years from April 15, 1962. 

Sections 101(c) and 101(d) of the bill are relief measures for the benefit of 
ministers, members of religious orders, and Christian Science practitioners who 
filed returns of self-employment tax on their earnings as such for years with 
respect to which they have no self-employment coverage because no certificate 
under section 1402(e) of the code is in effect for such years. However, your 
coiiirnittee does not intend that the amendments made by such section 101(c) 
should be regarded as invalidating the effect of Revenue Ruling 57 — 139 (Cumu- 
lative Bulletin 1957 — 1, y, 284) and Revenue Ruling 57 — 401 (Cumulative Bulletin 
1957 — 2, p. 604) on any certificate under section 1402(e) which is filed on or 
before the date of the enactment of the bill. 

Effective dates. 
Section 101(f) of the bill provides that the amendments made by section 101 

of the bill shall be applicable only with respect to certificates (and supplemental 
certificates) filed after the date of the enactment of the bill. 

SECTION 103. EXTENSION OF THE PROGRAM TO GUAM AND AMERICAN SAMOA 

International Zevenae Code amendments relating to coverage for yarposes of 
Social Security tas:es. 

Imposition of self-employment tav. — Section 103(k) of the bill adds a new 
paragraph (9) to section 1402(a) of the Internal Revenue Code of 1954, which 
deals with net earnings from self-employment. Pursuant to the new paragraph 
(9), Guam and American Samoa are not to be considered as possessions of the 
United States within the meaning of section 931 and section 932 of the Internal 
Revenue Code of 1954, but only for purposes of determining liability for the self- 
employment tax. 

Section 931 provides, in effect, an exclusion from gross income, for purposes 
of the Federal income tax, in respect of certain income derived from sources 
outside the United States by citizens of the United States who meet the per- 
centage tests stated in section M1 in respect of income derived from sources 
within certain possessions (including Guam and American Samoa) of the United 
States, Section M2 provides in effect that gross income, for purposes of the 
Federal income tax, means only gross income derived from sources within the 
United States (not including the yossessions), in the case of certain citizens of 
possessions (including Guam and American Samoa) who are not otherwise citi- 
zens of the United States and who are not residents of the United States. To 
the extent that income does not constitute gross income for Federal income tax 
purposes, there can be no self-employment coverage unless the income tax exclu- 
sion is overridden by statute for self-employment purposes. In general, this is 
the purpose of the amendment made by section 103(k) of the bill in respect of 
sections 931 and M2 of the Internal Revenue Code of 1954, insofar as such sec- 
tions have application to Guam and American Samoa, In the area of section 
931, the principal effect, in general, is to include in net earnings from self-em- 
Ployment all income derived by United States citizens which is excluded from 
gross income for Federal income tax purposes only by reason of taking income 
from Guam or American Samoa into account in the application of such section. 
In the area of section M2, the el'feet, in general, is to treat Guamanians and 
American Samoans the same for self-employment tax purposes as citizens born 
in any State of the Union. 

Aliens in. Guam and American Samoa. — Section 103(l) of the bill amends 
section 1402(b) of the Internal Revenue Code of 1954 to provide that individuals 
who are not citizens of the United States but who are residents of Guam or 
American Sainoa shall not be regarded as nonresident aliens for self-employment 
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tax purposes. The effect of this amendment is to accord the same self-employ- 
ment tax treatment to nonresident aliens who are residents of Guam or Ameri. 
can Samoa as ths. t accorded to aliens who are residents of the United States. 

Cross reference. — Section 108(m) of the bill amends paragraph (2) of see. 
tion 1408(b) of the Internal Revenue Code of 1954 to include a reference to 
Guam and American Samoa in the cross-reference to section 7651 of the Internal 
Revenue Code of 1954, relating to the collection of taxes imposed in a possession 
of the United States pursuant to such code. 

Officer and, employees of the government. — Section 108 (n) of the bill amends 
section 8121(b) (7) of the Internal Revenue Code of 1954 to provide that serv- 
ices performed as an oificer or employee of the Government of Guam, the Gov- 
ernment of American Samoa, any political subdivision thereof, or any wholly 
oivned instrumentality of any one or more of the foregoing shall not be ex- 
cepted from "employment", within the meaning of the Federal Insurance Con- 
tributions Act„as services performed in the employ of a State, a political sub- 
division thereof, or an instrumentality ~holly omned by any one or more of 
the foregoing. In general, this has the effect of extending coverage under the 
Federal Insurance Contributions Act to such services. Members of the legisla- 
ture of the Government of Guam, the Government of American Samoa, or of 
any political subdivision of either are specifically included in the coverage so 
extended. Where an individual performs services as an officer or employee of 
the Government of Guam, the Government of American Samoa, any political 
subdivision of either, or an instrumentality wholly owned by any one or more 
of the foregoing and such services are covered by the Civil Service Retirement 
Act or by any other retirement system established by a 1am of the United 
States, then such services are not included in the coverage so extended. In 
any ease where such services are not covered by such a retirement system, the 
services are included in the coverage under the Federal Insura. nce Contribu- 
tions Act. All remuneration paid for such services, including fees paid to a 
public official and remuneration paid by the United States or an agency thereof, 
will be deemed to have been paid by the Government of Guam, the Government 
of Anierican Samoa, a political subdivision thereof, or a wholly owned instru- 
mentality of any one or more of the foregoing, whichever is appropriate. 

Filipino contract icorkers in Guam. — Section 108 (o) of the bill further amends 
section 8121(b) of the Internal Revenue Code of 1954 by adding a new para- 
graph (18), which provides an exception from "employnient" within the mean- 
ing of the Federal Insurance Contributions Act, for services performed in 
Guam by any resident of the Republic of the Philippines who is admitted to Guam 
on a temporary basis as a nonimmigrant alien pursuant to section 101(a) (15)- 
(H) (ii) of the Immigration and Nationality Act. 

Definition, of "State" and. "United States". — Section 108(p) of the bill amends 
section 8121(e) of the Internal Revenue Code of 1954 to include Guam and 
Anieriean Sanioa in the definition of the term "State, " and in the definition of 
the term "United States" ivhen used in a geographical sense, for purposes of 
the Federal Insurance Contributions Act. 
Provisions for taa administration and collection, 

Section 108(q) of the bill amends subchapter C of chapter 21 of the Internal 
Revenue Code of 1954 by redesignatiug section 8125 as section 8126 and by 
inserting a new section 8125. Subsection (a) of the new section 8125 relates 
to the employee and employer taxes imposed with respect to certain services 
performed as oflieers or employees of the Government of Guam, any political 
subdivision thereof, or any instrumentality wholly owned by any one or more of 
the foregoing. The return and payment of such taxes may be made by the 
Governor of Guam or by such agents as he may designate. A person making 
such return may, for convenience of administration, make payments of the 
employer tax imposed under section 8111 ivithout regard to the $4, 800 limitation 
in section 8121(a) (1) (although this subsection would not authorize such perso'u 
to disregard the $4, 800 limitation as to remuneration includible in returns made 
by him). The purpose is to relieve a person making a return on behalf of any 
department or agency of the Governmeut of Guam, any political subdivision 
thereof, or any instrumentality wholly owned by any one or more of the fore- 
going of any necessity for ascertaining whether any wages have been reported 
for a particular employee by any other reporting unit of such government, politi- 
cal subdivision, or instrumentality. 
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Subsection (b) of the new section 8125 contains identical provisions in respect 
of American Samoa. 

Section 108(r) (1) of the bill amends section 6205(a) of the Internal Revenue 
Code of 1954 by adding a new paragraph (8). The new paragraph (3) provides 
that each agent designated by the Governor of Guam or the Governor of American 
Samoa, pursuant to the new section 8125 of the code, to make returns of the 
employee and employer taxes imposed under the I'ederal Insurance Contributions 
Act shall be deemed to be a separate employer for purposes of section 6205(a) 
of the code, relating to adjustments of underpayments of such taxes. Thus, 
adjustments of underpayments will be made by the reporting unit by which the 
underpayment was made. 

Section 108(r) (2) of the bill amends section 6418(a) of the Internal Revenue 
Code of 1954 by adding a new paragraph (8). The new paragraph (8) provides 
that each agent designated by the Governor of Guam or the Governor of 
American Samoa, pursuant to the new section 8125 of the code, to make returns 
of the employee and employer taxes imposed under the Federal Insurance 
Contributions Act shall be deemed to be a separate employer for purposes of 
section 6418(a) of the code, relating to adjustments of overpayments of such 
taxes. Thus, adjustments of overpayments will be made by the reporting unit 
by which the overpayment was made. 

Section 108(r) (8) of the bill amends section 6418(c) (2) of the Internal 
Revenue Code of 1954 by adding thereto new subparagraphs (D) and (E). 
The new subparagraph (D) provides that for purposes of the special credit 
or refund provisions contained in section 6418(c) (1), the Governor of Guam 
and each of the agents he designates to make returns of the employee tax and 
emplover tax imposed under the Federal Insurance Contributions Act shall be 
treated as separate employers. The new subparagraph (E) contains identical 
provisions in respect of American Samoa. The effect of these amendments is 
to permit a claim for special credit or refund, rather than a general claim for 
refund under section 6402(a), in any case where an employee receives more 
than $4, 800 of wages in a calendar year by reason of his having performed serv- 
ices for two or more reporting units of the government of Guam, the government 
of American Samoa, any political subdivision of either, or anv instrumentality 
wholly owned by one or more of the foregoing. 

Section 108(s) of the bill amends section 7218 of the Internal Revenue Code 
of 1954 by redesignating subsection (d) as subsection (e) and by inserting a 
new subsection (d). Pursuant to the new subsection (d), all provisions of law 
relating to the disclosure of information, and all provisions of law relating to 
the unauthorized disclosure of information, which apply to an officer or em- 
ployee of the Treasury Department shall also apply to any delegate who is an 
oificer or employee of another department or agency of the United States, or of 
a possession, who is authorized, directly or indirectly, by the Secretary of the 
Treasury to perform any function in the administration of the self-employment 
tax under chapter 2, or the employee and employer taxes under chapter 21 (the 
Federal Insurance Contributions Act), in Guam or American Samoa. 

Section 108(t) of the bill amends section 7701(a) (12) of the Internal Reve- 
nue Code of 1954 by inserting a new subparagraph (B) and by designating the 
existing provisions of section 7701(a) (12) as subparagraph (A). The new 
subparagraph (B) defines the term "delegate" to include any oificer or employee 
of a department of the United States other than the Treasury Department, or 
of any agency of the United States not a part of the Treasury Department, or of 
any possession of the United States, who is authorized, directlv or indirectly, by 
the Secretary of the Treasury to perform any function in Guam or American 
Samoa with respect to the self-employment tax under chapter 2 or the employee 
and employer taxes under chapter 21. Since the Treasury Department does 
not now maintain tax-collection o(fices in Guam or American Samoa, the Secre- 
tary of the Treasury may find it desirable and expedient that the performance 
of functions in respect of such taxes be delegated, directly or indirectly, to an 
ofhcer or employee of another department or agency of the United States, or 
of Guam or American Samoa. The new subparagraph (B) of section 7701(a) 
(12) provides authority for such a delegation. 

Section 108(u) of the bill amends section 80 of the Organic Act of Guam so 
as to exclude the self-employment tax under chapter 2 of the Internal Revenue 
Code of 1954, and the employee and employer taxes under chapter 21 of such 
code from the taxes which, pursuant to section 30 of the organic act, are to be 
covered into the treasury of Guam. 
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Eff entice dates. 
Section 108(v) (1) of the bill provides effective dates for the amendments 

made by section 108 of the bill. 
The amendments relating to reinterments (subsec. (a) of see. 108) apply 

with respect to reinterments after the date of enactment of the bill. 
The amendments relating to noncovered remunerative activity outside the 

United States for purposes of the old-age, survivors, and disability insurance 
"retirement test" (subsec. (b) of see. 108) and the amendments defining "State" 
and "United States" to include Guam and American Samoa for purposes of title 
II of the Social Security Act (subsecs. (e) and (f) of sec. 108) are effective with 
respect to service performed after 1960, except that, in the case of a trade or 
business (other than the performance of service as an employee), such amend- 
ments are effective with respect to taxable vears beginning after 1960. 

The amendments relating to the exclusion from coverage of residents of the 
Republic of the Philippines admitted to Guam on a temporary basis, excluding 
Guam and American Samoa from the definition of State for purposes of coverage 
under a State agreement entered into pursuant to section 218 of the Social Se- 
curity Act, and defining "State" and "United States" for purposes of the Federal 
Insurance Contributions Act (subsees. (d), (i), (o), and (p) of sec. 108) are 
effective with respect to service performed after 1960, 

The amendments relating to the extension of self-employment coverage to 
Guam. and American Samoa (subsecs. (g), (h), (k), and (1) of sec. 108) are 
effective with respect to taxable years beginning after 1960. Insofar as sub- 
sections (g) and (k) relate to the Virgin Islands, the amendments made by 
such subsections are merely technical and clarifying, and such amendments 
are effective with respect to the Virgin Islands for taxable years beginning after 
1950. 

The amendments relating to the coverage of oificers and employees of the 
Government of Guam, the Government of American Samoa, any political sub- 
division of either, or any instrumentality wholly owned by any one or more of 
the foregoing (subsees. (c), (n), (q), and (r) of sec. 108) are effective, in the 
case of Guam, with respect to service performed on or after the first dav of the 
calendar quarter following the calendar quarter in which the Secretary of 
the Treasury receives s. certification by the Governor of Guam that the Legis- 
lature of Guam has expressed its desire for the coverage and, in the case of 
American Samoa, not earlier than 1961. Thus, if the coverage is to commence 
tbe calendar quarter following the calendar quarter in which the Secretary of 
the Treasury receives a certificatio from the Governor of American Samoa 
that its Government desires the coverage: but, in the ease of both Guam and 
American Samoa, not earlier than 1961. Thus, if the coverage is to commence 
with reference to the earliest possible effective date ( Jan. 1, 1961), the certific- 
atio must be received prior to 1961. 

The amendments relating to the delegation of functions in Guam or American 
Samoa to an oificer or employee nf a department of the United States Govern- 
ment other than the Treasury Department, an officer or employee of an agency 
of the United States outsble the Treasury Department, or an oifieer or emplovee 
of Guam or American Samoa (subsecs. (s) and (t) of see. 108) are effective 
on the date of the enactment of the bill, and authority is provided for appropri- 
ating such sums as may be necessary for the performance of such functions bv 
such officer or employee. Such sums are to be appropriated directly to the 
delegate, or to the agency which normally receives appropriations for such 
delegate, rather than to the Treasury, in order to avoid any need for charges 
to and reimbursements by the Treasury. 

Section 108(v) (2) of the bill provides that the amendments made by sections 
108 (c) and (n) shall not affect the determination of whether an officer or em- 
ployee of the Government of Guam, the Government of American Samoa, any 
political subdivision of either, or any wholly owned instrumentality thereof 
is an employee of an agency or instrumentality of the United States for any pur- 
pose other than the old-age, survivors, and disability insurance program. 

Section 108(v) (8) of the bill provides that the repeal of the provisions coll- 
cerning the beginning date of coverage in Puerto Rico, and the related conform- 
ing amendments, shall not affect the date on which this coverage extension be- 
came effective, the manner or consequences of the extension, or the status of anV 
individual with respect to whom the eliminated provisions are applicable. 
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SECTION 104. DOCTORS OE MEDICINE 

Conforming amendments in the Internal Revenue Code of I95/, , 
Removal of evclasion for doctors of medicine. — Under existing law, services 

performed by a self-employed person in the exercise of his profession as a doctor 
of medicine, or as a member of a partnership engaged in the practice of medicine, 
are excepted from the term "trade or business" under section 1402(c) (3) of 
the Internal Revenue Code of 19fi4. Section 104(d) (1) of the bill amends 
section 1402(c) (5) of the code by removing the exception provided for services 
performed as a doctor of medicine or as a member of a partnership engaged in 
the practice of medicine. In general, the ef'feet of this amendment is to subject 
the net earnings derived by. an individual from the practice of medicine on his 
own account or bv a partnership of which he is a member to the self-employment 
tax. 

Section 104(d) (2) of the bill merely conforms the provisions of the last two 
sentences of section 1402(c) of the Internal Revenue Code of 1954 to the amend- 
ment made by section 104(d) (1). The changes made in such provisions of 
section 1402(c) are technical changes and have no substantive effect. 

Technical amendments. — Section 104(e) of the bill merely co»for&ns the lan- 
guage of sections 1402(e) (1) and 1402(e) (2) of the code to the amendment 
made by section 104(d) (1). The changes made are technical changes and have 
not substantive effect. 

Removal of ea«lucio» for interns in Eederal hospitals. — 1'resent section 
3121(b) (6) (C) (iv) of the Internal Revenue Code of 1934 excludes from "em- 
ployment, " and thus from coverage under the Federal Insurance Contributions 
Act, services performed by certain interns, student nurses, and other student 
employees of hospitals of the Federal Government. Section 104(f) of the bill 
amends such section 3121(b) (6) (C) (iv) so as to remove the exclusion insofar 
as it pertains to medical or dental interns and medical or dental residents-in- 
training. The effect of this amendment is to make the remuneration of such 
individuals for services performed by them as such interns or residents-in- 
training in the . employ of hospitals of the Federal Government subject to the 
Federal Insurance Contributions Act. 

Removal of eacl»sion for student interne. — Present section 3121(b) (13) of 
the Internal Revenue Code of 19& excludes from employment, and thus from 
coverage under the Federal Insurance Contributions Act, services performed by 
certain student nurses in the employ of a privately operated hospital or nurses' 
training school, and services performed as an intern in the employ of a privately 
operated hospital by an individual who has completed a 4-year course in a medi- 
«al school chartered or approved pursuant to State law. Section 104(g) of 
the bill amends such section 3121(b) (13) so as to re»Iove the exclusion insofar 
as it pertains to interns. The effect of this amendment is to extend coverage 
under the Federal Insurance Contributions Act to such individuals unless their 
services are excluded under provisions other than section 3121(b) (13). Thus, 
the services of an intern are covered if he is employed by a hospital which is not 
exempt from in«on&e tax as an organization described in section 901(c) (3) of the 
Internal Revenue Code of 1964. If the intern is employed by a hospital which is 
exempt from income tax and which has a waiver certificate in effect under sec- 
tion 3121(k) of the code, he is not excluded from coverage by section 3121(b) (8) 
(If) of the code if (1) he was an employee of the hospital at the time the waiver 
certif&cate was filed a»d continuously thereafter, a»d he elects to be covered 
within the 24-month period prescribed in section 3121(k), or. (2) he became an 
employee of the hospital after the calendar quarter in Ivhich the certificate was 
filed. 

Effective date. 
Section 104(h) of. the bill provides that the a»Iendments made by subsections 

(a), (d), and (e), relating to the self-employment coverage of doctors of medi- 
cine, are effective for taxable years ending on or after I)ece»&ber 31, 1900. This 
will provide coverage for most self-employed doctors of medicine beginning 
January 1, 1900. The an&endments made by subsections (b), (c), (f), and (g), 
relating to social security coverage of interns and residents-in-training, are ef- 
fective with respect to services perfor»ied after 1900. 
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SECTION 105. SERVICE OF PARENT FOR SON OR DAUGHTER 

Removal of eaclaston for services performed 0y a parent for his child. 
present section 210(a) (5) of the Social Security Aet excludes from "employ. 

ment, " and thus from old-age, survivors, and disability insurance coverage, spry. 
iee performed by an individual in the employ of his son, daughter, or spouse, and 
service performed by a child under the age of 21 in the employ of his father or 
mother. Section 105(a) of the bill amends such section 210(a) (6) so as to 
remove from the exclusion service (other than service not in the course of the 
employer's trade or business, or domestic service in a private home of the em 
ployer) performed by an individual in the employ of his son or daughter. The 
effect of this amendment is to extend coverage to most services performed by a 
parent in the employ of his child. Only service by a parent for a child which is 
not in the course of the child's trade or business, or which is domestic service in 
the child's private home, will continue to be excluded. Service not in the course 
of the child's trade or business, and domestic service in the child's private home, 
which constitutes agricultural labor pursuant to section 210(f) of the Social 
Security Act because performed on a farm operated for profit, would continue 
to be excluded under section 210 (a) (6) of the act. 

Section 105 (b) of the bill makes identical changes in section 5121(b) (3) of the 
Internal Revenue Code of 1954. 

Effective date. 
Section 105(c) of the bill provides that the amendments made by subsections 

(a) and (b) shall apply with respect to services performed after 1960. 

SECTION 106. EMPLOYEES OF NONPROFIT ORGANIZATIONS 

Elimination of reqnirement that regions, charitable, etc. , organization may file 
waiver certificate only if two-thirds of its employees concnr. 

Section 106(a) of the bill amends section 6121(k) (1) (A) of the Internal 
Revenue Code of 1954, relating to waivers of tax exemption vrhich may be filed by 
certain religious, charitable, etc. , organizations. Pursuant to present law, such 
an organization may file a certificat electing to have old-age, survivors, and 
disability insurance coverage extended to services performed in its employ only 
if two-thirds or more of its employees concur in the filing of such eertifieate, 
and such certifieate is accompanied by a list containing the signature, address, 
and social security account number (if any) of each employee who concurs. 
Section 106(a) of the bill eliminates the requirement that two-thirds or more of 
such employees must concur before the certificat ean be filed. This amendment 
has the effect of permitting the organization to elect coverage in respect of all 
employees of the organization hired after the quarter in which a certificate is 
filed by the organization even though less than two-thirds, or none, of the employ- 
ees in its employ in such quarter concur in the filing of the certificate. As 
under present law, a list showing the names, addresses, and social security 
account numbers of all concurring employees must accompany the certificate, 
and, in general, only the services of those employees (if any) whose names ap- 
pear on such list will be covered when the certificat takes effect. However, 
the 24-month period prescribed in present law for signing a supplemental list of 
concurring employees is continued, and employees who decline the coverage at 
the time the certificat is filed but later desire to have it may acquire such cov- 
erage prospectively by signing a supplemental list within the prescribed period, 

Section 106(a) of the bill also amends section 9121(k) (1) (E) of the code, 
relating to the filing of waiver certificates by organizations some of whose em- 

ployees are in positions covered by a pension, annuity, retirement, or similar 
fund or system established by a State or political subdivision thereof and some 
of whose employees are not in such positions. Under present law such organ- 
ization must divide its employees who are in such positions and its employees who 
are not in such positions into separate coverage groups, and a waiver certificat 
in respect of either group may be filed only if two-thirds of the employees in the 
group concur iu the filing of the certificate. Section 106(a) of the bill elimi- 
nates the requirement that two-thirds or more of the employees in such group 
must concur before a certificate can be filed in respect of such group. Under the 
amendment made by section 106(a), a certificate may be filed in respect of either 
group, or separate certificates may be filed in respect of each group, even though 
less than two-thirds, or none, of the employees in the group concur in the filing 
of the certifieate, 
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Validation of remuneration, erroneously reported as icagcs by nonprofit organ- izationss. 

Section 106(b) of the bill relates to service performed after 1950 wlii«h is ex- 
cepted from covered "employment" solely because the service is performed for 
an organization, described in section 501(c) (8) of the Internal Revenue Code of 
]g54 (or sec. 101(6) of the Internal Revenue Code of 1039) and exempt from in- 
come tax, which does not have a waiver certificate under section 3121(k) of the 
Internal Revenue Code of 1954 (or sec, 1426(1) of the Internal Revenue Code 
of 1939) in effect with respect to such service. The service may be excepted 
from employment because no such certificate was filed by the organization or, if 
a certificate was filed, because the person performing the service couhl acquire 
coverage only by signing the list of employees concurring in the filing of the 
certificate and he failed to do so. 

Section 106(b) of the bill makes provision whereby the remuneration paid 
by an organization to an individual before July 1, 1960, for such service may be 
deemed to constitute remuneration for employment for purposes of title II of the 
Social Security Act, to the extent that an amount has been paid before August 
11, 1960, as taxes under the Federal Insurance Contributions Act with respect 
to such remuneration. Such remuneration will be deemed to constitute remunera- 
tion for emplovment for purposes of such title II if the following conditions are 
met: 

(1) The person who performed the service (or a fiduciary acting for him or 
his estate, or a survivor of such individual who is or may become entitled to 
monthly benefits under title II of the Social Security Act on his earnings record) 
makes a request (in such form and manner, and with such oflicial as the Secre- 
tary of Health, Education, and Welfare may by regulations prescribe) that such 
remuneration be deemed to constitute remuneration for employment for purposes 
of title II of the Social Security Act. 

(2) If any part of the amount paid as taxes before August 11, 1960, with 
respect to such remuneration paid to an individual is credited or refunded, 
the amount credited or refunded, plus any interest allowed, is repaid before 
January 1, 1968. 

(3) A certificate under section 8121(k) of the Internal Revenue Code of 1954 
is filed by the organization not later than the date on which the request is made, 
unless the organizatiou has previously filed a certificate under that section or 
section 1426(l) of the Internal Revenue Code of 1939, or the organization no 
longer has any individual in its employ for remuneration at the time the request 
is made. 

(4) In the ease of an organization which has filed a certificate on or before 
the date on which the individual's request is made, amounts are paid as taxes 
with respect to some portion of the remuneration paid by the organization to the 
individual during the 24-month period following the calendar quarter in which 
the certificate is filed, if the individual is in the employ of the organization at 
any time during such 24-month period. 

Pursuant to section 106(b) (5) of the bill, an organization's certificate is made 
applicable in the future to an individual if remuneration paid by such organiza- 
tion to the individual before July 1, 1960, is deemed, pursuant to a request made 
under section 106(b), to constitute remuneration for employment, and if the 
individual performs service in the employ of the organization ou or after the 
date on which the request is made. If the certiiicate is not effective with 
respect to service performed by such individual before the first day of the 
calendar quarter folloiving the quarter in which the request is made, the effect 
of paragraph (5) is to make the certificate applicable to service performed by 
the individual on and after such first day. 

After the date of enactment of the bill, section 106 (b) will supersede provisions 
of section 408 (a) of the Social Security Amendments of 1954 which permit certain 
remuneration paid for service performed before 1957 to be deemed remuneration 
for employment. Section 403(a) will continue to apply to requests made pur- 
suant to such section on or before the enactment of this bill, but not to requests 
made after the date of enactment. 

Remuneration erroneously reported as self-einployment income by certain ein- 
ployecs of charitable, religious, etc. , organizations. 

Section 106(c) (1) of the bill amends section 1402 of the Internal Revenue 
Code of 1g54 by adding a new subsection (g). pursuant to the nerv subsection 
(g), any irulividual ivho, for any taxable year ending after 195i4 and before 1962, 
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erroneously reported as self-employment income (and paid self-employment tax 
on) remuneration received by him for services performed in the employ of an 
organization which is exempt from income tax as an organization described in 
section 501(c) (8) may request (or a fiduciary acting for such individual or for 
his estate, or a survivor of such individual who is or may become entitled to 
monthly benefits under title II of the Social Security Act on his wage record 
mav request) that such remuneration reported for such taxable year (other than 
remuneration for services performed by the individual as a duly ordained, com- 
missioned, or licensed minister of a church or as a member of a religious order) 
be deemed to constitute net earnings from self-employment. The request will be 
effective if— 

(1) it is made after the date of enactment of the new section 1402(g) of 
the code and on or before April 15, 1962; 

(2) the return on which the remuneration was reported was timely 
filed; 

(8) a certificate under section 8121(k) of the code is filed by the organ- 
ization on or before the date the request is made; and 

(4) no credit or refund of any part of the amount erroneously paid for 
such taxable pear as self-employment tax on such remuneration is obtained 
before the date on which the request is filed, or, if obtained, is repaid on or 
before the date of the request; 

but only to the extent that such remuneration was paid to the individual before 
the calendar quarter in which the request was filed (or, in some cases, before the 
next calendar quarter), and no employment tax under chapter 21 has been paid 
on such remuneration. 

In any case where remuneration paid to an individual by a religious, charitable, 
etc. , organization is deemed to be net earnings from self-employment by reason 
of a request filed pursuant to the new section 1402(g), the certificate filed by the 
organization, if it is not effective with respect to services performed by the 
individual on or before the first day of the calendar quarter in which the request 
is filed, shall be effective with respect to services (if any) performed by the 
individual for the organization on and after the first day of the next calendar 
quarter. 

Section 106(c) (2) of the bill contains complementary provisions for purposes 
of title II of the Social Security Act. 
Ungted States citizen employees of certain labor organtzattons in the Panama 

(: anat Zone. 
Services performed outside the geographical limits of the United States (as 

defined in title II of the Social Security Act and in the Federal Insurance Con- 
tributions Act) by citizens of the United States are covered u~der such acts 
if they are performed for an "American employer. " Under existing law, labor 
organizations created or organized in the Canal Zone or elsewhere outside the 
United States do not meet the definition of "American employer" and the serv- 
ices of their United States citizen employees performed outside the United 
States are excluded from coverage. Paragraphs (1) and (2) of section 106(d) 
of the bill amend section 8121(h) of the Internal Revenue Code of 1954 and 
section 210(e) of the Social Security Act, respectively, to include in the defi- 
nition of "American employer" labor organizations created or organized in the 
Canal Zone, if they are chartered by labor organizations created or organized 
in the United States which are described in section 501(c) (5) and exempt from 
income tax under section 501(a) of the Internal Revenue Code. In effect, these 
amendments extend coverage compulsorily to service performed after 1960 
outside the United States by United States citizens in the employ of such labor 
organizations. 

Section 106(d) (8) of the bill permits the validation as wages of certain 
remuneration which was erroneously reported as wages by any labor organ- 
ize. tion which qualifies as an "American employer" under the amendments made 
by section 106(d) (1) and (2) of the bill. For purposes of title II of the Social 
Security Act, remuneration paid in any calendar quarter by such an organ- 
ization to a citizen of the United States for services performed after 1954 and 
before 1961 is deemed to constitute remuneration for employment, if amounts 
representing the social security taxes with respect to such remuneration were 
timely paid, no claim for credit or refund of any part of such amounts paid 
with respect to such calendar quarter is filed before the expiration of the period 
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prescribed for filing claim for credit or refund, and (in effect) there was a 
timely payment before the date of the enactment of the bill of an amount 
representing the social security taxes for a period before the enactment of 
the bill. 

Effect( re dates. 
Section 106(e) of the bill provides effective dates for the amendments relat- 

ing to einployees of nonprofit organizations. 
paragraph (1) provides that the amendments made by subsection (a) shall 

be effective with respect to certificates filed under section 3121(k) (1) of the 
Internal Revenue Code of 1954 after the date of the enactment of the bill. 

Paragraph (2) provides that the amendments made by paragraphs (1) and 
(2) of subsection (d), relating to coverage of service performed by United 
States citizen employees of certain labor organizations in the Canal Zone, shall 
be effective with respect to service performed after December 31, 1960. 

Paragraph (3) provides that no monthly benefits shall be payable or increased 
for the month of enactment or prior months by reason of the provisions of or 
amendments made by subsections (b), (c), and (d), relating to validation of 
remuneration erroneously reported as wages by nonprofit organizations, as 
net earnings from self-employment by certain employees of nonprofit organ- 
izations, and as wages by certain labor organizations in the Canal Zone. No 
lump-sum death payment under such title II would be payable or increased by 
reason of such provisions or amendemnts in the case of any individual ivho died 
prior to the date of. enactment of the bill. 

SECTION 107. AMERICAN CITIZEN EMPLOyEES OF I'OREIGN GOVERNAIEXTS 
AND INTERNATIONAL ORGANIZATIONS 

Self-emplogrnent coverage for benefit purposes. 
Section 211(c) (2) of the Social Security Act now provides three exceptions to 

the general rule that services performed as an employee are excluded from the 
definition of "trade or business, " and thus from self-employment coverage. The 
efi'ect of these exceptions is to include the services excepted in the definition of 
"trade or business, " and thus to extend self-employment coverage to such serv- 
ices. These services are (1) services performed by certain news vendors, (2) 
certain services performed by an individual under share-farming arrangements, 
and (3) services performed by an individual in the exercise of his ministry or as 
a member of a religious order. Section 107(a) of the bill amends sectiou 
211(c) (2) so as to include a fourth category of employee services in the term 
"trade or business. " The services thus included under the amendment are those 
performed in the United States (including the Virgin Islands, Puerto Rico, and, 
effective January 1, 1961, Guam and American Samoa) by a citizen of the United 
States in the employ of a foreign government, in the employ of an instrumen- 
tality wholly owned by a foreign government, or in the employ of an interna- 
tional organization entitled to enjoy privileges, exemptions, and immunities 
under the International Organizations Immunities Act, to the extent that such 
services are excluded from "employment" by section 210(a) (11), 210(a) (12), 
or 210(a) (15) of the Social Security Act. In effect, this change extends self- 
employment coverage under title II of the Act to such services. 

Coverage for self-einplopinent tax purposes. 
Section 107 (b) of the bill makes corresponding amendments to section 

1402(c) (2) of the Internal Revenue Code of 1954. The effect of these amend- 
ments is to require that income derived by a United States citizen from service 
performed in the United States (including the Virgin Islands, puerto Rico, iind, 
effective January 1, 1961, Guam and Anierican Samoa) as an employee of a 
foreign government, an instrumentality wholly owned by a foreign government, 
or an international organization, must be taken into account in deterniining 
liability for the self-employnient tax, to the extent that such service is excepted 
from the definition of "employment" by section 3121(b) (11), 3121(b) (12), or 
3121(b) (15) of the code. 

Effective dates. 
Section 107(c) of the bill provides that the amendments maile by section 107 

with respect to services in the employ of foreign governments, instrumentalities 
wholly owned by foreign governments, and international organizations shall be 
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effective for taxable years ending on or after December 31, 1960. (It shoulld be 
noted, however that such services performed in Guam or American Samoa will 
not be covered for taxable years ending before 1961 since the inclusion of Guam 
and American Samoa in the definition of United States for old-age, survivors, 
and disability insurance purposes is not effective until January 1, 1961; see 
discussion of sec. 103 of the bill, above. ) For purposes of section 203(b) of the 
Social Security Act, relating to the "retirement test" under the old-age, survivors, 
and disability insurance program, earnings derived by an individual which are 
covered as net earnings from self-employment pursuant to the amendments made 
by section 107 of the bill will be treated as "wages" for taxable years beginning 
on or befor the date of enactment of the bill, but as "net earnings from self- 
emplovment" for taxable years beginning after the date of enactment. 

SECTION 108. DOMESTIC SERVICE AND CASVAL LABOR 

Reduction in qualifying amount of zoages. 
Section 108(a) of the bill amends paragraph (2) (relating to domestic service 

in a private home) and paragraph (3) (relating to service not in the course of 
the employer's trade or business) of section 209(g) of the Social Security Act. 
These paragraphs now provide for the exclusion from wages, for purposes of old- 
age, survivors, and disability insurance, of cash remuneration paid by an em- 
plover to an employee iu a calendar quarter for domestic service in a private 
home of the employer, or for service not in the course of the employer's trade 
or business, unless such remuneration paid in such quarter is $50 or more. The 
amendments made by section 108(a) would reduce from the present $50 to $25 
the amount of cash remuneration which is required to be paid by an employer 
to an employee in a calendar quarter for service in these types of employment 
in order to have such remuneration constitute "wages. " 
Exclusion of service performed, by irzdividual under 16. 

Section 108(b) of the bill amends section 210(a) of the Social Security Act 
by adding a new paragraph (10) to provide for the exclusion from. employment 
for purposes of old-age, survivors, and disability insurance of service not in the 
course of the employer's trade or business, or domestic service in a private home 
of the employer, performed by an individual under the age of 16. Uuder present 
law such service is not excluded from employmeut and the definition of wages 
determines whether remuneration for the employment is covered by old-age, 
survivors, and disability insurance. 
Conforming amendrnezzts in Interal Revenue Code of 195'. 

Section 108(c) (relating to the definition of wages) and section 108(d) 
(relatiug to the definition of employment) of the bill make conforming amend- 
ments in the Internal Revenue Code of 1954. 
Effective dates. 

Section 108(e) of the bill provides that the amendments made by subsections 
(a) and (c), relating to the definitio of wages, are effective with respect to 
remuneration paid after 1960, and that the amendmeuts made by subsections (b) 
and (d), relating to the defiuition of cmploymeut, are effective with respect to 
service perforzned after 1960. 

TITLE V — EMPLOYMENT SECURITY 

part 1 of title V of the bill provides that title V may be cited as the "Employ- 
ment Security Act of 1960. " The remaiuder of title V is divided into three parts 
as follows: 

Part 2 (secs. 521 to 524, iuclusive) revises the provisions relating to the 
financing of the administration of the employment security program, advances out 
of the Federal unemployment account to States whose reserves are iuadequate 
to pay unemployment compensation, and the repayment of such advances. Part 
2 also increases the Federal unemplovment tax from 3 percent of wages to 3. 1 
percent of wages. 

Part 3 (secs. 531 to 535, inclusive) provides for extension of coverage under 
the uuemployment compensation program. 

Part 4 (secs. 541 to 543, inclusive) provides for exteusion of the Federal-State 
unemployment compensation program to Puerto Rico. 
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Part 2. — Employment Security Administrative Financing Amendments 

SECTION 523. FEDERAL UNEtuPLOYMENT TAX Acr 

(a) Increase in tax rate. — Section 3801 of the Internal Revenue Code of 1954 
(relating to rate of tax under the Federal Unemployment Tax Act) is amended 
by subsection (a) to increase the excise tax imposed on each employer (as de- 
fined in sec. 3806(a) of such code). The rate is increased from 8 percent of total 
wages (as defined in sec. 8806(b) of such code) to 8. 1 percent, effective with 
respect to wages paid after 1960, 

(b) Computation of credits aga!nst tax. — Subsection (b) of section 523 of 
the bill amends section 3302 of the Internal Revenue Code of 1954, by striking out 
subsection (c) and inserting in lieu thereof new subsections (c) and (d). 

Section 3802(a) permits credit against the Federal tax for contributions wii. h 
respect to the taxable vear paid into a State unemployment fund on or before the 
due date of the Federal return for such year. Credit is also permitted under 
existing lan for contributions paid after the due date of the Federal return but 
this credit is not to exceed 90 percent of the amount which would have been 
allowable as credit on account of such contributions had they been paid on or 
before the due date of the Federal return. An additional credit is allowable 
under section 8802(b) with respect to the amount of contributions which a tax- 
payer is relieved from paying to an unemployment fund under the experience 
rating provisions of a State law which has been certified for the taxable year as 
provided in section 8808 of the code. Section 3302(c) (1) provides that the total 
credits allowed to a taxpayer shall not exceed 90 percent of the tax against 
which such credits are allowable. 

The amendment to section 8802 makes no change in the credits allowable under 
subsections (a), (b), (c) (1) of section 8802 of existing law. As provided in 
subsection (d) (1), the credits will continue to be calculated as a percentage of 
a 8 percent tax rate, even though the total Federal unemployment tax has been 
increased to 8. 1 percent. Subsection (c) (2) of existing law, which provides for 
a reduction in the amount of total credits allowable under certain circumstances, 
appears as a new subsection (c) (2) with no substantive change (other than 
changing the December 1 date to November 10, and placing such date in new 
subsection (d) (8) ), but is limited in application to an advance or advances 
made before the date of enactment of your committee's bill. If an advance or 
advances made under title XII of the Social Security Act before the date of the 
enactment of this bill remain unreturned on January 1 of each of 4 consecutive 
taxable years, the total credits allowable to a taxpayer subject to the unemploy- 
ment compensation law of such State are reduced (by 5 percent of 3 percent or 
0. 15 percent with respect to wages paid by such taxpayer during such taxable 
year which are attributable to such State) for the taxable year beginning with 
the fourth such January 1, unless prior to November 10 of that taxable year the 
aggregate amount of all such advances theretofore made to the account of such 
State has been fully returned. The total credits otherwise allowable will be 
further reduced (by an additional 5 percent of 8 percent for each such succeeding 
taxable year with respect to wages paid by such taxpayer during each such tax- 
able year which are attributable to such State) in the case of any succeeding 
taxable year beginning with a consecutive, January 1 on which a balance of an 
unreturned advance or advances exists, unless prior to November 10 of that tax- 
able year the aggregate amount of all such advances theretofore made to the 
account of the State prior to such date is fully returned. 

Section 8802 is further amended by providing a net subsection (c) (8). New 
subsection (c) (8) (A) provides that if an advance or advances made under title 
XII of the Social Security Act on or after the date of the enactment of this bill 
remain unreturned on January 1 of each of 2 consecutive taxable years, the total 
credits (after applying subsecs. (a), (b), and (c) (1) and (2) of sec. 8802) 
allowable to a taxpayer subject to the unemployment compensation law of such 
State are reduced (by 10 perceut of 8 percent or 0. 3 percent with respect to wages 
paid bv such taxpayer during such taxable year which are attributable to such 
State) for the taxable year beginning with the second such January 1, unless 
prior to November 10 of that taxable year the aggregate amount of all such 
advances theretofore made to the account of such State has been fully returned, 
Thus, if there is a balance outstanding as of the be inning of November 10, the 
reduced credit provisions will apply to the State even though there may have 
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been no balance outstanding for some period between January 1 and November 
10 of the taxable year. The total credits will be further reduced (by an addi- 
tional 10 percent of 8 percent for each such succeeding taxable year with respect to 
wages paid by such taxpayer during such taxable year which are attributable to 
such State) in the case of any succeeding taxable year beginning with a con 
secutive January 1 on which a balance of unreturned advances exists unless prior 
to November 10 of that taxable year the aggregate amount of all such advances 
theretofore made to the account of the State prior to such date is fully returned 

New subsection (c) (8) (B) provides that the total credits otherwise allowable 
to the taxpayer for the taxable year will be further reduced (in addition to the 
reduction provided in subsec. (c) (3) (A) ) in the case of a taxable year beginning 
with the third or fourth consecutive January 1 as of the beginning of which 
there is such a balance of advances, unless prior to November 10 of the taxable 
year the aggregate amount of all such advances theretofore made to the account 
of such Sta'te has been fully returned, or unless the average employer contribution 
rate for such State for the calendar vear preceding such taxable year is at 
least 2. 7 percent. The additional reduction, if any, for each such taxable year 
shall be an amount determined by multiplving wages paid by such taxpayer during 
such taxable vear which are attributable to such State by the percentage by 
which 2. 7 percent exceeds the average emplover contribution rate for such State 
for the calendar year immediately preceding such taxable year. The average 
employer contribution rate is defined in new subsection (d) (4) as the percentage 
obtained by dividing 'the total of the contributions paid into the State unemploy- 
ment fund with respect to such calendar year, by the total of the remuneration 
subject to contributions under the State unemployment compensation law 
(State taxable wages) with respect to such calendar year. New subsection 
(c) (8) (C') provides that the total credits otherwise allowable to the taxpayer 
for the taxable year will be further reduced (in addition to the reduction 
provided in subsec. (c) (8) (A) ) in the case of a taxable vear beginning with 
the fifth or any succeeding consecutive January 1 as of the beginning of which 
there is such a balance of advances, unless prior to November 10 of the taxable 
year the aggregate amount of all such advances theretofore made to the 
account of such State has been fully returned, or unless the average employer 
contribution rate for such State for the calendar year preceding such taxable 
year was equal to the 5-year benefit-cost rate applicable to such Sta'te or 2. 7 
percent, whichever is higher. The additional reduction, if any, for each such 
taxable year shall be an amount determined by multiplying the wages paid by 
such taxpayer during such taxable year which are attributable to such State 
by the percentage by which the 5-year benefit-cost rate applicable to such State 
for such taxable vear, or (if higher) 2. 7 percent, exceeds the average employer 
contribution rate for such State for the calendar vear preceding such taxable 
year. The 5-year benefit-cost rate is defined in new subsection (d) (5) as the 
percen'tage obtained by dividing one-fifth of the total of the compensation paid 
under the State unemployment compensation law during the 5-year period 
ending at the close of the second calendar year preceding such taxable vear by 
the total of the remuneration subject to contributions under the State unem- 
ployment compensation law (State taxable wages) with respect to the first 
calendar vear preceding such taxable year. If the average employer contribu- 
tion rate for purposes of reductions described in section 3302(c) (8) (C), is 27 
percent or higher, such rate shall be recomputed and determined by dividing the 
sum of employer contributions paid into the unemployment fund of such State 
and employee payments into the fund which are to be used solely in payment of 
unemployment compensation by the total of the remuneration subject to contribu- 
tions under the State unemployment compensation law (State taxable wages) 
with respect to such calendar vear. 

The amendments of section 3302(c) contemplate that the reduced credit 
provisions are to apply separately for old advances and for new advances. Thus, 
if 'the additional tax collected by reason of section 8802(c) (2) exceeds the bal- 
ance of advances described in that paragraph, the excess goes to the State account 
and not to reduce the balance of advances described in section 3302(c) (3). The 
same principle would apply to excess collections under section 3302(c) (8) where a 
balance of advances described in section 3302(c) (2) continued to exist. 

A new subsection (d) is added to section 3302, providiug definitions and 
special rules relating to subsection (c). Paragraph (1) of subsection (d) 
provides that in applying the reduced credits prescribed in subsection (c) the 
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tax imposed by section 8801 shall be computed at the rate of 8 percent in lieu 
of 8. 1 percent. Paragraph (2) provides, as does the present law, that the wages 
attributable to a particular State are those subject to the unemployment com- 
pensation law of the State, or if not covered by any State law, as determined 
under rules and regulations prescribed by the Secretary of the Treasury or 
his delegate. Paragraph (8) provides that reductions in credits under para- 
graph (2) or (8) of section 8802(c) with respect to any State shall not apply 
for a taxable year if as of the beginning of November 10 of such year there is 
no balance of advances referred to in such paragraph (2) or (8) of subsection 
(c), Paragraph (4) defines average employer contribution rate. Paragraph 
(5) defines the 5-year benefit-cost rate. Paragraph (6) provides that if any 
percentage referred to in either subparagraph (B) or (C) of subsection (c) (8) 
is not a multiple of 0. 1 percent, it shall be rounded to the nearest multiple of 
p. l percent. Thus, if a percentage is 2. 57 percent, it shall be rounded to 2. 6 
percent; if it is 2. 58 percent, it shall be rounded to 2. 5 percent; or if it is 
2, 96 percent„ it shall be rounded to 8. 0 percent. In the case of subparagraph 
(G) of section 8802(c) (8), the two rates referred to shall not be rounded until 
the difference is determined. For example, if the 5-year benefit-cost rate is 
8. 26 and the average employer contribution rate is 8. 14, the difference is 0. 12 
snd the reduction in credit would be 0. 1 percent of wages. If these two rates 
were rounded separately, 8. 26 would be increased to 8. 8 percent and 8. 14 would 
be decreased to 8. 1 percent, and the difference would be 0. 2 percent. Paragraph 
(7) provides that the percentages referred to in subsection (c) (8) (B) or (C) 
shall be determined by the Secretary of Labor and certified to the Secretary 
of the Treasury before June 1 of a taxable year on the basis of a report fur- 
nished to the Secretarv of Labor bv the State before May 1 of such year. Any 
State report shall be as of the close of March 81 of the taxable year. Paragraph 
(8) is a cross reference to section 104 of the Temporary Unemployment Com- 
pensation A. ct of 1958 which relates to the reduction of total credits allowable 
under susbection (c). Subsection (c) of section 528 of the bill provides that 
the amendments made by subsection (a) shall apply only with respect to the 
calendar year 1961 and calendar years thereafter. 

The application of section 8802(c) as amended by section 528 of your com- 
inittee's bill may be illustrated by the following example: 

Ezarrtpte. — Assume that State Z received an advance of $80 million on July 10, 
1957, and that after the enactment of the bill State Z receives advances in July, 
August, September, October, and November of 1960 totaling $170 million, and 
additional advances in May, June, July, August, September, and October of 
1964 totaling $260 million. The 1960 loan balance is repaid on March 5, 1964. 
The following tables will show the application of the reduction of credit provi- 
sions of section 8802(c) . 

TABLE A. — Redttottoft of credits 

Percentage 
of credit 

reduction 
under 

3302(c)(2) 

Federal taxable 
year 

Percentage 
of credit 

reduction 
under 3302 
(c) (3) (A) 

Percentage 
reduction 

attributable 
to effect of 

3302 (c) (3) (B) 

Percentage 
reduction 

attributable 
to effect of 

3302(c) (3) (C) 

Date of addi- 
tional tax 

paid by 
reason of 
reductioa 
provisions 

Redaction 
attributable 
to effect of 

3302(c) based 
on wages 
paid in 

1961! 
1962! 
1963 r 
1964 ! ! 
1935 
1966 

. 15 
. 3 . 3 . 6 

. 9 
1. 2 
1. 5 

c . 4 (2. 7-22) 
s 8 (2 7-2 41) 

r . 2 (2. 88-2. 7) 
' . 1 (2. 82-2. 71) 

Jan, 31, 1962 
Jan. 31, 1963 
Jan. 31, 1964 
Jan. 31, 1965 
Jan. 31, 1966 
Jan 31, 1967 

1961 
1962 
1963 
1964 
1965 
1966 

' 4th consecutive Jan. 1 has passed and the 1957 advance hss not been repaid by Nov. 10. 
'2d consecutive Jan. 1 has passed and the new advances have not been repaid by Nov. 10. Also, the 5th 

consecutive Jau. I hss passed for the 1957 advance without repayment. 
'3d consecutive Jan. 1 has passed snd the new advances have not been repaid by Nov. 10. Tbe cred!t 

reductions under sec. 3302(c) (2) have discharged the 1957 advance, 
' 4th consecutive Jan. 1 has passed and the new advances have not been repaid by Nov. 10. 
' (Note: There is still s balance of advances made after the enactment of the Employment Security Act 

of 1960, smce all such new advances are aggregated and only s portion of the aggregate has been repaid. ) 
' See tables B and D. 
' See tables B, C, and D. 

585726' — 61 — 51 
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TABLE B. — State 2's financia eaperience 
[Amounts in millions of dollars] 

Year 
Benefits paid 

by State 
Employer 

contributions 
State taxable 

wages 

Employer 
contribution 
ss percent 

of State tax. 
able wages 

Federal tax- 
able wages 

1959 
1960 
1 
1962 
1 

1965 
1966 

$260 
180 
160 
195 
385 
263 
185 
190 

$186 
144 
157 
198 
195 
221 
228 
255 

$7, 950 
8, 150 
8, 500 
8, 600 
8, 100 
8, 200 
8, 400 
8, 500 

2. 34 
1. 77 
1. 85 
2. 30 
2. 41 
2. 70 
2. 71 
2. 65 

$7, 150 
7, 350 
7, 650 
7, 750 
7, 300 
7, 380 
7, 550 
7, 650 

TABLE C. — Determination of 5-year benefit-coat rate 
[Amounts in millions of dollars] 

Taxable year 5-year period 
Total benefit Average an- 

payments nusl benefit 
payments 

State taxable 
wages 

Benefit- 
cost rate 
(percent) 

1965 
1966 

1959 to 1963 
1960 to 1964 

$1, 180 
1, 183 

$236 
237 

r $8, 200 
& 8, 400 

288 
2. 82 

~ For 1964. 
r For 1965. 

TABLE D. — Automatic repayment of advances through reduced tax credits under 
sec. 8808(c) (8) and, (8) (A) 

[Amounts in millions of dollars] 

Federal taxable 
year 

Amount of 
federally 
taxable 
wages 

To be paid 
by Jsn, 31 

of— 

Percent of 
credit reduc- 
tion under 
3302(c)(2) 

Additional Percent of 
taxes under credit reduc- 
3302(c) (2) tion under 

3302(c)(3)(A) 

Additional 
taxes under 

3302(c) (3) (A) 

1961 
1962 
1963 
1964 
1965 
1966 

$7, 650 
7, 750 
7, 300 
7, 380 
7, 550 
7, 650 

1962 
1963 
1964 
1965 
1966 
1967 

0. 15 
. 3 

$11. 475 
23. 25 0. 3 

, 6 
, 9 

1. 2 
1. 5 

$23. 25 
43. 8 
66. 42 
90. 6 

114. 75 

TAfrLS E. — Additional taxes resulting front provisions pertaining to State tax 
yields (sec. 8808(c) (8) (B) and (()) ) 

Federal taxable year 
Actually 
paid by 
Jan, 31— 

Based on 
State tax 
rate in— 

Amount of tsx equal to (in millions of dollars)— 

1963 

1964 

1965 

1966--. -. 

1964 

1965 

1966 

1967 

1962 

1964 

1965 

1963 Federal wages (from table B)X(2. 7 — 1962 actual 
average State employer contribution rate) 3 $7, 300X 
(2. 7 — 2. 30) =$7, 300X0. 4=$29. 2. 

1964 Federal wages (from table B)X(2. 7-1963 actual 
average State employer contribution rate). $7, 380X 
(2. 7 — 2. 41) =$7, 380X0. 3=$22. 14. 

1965 Federal wages (from table B)X(higher of 2. 7 or 
1959-63 cost rate minus 1964 actual average State 
employer contribution rate). $7, 550X(2. 88 — 2. 7) = 
$7, 550X0. 2=$15. 1. 

1966 Federal wages (from table B)X(higher of 2. 7 or 
1960-64 cost rate minus 1965 actual average State 
employer contribution rate). $7, 650X(2. 82-2. 71) = 
$7, 650X0. 1=$7. 65. 

~ No employee contributions in State Z. 
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TARLE F. — 8ummary of repayment of advances 

(Amounts in millions of dollars] 

Date on which paid 
Additional 
taxes under 
3302(c)(2) 

Additional 
taxes under 

3302(c) (3) (A) 

Reduced 
credit when 

tsx yield 
is inade- 

quate 

1957 out- 
standing 
loan bal- 

ance 

1960 loan 
balance 

1964 loan To State 
balance trust fund 

Jsn. 31, 1962 
Jan. 31, 1963 
Jsn. 31, 1964 . 
Jan. 31, 1965 
Jan. 31, 1966 
Jsn. 31, 1967 . 

$1L 475 
23. 25 $23. 25 

43. 8 

GG. 42 
90. 6 

114. 75 

$29. 2 

22. 14 
15. 1 
7. 65 

$18. 525 
&0 

$170. 0 
146. 75 
r 73. 75 

0 
0 

$260. 0 
260. 0 
171. 44 
65. 74 

$4. 725 

56. 66 

& On Nov. 10, 1963, the balance of the advance of $30, 000, 000 made in July 1957 is zero. 
r Qn Mar. 5, 1964, the balance of the 1960 advances totaling $170, 000, 000 is repaid by s payment of $73, - 

750, 000. Additional 1964 advances totaling $260, 000, 000 sre made between May 1 and Oct. 31, 1964. 

(c) Effective date. — Subsection (c) of section 528 of the bill provides that 
the amendments made by subsection (a) shall apply only with respect to the 
calendar year 1961 and calendar years thereafter. 

SECTION 524. CONFORMING AMENDMENTS 

(b) Section 10JJ of Temporary Unemployment Compensation Act of 1958. — 
Subsection (b) of section 524 of the bill strikes out subsection (b) of section 104 
of the Temporary Unemployment Compensation Act of 1958, which relates to 
the transfer to a State unemployment account of amounts of additional tax re- 
ceived in excess of amounts restorable by the State under such act. Under the 
amendment made by section 521 of the bill, these transfers are to be provided 
for by section 901(d) (2) of the Social Security Act. Subsection (b) also 
amends section 104(a) of the Temporary Unemployment Compensation Act of 
1958 by striking out the words "by December 1" and substituting therefor "be- 
fore November 10" to conform to a similar change made in section 8802(d) (8) 
of the Federal Unemployment Tax Act by section 028 (b) of the bill. 

Part 8. — Extension of Coverage Under Unemployment Compensation Program 

SECTION 53L FEDERAL INSTRUMENTALITIES 

Section 581 of the bill amends sections 8805(b), 8805(g), and 8806(c) (6) of 
the Internal Revenue Code of 1954 to authorize, with appropriate safeguards, 
the legislature of any State to tax as private employers those Federal instru- 
mentalities which are neither wholly nor partially owned by the United States 
unless they are exempt from taxation by a law granting a specific exemption by 
reference to section 8801 of such code (or the corresponding section of prior 
law) from the unemployment tax imposed by such section. A further safeguard 
would be added for the protection of the employees of the taxable instrumen- 
talities. This would permit State taxation only if these employees are treated 
by the State law in the same way as are emplovees of other employers. Para- 
graph (6) of section 8806(c) of the code is amended to exclude from employ- 
ment any service performed in the employ of an instrumentality which is par- 
tially owned by the United States or which is exempt from the tax imposed by 
section 8801 by virtue of any provision of law which speciilcally refers to such 
section (or the corresponding section of prior law) in granting such exemption. 
Service performed in the employ of wholly owned Federal instrumentalities is 
already excluded. 

The effect of these amendments is to extend the protection of the unemploy- 
ment insurance program to employees of certain Federal instrumentalities 
which are neither wholly nor partially owned by the United States. At the 
present time, employees of a non-wholly-owned instrumentality are not covered 
by the program for Federal employees and are not protected by the system 
applicable to employees of private employers if the instrumentality is exempt 
from taxation by other provisions of law. In this connection, section 8808, 
SHORT TITLE, has been renumbered "8809" and a new section 8808 inserted to 
make it clear that the unemployment tax is to apply to nonoxvned instrumentali- 
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ties unless they are exempted by a law, whether enacted before or after en- 
actment of this bill, which grants a specific exemption by reference to secfion 
3801 (or the corresponding section of prior law) from the tax imposed by such 
section. 

Sections 1501(a) and 1507(a) of the Social Security Act are amended by 
striking out the word "wholly" in the first sentence of each section and insert- 
ing in lieu thereof the words "wholly or partially". This brings employees of 
partially owned Federal instrumentalities under the unemployment insurance 
program for Federal emplovees provided in title XV of the Social Security Act, 
which already covers emplovees of wholly owned instrumentalities. 

SECTION 532. AMERICAN AIRCRAFT 

Section 532 of the bill amends both clause (B) of the introductory provision 
of section 8806(c) of the Internal Revenue Code of 1954 and paragraph (4) of 
such section to provide the same unemployment insurance protection for em- 
ployees employed on or in connection with American aircraft engaged in over- 
sea operations as is provided for employees employed on or in connection with 
American vessels engaged in oversea operations. Also, section 8806(m), which 
defines the term "Ameidcan vessel" is amended to include a definition of 
"American aircraft" i. e. , "aircraft registered under the laws of the United 
States. " 

SECTION 533. FEEDER ORGANIZATION, ETC. 

Section 538 of the bill amends paragraph (8) of section 8306(c) of the In- 
ternal Revenue Code of 1954 to limit the exception from employment provided 
by that paragraph to service performed in the employ of a religious, charitable, 
educational, or other organization described in section 501(c) (3) of the code 
which is exempt from income tax under section 501(a). This extends unem- 
ployment insurance protection to the employees of feeder organizations which 
are subject to income tax by reason of section 502 of the code. Section 502 
provides that an organization operated for the primary purpose of carrying 
on a trade or business for profit shall not be exempt from income tax under 
section 501 on the grounds that all of its profits are payable to one or more 
organizations exempt from income tax under section 501. 

The amendment to paragraph (8) of section 8806(c) of the code would also 
extend coverage to the organizations described in section 501(c) (3) with re- 
spect to year for which they are denied income tax exemption under the pro- 
visions of section 508 or 504 of the code. 

SECTION 534. FRATERNAL BENEI'ICIARY SOCIETIES, AGRICULTURAL ORGANI- 
ZATIONS, VOLUNTARY EIIPLOYEES' BENEFICIARY ASSOCIATIONS, ETC. 

Section 8806(c) of the Internal Revenue Code of 1954 defines the term "em- 
ployment" for purposes of the Federal Unemployment Tax Act. Paragraph 
(10) of this section excludes froin the term "employment" the service described 
therein. 

The effect of section 534 of the bill is, in general, to extend the term "employ- 
ment" (unless the service is excluded by some other paragraph of sec. 8806(c) ) 
to include— 

(1) Service performed in the employ of organizations which are exempt 
from income tax where— 

(A) such service is in connection with the collection of dues or 
premiums for a fraternal beneficiary society, order, or association, and 
is performed away from the home office, or is ritualistic service in con- 
nection with any such society, order, or association; or 

(B) such service is performed by a student who is enrolled and is 
regularly attending classes at a school, college, or university, unless the 
service is performed for such school, college, or university, 

(2) Service performed in the employ of agricultural or horticultural 
organizations which are exempt from income tax. 

(8) Service performed in the employ of voluntary employees' beneficiary 
associations (described in subpars. (C) and (D) of existing par. (10) ) 
providing for the payment of life, sick, accident, or other benefits to the 
members of such association or their dependents or their designated 
beneficiaries. 

Under the amendment made by section 584 of the bill, the following service 
will continue to be excluded from the term "employment" by reason of section 
8806(c)(10): 
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(1) Service performed in anv calendar quarter in the employ of any 
organization exempt from income tax (other than a trust created or or- 
ganized under a qualified pension, profit-sharing, or stock-bonus plan), if 
the remuneration for such service is less than $50. 

(2) Service performed in the employ of a school, college, or university, if 
such service is perfomned by a student who is enrolled and is regularly 
attending classes at such school, college, or university. 

SECTION 585. EFI'ECTIVE DATE 

Under section 585 of the bill, the amendments made by part 8 of title V of the 
bill (other than the amendments to title XV of the Social Security Act made by 
subsecs. (e) and (f) of sec. 581 of the bill) are to apply with respect to remunera- 
tion paid after 1961 for services performed after 1961. The amendments made 
by subsections (e) and (f) of section 581 of the bill are to apply with respect to 
any week of unemployment which begins after December 81, 1960. 

part 4. — L~'xtension of Federal-State Unemployment Compensation Program to 
Puerto Rico 

SECTION 548. EXTENSION OF FEDERAL UNEMPLOyMENT TAX ACT 

Subsection (a) of section 543 of the bill amends section 3306 (j ) of the Internal 
Revenue Code of 1954 to include the Commonwealth of Puerto Rico in the terms 
"State" and (when used in the geographical sense) "United States". (Technical 
changes are also made in sec. 8806(j) to take account of the fact that Hawaii is 
now a State instead of a territory. ) The amendment also provides that an 
individual who is a citizen of the Commonwealth of Puerto Rico (but not other- 
wise a citizen of the United States) shall be considered (for purposes of sec, 
8806 of the code) to be a citizen of the United States. The amendment applies 
with respect to remuneration paid after December 31, 1960, for services per- 
formed after such date. 

Section 3304 of the Internal Revenue Code of 1954 and section 303 of the 
Social Security Act contain provisions requiring the Secretary of Labor to 
approve a State unemployment compensation law if he finds that its provisions 
meet the requirements of such sections. 

Section 3304(a) (2) of . the code requires the State law to provide that no 
compensation shall be payable with respect to any day of unemployment occur- 
ring within 2 years after the first day of the first period with respect to which 
contributions are required. Subsection (b) (1) of section 548 of the bill makes 
it clear that this requirement is satisfied in the case of Puerto Rico if the law 
provides that no compensation is payable with respect to any day of unemploy- 
ment occurring before January 1, 1959, since the first day of the first period 
with respect to which contributions were required was January 1, 1957. 

Section 3304(a) (3) of the code and section 808(a) (4) of the Social Security 
Act require the State law to provide that all money received in the State 
unemployment fund shall (except for certain refunds) immediately upon such 
receipt be paid over to the Secretary of the Treasury to the credit of the Un- 
employment Trust Fund. Subsection (b) (2) of section 543 of the bill provides 
that these requirements are to be considered as met if the unemployment com- 
pensation law of the Commonwealth of Puerto Rico contains the provisions 
required by section 3304(a) (3) of the code and section 303(a) (4) of the Social 
Security Act and if it requires that, on or before February 1, 1961, there be 
paid over to the Secretary of the Treasury, for credit to the Puerto Rico account 
in the Unemployment Trust Fund, an arriount equal to the excess of— 

(1) the aggregate of the moneys received in the Puerto Rico unemploy- 
ment fund before January 1, 1961; over 

(2) the aggregate of the moneys paid from such fund before January 1, 
1961, as uneiiiployment conipensation or as refunds of contributions 
erroneously paid. 

This modification is necessary in view of the fact that the Puerto Rican 
unemployment compensation laiv has been in operation since the beginning of 
1957. Accordingly, moneys have been paid into the unemplovment compensa- 
tion fund of Puerto Rico since then, and have been paid therefrom since 
January 1, 1959. 
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[H. R. 12580] " 
SOCIAL SECURITY AMENDMENTS OF 1960 

lSenate Report No. 1856, Eighty-sixth Congress, Second Session, Calendar No, 1928l 

[August 19, 1900] 

MR. BYRD of Virginia, from the Committee on Finance, submitted the following 
report together with minority views to accompany H. R. 12580. 

The Committee on Finance, to whom was referred the bill (H. R. 12580) to 
extend and improve coverage under the Federal old-age, survivors, and disability 
insurance system and to remove hardships, and inequities, improve the financing 
of the trust funds, and provide disability benefits to additional individuals 
under such system; to provide grants to States for medical care for aged indi- 
viduals of low income; to amend the public assistance and maternal and child 
welfare provisions of the Social Security Act; to improve the unemployment 
compensation provisions of such act; and for other purposes, having considered 
the same, report favorably thereon with amendments and recommend that the 
bill do pass. 

I. SCOPE OF THE BILL 

In this 25th anniversary year of the Social Security Act, the committee has 
examined proposals relating to almost every title of the Social Security Act. 
As a result of. our consideration, the committee is reporting a bill which makes 
changes and improvements in all of the programs encompassed by this legislation. 

The major issue presented to the committee this year has been the increasing 
cost of adequate medical care for older people. The evidence presented to the 
committee indicated that these costs derive, to a large extent, from the fact 
that impressive improvements have been made in medicines and medical tech- 
nology, which assist in better diagnosis and treatment, and from improved 
hospital and other facilities and their wider availability to the public. The 
knowledge that these costs are unpredictable, and sometimes very heavy, espe- 
cially for our older men and women living on reduced retirement incomes, has 
been a matter of grave concern to this committee. 

As a result, we are recommending a program of Federal assistance in provid- 
ing, through the cooperation of the States, an expanded program of medical care 
for persons aged 05 and over. Under this proposal the Federal share of existing 
old-age assistance plans will be substantially increased to encourage States to 
strengthen their medical programs for these people or to initiate new programs. 
In addition, Federal money will be made available, on a generous matching 
formula, to assist the States in aiding those aged persons, many of them other- 
wise self-sufficient, who need help only in meeting the costs of medical care of 
a very expensive nature. 

III. SUMMARY OF OTHER PROVISIONS OF THE BILL 
A. THE OLD-AGE, 8URVIVORS, AND DISABILITY INSURANCE (OASDI) 

PROVISIONS 

6. Increased coverage. 
Another opportunity would be provided for an estimated 00, 000 ministers to be 

covered under the program, in the same manner as is provided in the House bill 
In addition, if the States take advantage of the opportunity offered them, nearly 
2' million employees of State and local governments could obtain coverage 
for certain past years on a retroactive basis. The provision of the House bill 
covering American citizens employed in the United States by foreign govern- 
ments was also approved, as was the House provision making possible the 
coverage of certain policemen and firemen under retirement systems in Virginia. 
Other approved provisions would facilitate coverage for some of the noncovered 
people employed in positions covered by State or local retirement systems, and for 
the 100, 000 noncovered employees of certain nonprofit organizations. 

The provision in the House bill extending coverage to physicians has been 
deleted because of lack of definitive information on whether a majority of doc- 

" Public Laav 86 — 778, page 693, this Bulletin. 
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tors wish to come under the program. The coverage of domestic and casual 
workers who earn between $25 and $50 a quarter from one employer, as pro- 
vided in the House bill, was eliminated, together with the coverage of parents 
who work for their sons or daughters. In both of these instances it was not 
clear that the administrative problems which constituted the reasons for these 
exclusions had been completely eliminated. Also eliminated from the House bill 
were the extensions of coverage to American Samoa and Guam, to Americans 
employed in the United States by international organizations, and to certain 
American employees of labor organizations in the Panama Canal Zone. The 
committee believes that further examination and hearings should be undertaken 
before coverages should be extended to these groups of workers. 

D. THL' UNEMPLOYMENT COMPENSATION PROGRAM 

The committee's hill makes two changes atfecting the so-called George-Reed 
loan fund which is used to make advances to States with depleted reserve 
accounts: 

(1) The maximum amount authorized in the loan fund from Federal unem. 
ployment tax revenues is increased from $200 million to $500 million; 

(2) More realistic eligibility requirements for States applying for advances are 
provided and also increases in the rate of repayment of advances. 

The committee deleted the provisions contained in the House bill raising the 
Federal unemployment tax, establishing a new procedure for financing adminis- 
trative expenses, extending coverage to several groups of workers, and including 
Puerto Rico in the unemployment compensation program. 

IV. GENERAL DISCUSSION OF THE OLD-AGE, SURVIVORS, AND DIS- 
ABILITY INSURANCE PROVISIONS 

E. INCREASED COVERAGE 

The committee's bill would make several further extensions of coverage. 
1. Facilitating coverage of additional employees of nonprofit organizations 

and validation, of erroneous returns already filed. 
Present law requires that two-thirds of the employees of a nonprofit organiza- 

tion must consent to coverage before the organization can cover the employees 
who desire coverage and future employees of the organization. The committee's 
bill modifies this requirement so that a nonprofit organization could, if it so de- 
sired, file a certificate electing to provide coverage for all employees hired in 
the future and such current employees, if any, as consent to be covered. An 
organization could provide coverage for new employees even though none of its 
current employees desire coverage. 

The present requirement is unfair to employees who want to be covered but are 
not eligible because some of their fellow employees do not desire old-age, sur- 
vivors, and disability insurance protection. Under the committee's bill, a non- 
profit employer would, in effect, be able to establish as a condition of employment 
a rule that new employees must be covered while oifering its present einployees 
an option. 

There are about 100, 000 employees of nonprofit organizations not now protected 
under old-age, survivors, and disability insurance for whom coverage would be 
facilitated by these changes. In the long run all employees of organizations 
that have elected to cover any of their employees would be covered since all new 
employees are mandatorily covered. 

The bill would retain the requirement of present law that if some of a non- 
profit organization's employees are in jobs covered by a public retirement system 
and some are not, the eniployer must divide his employees into two coverage 
groups for purposes of this provision. The employees who are in positions 
covered by the public retirement systein would be in one coverage group; those 
who are not would be in the other. Under the bill, the employer may extend 
coverage to consenting and future employees in either or both groups, without 
the necessity for concurrence by two-thirds of the current employees. 

The bill should also perniit the validation of erroneous self-employment returns 
filed by certain lay missionaries in the belief that they were covered under present 
law as ministers, if requested bv April 15, 1062. 
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The committee has been informed that a number of nonprofit organizations 
have been erroneously reporting and paying taxes on remuneration paid to their 
employees without first complying with requirements in the law for obtaining 
old-age, survivors, and disability insurance protection for their employees. Por 
example, some organizations have reported their employees without realizing it 
was necessary to file waiver certificates. In some instances, the nonprofit organ- 
ization later filed a certificate in accordance with the law, but by that time one 
or more of the employees whom the organization had previously reported had left 
its employ. There is no way under present law for such employees to have their 
services covered under the organization's certificate. In other instances, non- 
profit organizations began to report their employees after the organizations filed 
certificates without realizing that it was also necessary to obtain the signatures 
of all of the employees whom they wished to cover on lists of concurring em- 
ployees. The bill would, under specified circumstances, permit social security 
credit for remuneration for services performed before July 1, 1960, erroneously 
reported as wages, upon appropriate action by the nonprofit organizations and 
employees involved. 

P. Precision of an additional opportunity for ministers to obtain coeerage. 
Coverage was made available to ministers, under the Social Security Amend- 

ments of 1954, on an individual voluntary basis because of considerations relat- 
ing to the separation of church and state. The 1954 legislation provided that 
ministers and Christian Science practitioners already in practice who desired 
coverage had to file waiver certificates by April 15, 1957. In 1957, when it 
appeared that many clergymen who desired coverage ha&i, through lack of knowl- 
edge or misunderstanding of the provisions, failed to file timely certificates elect- 
ing coverage, legislation was enacted to extend the time for electing coverage to 
April 15, 1959. Under present law, in general, only newly ordained ministers 
(and ministers who have not had net earnings from self-employment of $400 or 
more, some part of which was from the exercise of the ministry, for as many 
as 2 taxable years after 1954) may still file certificates electing coverage. 

Of some 200, 000 full-time ministers who could have elected coverage, about 
140, 000 have come under the program up to this time. There are many ministers 
who want coverage but are no longer eligible. In some cases, such ministers failed 
to file timely waiver certificates because they misunderstood the provision or 
were unaware of the deadline. Other ministers erroneously believe that they 
met the requirements for electing coverage by filing tax returns, while still others 
believe they met the requirements by iiling waiver certificates although actually 
they did not because the certificates were defective in some respects. 

The committee is mindful of the need to maintain reasonable restrictions on 
the time within which a choice must be made under the provision for individual 
voluntary coverage of ministers. However, the committee recommends that 
ministers and Christian Science practitioners who under present law are no longer 
eligible to elect coverage be given additional opportunity to obtain this protec- 
tion. To this end, persons who have already entered the ministrV would be 
given until April l, i, 1962, to file waiver certificates. Certificates filed under this 
amendment (like those filed under present law by a newly ordained minister) 
would be effective with the year preceding the latest year for which the tax re- 
furu due date has not passed. 

In addition, the bill would permit the validation of coverage of certain clergv- 
inen who filed tax returns reporting self-employment earnings from the ministrV 
for certain years after 1954 and before 1960 even though, through error, they 
had not filed waiver certificates effective for those years. These ministers or 
their representatives would be given the opportunity until April 15, 1962, to file 
waiver certificates or supplemental certificates effective with the first taxable 
year for which they had filed such a tax return and for all succeeding years. In 
order for the benefits of this amendment to be secured, any taxes clue by reason 
of the validation of the coverage would have to be paid by April 15, 1962. 

Also a provision is added to the House bill which would give a further oppor- 
tunity to certain ministers who previously filed certificates effective with their 
first taxable year ending after 1956 — as required under the law in effect at the 
time when their certificates were filed — to amend their certificates to make theni 
effective for the preceding taxable year. Under present law, such ministers 
generally had until April 15, 1959, to aniend their certificates for this purpose and 
under the bill they would have until April 15, 1962. to do so. 
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g. Coverage of american citizens employed in the Unitea States by foreign 
governments. 

Under present law, service performed in the employ of a foreign government 
or an instrumentality wholly owned by a foreign government, is generally ex- 
cluded from old-age, survivors, and disability insurance coverage. The commit- 
tee believes that such service, if performed by a citizen of the United States 
within the United States, should be covered. Coverage of their employment 
would enable these citizens to build the same basic protection under old-age, 
survivors, and disability insurance that other Americans possess and would 
prevent gaps in protection for those citizens who work for a limited period of 
time for a foreign government. 

This employment has heretofore not been covered because the United States 
cannot levy the employer tax of the program upon foreign governments. The 
committee believes that the most feasible way to provide coverage for United 
States citizens working for these foreign employers would be to treat them as 
self-employed individuals. Although the committee believes it is generally un- 
desirable to cover as self-employment the services of persons who are actually 
employees, such coverage offers a practical solution to the unique problem of 
covering American citizens emploved by foreign governnrents. Under the bill, 
compulsory coverage mould be provided for these employees on the same basis 
as that provided for self-employed persons. 

VIII. THE UNEMPLOYMENT COMPENSATION PROGRAM 

A. . Purpose and Summary 

The House bill contained a number of amendments aftecting the Federal-State 
program of employment security. These included: (1) a raise in the Federal un- 
employment tax rate from 8. 0 percent to 3. 1 percent; (2) provisions governing 
financing of the administrative expenses of the Federal-State emplovment 
security program; (8) improvements in the operation of the Federal unemploy- 
ment account (George-Reed loan fund) by tightening the conditions pertaining to 
eligibility for and repayment of advances to States with depleted reserve ac- 
counts; (4) extension of coverage of the unemployment compensation program 
to several groups of workers; and (5) treating Puerto Rico as a State for the 
purposes of the unemployment compensation program. 

The committee's bill adopts only one of these changes — the one relating to 
eligibility for and repayment of advances. In addition, the committee's bill 
provides for a larger "George-Reed" loan fund by increasing the amount au- 
thorized to be built up in the Federal unemployment account from $$N million 
to $500 million. 

The committee does not believe that the unemployment tax needs to be in- 
creased at the present time. It is anticipated that a continually rising level of 
covered employment will provide sufficient revenue to pay for administrative 
expenses and to build up the loan fund to the amount authorized by the commit- 
tee's bill. Moreover, if a rise in the level of covered payroll sufficient to accorn- 
plish these purposes fails to materialize, the Congress will reconvene in a few 
months and will have an opportunity to conduct a more thorough examination 
concerning the adequacy of unemployment tax revenues and take any steps 
thou ht necessary at that time. 

The committee did not approve of the remaining provisions of the House bill 
because during the limiterl time afforded the committee to consider the bill as 
a whole we did not feel we had sufficient time, nor was any testimony received, 
concerning the amendments relating to administrative financing, extending cover- 
age to new groups of workers, and incorporating Puerto Rico into the unemploy- 
ment compensation system. These changes raise many complicated problems 
which should be studied more thoroughly than the committee was able to in 
considering the present bill. 

B. General Explanation 

I, Increase in the loan fnnd. 
Under present law, any excess of Federal unemployme~t tax receipts over 

administrative expenses is allocated to the Federal unemployment account to 
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bring it up to $200 million in cash, but repayments of advances by the States 
can increase the account to an amount over $200 million. After the Federal 
unemployment account is built up to its statutory limit any remaining excess 
Federal unemployment tax receipts are distributed to the State accounts in pro- 
portion to their respective covered payrolls. 

The committee's bill would raise the statutory limit of the Federal unemploy- 
ment account from $200 to $500 million. The bill also provides that if at the 
time a distribution of excess Federal unemployment taxes is made to the State 
accounts a State has outstanding advances under title XII, that State's share 
of the excess funds will first be used to reduce these outstanding advances. 

8. Eligibility for and repayment of adoances. 
The bill amends title XII of the Social Security Act, the title that provides 

for advances to State unemployment funds. Under present law a State may 
apply for an advance if its reserve at the end of a calendar quarter is less than 
the total compensation paid out during the preceding four quarters. The com- 
mittee found that this was not a sufhcient test of a State's need for additional 
funds. Two States were eligible for and received advances under the present 
law which they have never used. 

The bill, therefore, permits a State's eligibility for advances to be deter- 
mined at any time. Advances will be made in amounts which the Secretary of 
Labor estimates will be required to pay compensation during the current or 
following month, after taking into account available reserves and income to 
be received during the month in the State unemployment fund. In making such 
estimates, the Secretary may include an additional amount to cover unexpected 
contingencies such as decreases in tax receipts due to delinquencies, increases 
in benefit payments due to unusual weather conditions or an unannounced lay- 
off by a large firm, or other factors. The aggregate amount that the Secretary 
of Labor may certify in any month may not exceed the amount in the Federal 
unemploynient account. 

Advances made to a State before enactment of your committee's bill will, in 
general, be repaid under the present provisions of law. Also, any State that 
has not received the full amount certified by the Secretary of Labor to the 
Secretary of the Treasury before enactnient of the committee's bill mav, 
through its Governor, request the Secretary of the Treasury to transfer to the 
State's account all or part of the remainder of such amount. Upon receipt of 
such a request the Secretary of the Treasury shall transfer the amount re- 
quested or so much of such amount as is available at the time of the transfer, 
No such amount will be transferred, however, after the 1-year period begin- 
ning on the date of the enactment of your committee's bill, The present pro- 
visions for repayment will apply to any amount so transferred to a State. 

Advances made to a State after the enactment of your committee's bill, if not 
repaid by the State within the specified period of time, will be repaid under 
newly added provisions to the section providing for repayment of an advance 
through reduction in employers' credits against the Federal unemployment tax. 
Reductions in credit to repay an advance after the enactment of your com- 
mittee's bill will be made with respect to the taxable year beginning with the 
second January 1 after the advance is made (rather than as now the fourth 
January 1). The reduction in credit will also be at a rate double that now 
provided. Thus, for the taxable year beginning with the second January after 
an advance is made, the credit will be reduced by 10 percent. For the follow- 
ing taxable year the credit will be reduced by 20 percent, and so on. The com- 
mittee believes that these changes are desirable. Economic indexes since 
World War II show that recessions have not lasted more than about 1'A years. 
Thus, earlier repayment is economically feasible. Such indexes also show that 
recessions have recurred at approximately 4-year intervals. Thus, under the 
present laiv, the repayment of advances through reduction in tax credits might 
commence during the recession following that in which an advance is made. 
The increased rate of repayment proposed will result generally in the re- 
payment of an advance before another recession occurs. It will also replenish 
the Federal unemployment account so that subsequent requests for advances 
can be financed without the necessity of securing advances from general funds 
for this purpose. 

In the ease of the third and fourth consecutive taxable year for which there 
has been an outstanding balance of advances as of January 1, if the State has 
(for the calendar year preceding such taxable year) collected as contributions 
from eniployers on remuneration subject to the State law less than an amount 
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equal to 2. 7 percent of the total remuneration subject to contributions under 
the State law (as determined by the State by April 80 of the taxable year, 
using a March 81 cutoff date), the tax credit against the Federal tax due on 
wages paid in such taxable year will be further reduced by the amount (rounded 
to the nearest 0. 1 percent) by which the average employer contribution rate is 
less than 2. 7 percent. 

In the case of the fifth and succeeding consecutive taxable years for which 
there has been an outstanding balance of advances as of January 1, if the State 
has collected (for the calendar year immediately preceding the taxable year) in 
employer taxes less than an amount equal to one-fifth of the aggregate benefits 
paid in the first 5 of the last 6 years preceding the taxable year (as determined 
by the State by the following April 80, using a March 81 cutoff date) or an 
amount equal to 2. 7 percent of the State taxable remuneration (for the calen- 
dar year immediately preceding the taxable year), whichever is higher, then 
the tax credit against the Federal tax will be further reduced. The reduction 
will be a rate, rounded to the nearest 0. 1 percent, which, when applied to the 
State's taxable wages for such immediately preceding calendar year, would have 
produced the revenue necessary to make up the difference between the contribu- 
tions actually paid and the average benefit cost rate (or 2. 7 percent if higher). 
In determining the amount collected by the State, employee contributions may 
be included, if employer contributions average 2. 7 percent or more. 

The committee believes that these provisions will encourage a State that has 
an outstanding balance of advances to so increase its contribution rates that 
these further tax credit reductions will not become applicable. Such increased 
rates should strengthen the State's benefit financing so that its need for further 
advances would be minimized. 

IX. SECTION-BY-SECTION ANALYSIS 

The first section of the bill contains a short title (the "Social Security 
Amendments of 1960") and a table of contents. The remainder of the bill is 
divided into seven titles as follows: 

Title I — Coverage. 
Title II — Eligibility for benefits. 
Title III — Benefit amounts. 
Title IV — Disability insurance benefits and the disability freeze. 
Title V — Employment security. 
Title VI — Medical services for the aged. 
Title VII — Miscellaneous. 

TITLE I — COVERAGE 

SECTION 101. EXTENSION OF TIME FOR MINISTERS TO ELECT COVERAGE 

Additional period, for filing certificate. 
Section 101(a) of the bill amends clause (B) of section 1402(e) (2) of the 

Internal Revenue Code of 1954 to provide an additional period (somewhat less 
than 2 years from the date of enactment of the bill) within which certain 
ministers, members of religious orders (other thau persons who have taken a vow 
of poverty as members of such an order), and Christian Science practitioners 
may file a certificate electing to be covered under title II of the Social Security 
Act. Under present law, any member of one of these professions who has had 
net earnings from self-employment of $400 or more, any part of which was 
derived from services in such profession, in two or more taxable years begin- 
ning after 1954, but who failed to file a certificate within the time prescribed 
by the present section 1402(e) (2), no longer has an opportunity to elect the 
coverage. Under the bill, every such individual is afforded a further oppor- 
tunity to make the election. Such election may be made by filing a certificate 
on or before the due date of the return (including any extension thereof) for the 
individual's second taxable year ending after 1959 (generally April 15, 1962). 
Effective date of certificate. 

Section 101(b) of the bill amends section 1402(e) (8) of the Internal Revenue 
Code of 1954 to eliminate those portions of it which have ceased to have any 
effect and by redesignating paragraph (8) to (8) (A) and adding a new sub- 
paragraph (B). As amended by section 101(b) of the bill, section 1402(e) (8) 
(A) continues to provide, to the same effect as at present, that a certificate filed 



798 

under section 1402(e) of the code shall be effective for the taxable year im- 
mediately preceding the earliest taxable vear for which, at the time the certificate 
is filed, the period for filing a return (including any extension thereof) has not 
expired, and for all succeeding taxable years. Thus, under present section 1402 
(e) (3) and under section 1402(e) (3) (A) as amended by section 101(b) of the 
bill, where the taxable year is a calendar year and there is no extension of time 
for the filing of the tax return, a certificate filed on or before April 15 of the 
year following such taxable year is effective for the 2 taxable years preceding 
the year in which the certificate is filed, and for all years following such 2 
taxable years. If the certificate in such case is filed after April 15, it is effective 
only for the immediate preceding taxable year and for all years thereafter. 
However, under the conditions prescribed in section 1402(e) (5) of the code, 
as added by section 101(c) of the bill (discussed below) a certificate filed under 
section 1402(e) of the code by April 15, 1962, may be made effective for years 
earlier than those for which the certificate would be effective under the general 
rule stated in section 1402(e) (3) (A). 

The new subparagraph (B) would modify the general rule stated in sub- 
paragraph (A) with respect to certain ministers who filed certificates before 
enactment of the amendment which were effective only for taxable years ending 
after 1956. Under subparagraph (B) such certificates will be effective for 
taxable years ending after 1955 if such individual files a supplemental certificate 
before April 15, 1962, if any tax in respect of self-employment income for his 
first taxable vear after 1955 is paid on or before April 15, 1962, and any refund 
made of any such tax which, but for the new subparagraph (B) would be an 
overpayment, is repaid on or before April 15, 1962. Any such tax which is paid 
or repaid for a year with respect to which the period of limitation on assessment 
or collection has expired will not be regarded as an overpayment solely because 
such period has expired. 
Optional prorision, for certain certificates Pled on or before April 15, 1968. 

Section 101(c) of the bill amends section 1402(e) of the Internal Revenue 
Code of 1954 by adding a new paragraph (5). Pursuant to the new paragraph 
(5), any individual who has filed a timely return reporting earnings derived by 
him in any taxable year ending after 1954 and before 1960 from the performance 
of service as a minister, a member of a religious order (other than one who has 
taken a vow of poverty as a member of such order), or a Christian Science 
practitioner, but who does not have self-employment coverage for the first year 
for which such a return was filed because a certificate under section 1402(e) 
is not iu effect ivith respect to such year, may, if he wishes, elect to have his 
self-employment coverage as a minister, member of a religious order, or Christian 
Science practitioner begin with such first year. The election (which may be 
made by the individual, by a fiduciary acting for him or his estate, or by any 
survivor who is or may become entitled to monthly benefits under title II of the 
Social Security Act on his earnings record) may be made in one of two ways: 

(1) If the individual has not filed a valid certificate on or before the 
date of the enactment of the bill, he (or such fiduciary or survivor) may 
file such a certificate and indicate thereon an election to have the certificate 
made effective for the first taxable year ending after 1954 and before 1960 
for which such individual filed such a return, and for all succeeding taxable 
years. 

(2) If the individual has filed a valid certificate on or before the date of 
the enactment of the bill, he (or such fiduciary or survivor) may file a sup- 
plemental certificate and indicate thereon an election to have the certificate 
previously filed by such individual made effective for the first taxable year 
ending after 1954 and before 1959 for which he filed such a return, and for all 
succeeding taxable years. 

In either case, if the election is to be valid, it must be made on or before April 
15, 1962, and all self-employment tax (whether or not attributable to earnings 
as a minister, member of a religious order, or Christian Science practitioner) 
due for each taxable year for which the certificate is effective under the new 
paragraph (5) (but would be ineffective under par. (3)) must be paid on or 
before April 15, 1962. Moreover, any such tax previously refunded as an over- 
payment because no valid certificate was then in effect with respect to the year 
for which paid must be repaid to the United States, together with the interest 
allowed on the refund, on or before such date. However, any underpayment 
of the tax which is attributable to an error made in good faith will not invalidate 
aii election which is otherwise valid. Any such tax which is paid or repaid for 
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a year with respect to which the period of limitation on assessment or collection 
has expired will not be regarded as an overpayment solely because such period 
has expired. It should be noted that April 15, 1962, falls on a Sunday, and sec- 
tion 7508 of the code provides that an act required to be performed on a Saturday, 
Sunday, or legal holiday is timely if performed on the next day which is not a 
Saturday, Sunday, or legal holiday, 

Administrative provisions. 
Pursuant to section 101(d) of the bill, no interest or penalty will be imposed 

in respect of self-employment tax paid on or before April 15, 1962, on earnings 
derived from the performance of service as a minister, member of a religious 
order, or Christian Science practitioner for taxable years as to which a certificate 
is effective under the new paragraph (5), or under the new subparagraph (B) 
of paragraph 8, (but would not be effective under the existing par. (3) ) of sec- 
tion 1402(e). If such tax is not fully paid (except for underpayments due to 
errors made in good faith) on or before April 15, 1962, the question of interest 
does not arise since the certificate in such cases is effective only for the taxable 
years prescribed in the existing paragraph (3) aud not for the earlier years 
prescribed in such paragraph (5) or such subparagraph (B). However, in the 
case of an underpayment attributable to an error made in good faith, the addi- 
tional tax due for any such earlier year must be paid with interest accruing from 
April 15, 1962, to the date of payment. iloreover, the statutory period for 
assessing anv such underpayment will expire not earlier than 8 years from April 
15, 1962. 

Sections 101(c) and 101(d) of the bill are relief measures for the benefit of 
ministers, members of religious orders, and Christian Science practitioners who 
filed returns of self-employinent tax on their earnings as such for years with 
respect to which they have no self-employment coverage because no certificate 
under section 1402(e) of the code is in effect for such years or whose certificates 
were not made effective as early as was permitted under the law in effect at 
the time of filing. However, your committee does not intend that the amend- 
ments made by such section 101(c) should be regarded as invalidating the effect 
of Revenue Ruling 57 — 189 (Cuimilative Bulletin 1957 — 1, p. 284) and Revenue 
Ruling 57-401 (Cumulative Bulletin 1957 — 2, p. 604) on any certificate under sec- 
tion 1402(e) which is filed on or before the date of the enactment of the bill. 

Inclusion of earnings in social security records. 
Section 101(e) of the bill provides that the time limitation relating to the in- 

clusion of self-employment income in social security records (sec. 205(c) (5) (F) 
of the Social Security Act) shall not be applicable to earnings derived in any 
taxable year ending before 1960 which constitute self-employment income solely 
by reason of the filing of a certificate which is effective under section 1402(e) (3) 
(B) or (5). 
Effective dates. 

Section 101(f) of the bill provides that the amendments made by section 101 
of the bill shall be applicable only with respect to certificates (and supplemen- 
tal certificates) filed after the date of the enactment of the bill. However, no 
monthly benefits under title II of the Social Security Act will be increased or 
payable by reason of such amendments for any month earlier than the month 
after the iuonth of enactment of the bill and no lump-sum death payments under 
that title in the case of deaths prior to the da. te of the enactment of the bill will be 
iiavable or increased by reason of such ainendinents. 

SECTION 108. EMPLOVEES OF NONPROFIT ORGANIZATIONS 

Elimination of requirement tliat religious, charitable, etc. , organization may file 
tcaiver certificate only if tico-thirds of its eniployees concur. 

Section 108 (a) of the bill ainends section 8121(k) (1) (A) of the Internal Reve- 
nue Code of 1954, relating to waivers of tax exemption which may be filed by cer- 
tain religious, charitable, etc. , organizations. Pursuant to present law, such 
aii organization may file a certificate electing to have old-age, survivors, and dis- 
ability insurance coverage extended to services performed in its employ only 
if two-thirds or more of its employees concur in the filing of such certificate, and 
such certificate is accompanied by a list containing. the signature, address, and 
social security account number (if any) of each employee who concurs. Sectio~ 
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103(a) of the bill eliminates the requirement that two-thirds or more of such 
employees must concur before the certificate can be filed. This amendment has 
the effect of permitting the organization to elect coverage in respect of all em- 
ployees of the organization hired after the quarter in which a certificate is filed 
by the organization even though less than two-thirds, or none, of the employees 
in its employ in such quarter concur in the filing of the certificate. As under 
present law, a list showing the names, addresses, and social security account 
nuinbers of all concurring einployees must accompany the certificate, and, in 
general, only the services of those employees (if any) whose names appear on 
such list will be covered when the certificate takes effect. IIowever, the 24. 
month period prescribed in present law for signing a supplemental list of concur- 
ring employees is continued, and employees who decline the coverage at the time 
the certificate is filed but later desire to have it may acquire such coverage pros- 
pectively by signing a supplemental list within the prescribed period. 

Section 103(a) of the bill also amends section 8121(k) (1) (E) of the code, 
relating to the filing of waiver certificates by organizations some of whose em- 
ployees are in positions covered by a pension, annuity, retirement, or similar 
fund or system established by a State or political subdivision thereof and some 
of whose employees are not in such positions. Under present law such organ- 
ization must divide its employees who are in such positions and its employees 
who are not in such positions into separate coverage groups, and a waiver certifi- 
cate in respect of either group may be filed only if two-thirds of the employees 
in the group concur in the filing of the certificate. Section 103(a) of the bill 
eliminates the requirement that two-thirds or more of the employees in such 
group inust concur before a certificate can be filed in respect of such group. 
Under the amendment made by section 103(a), a certificate may be filed in 
respect of either group, or separate certificates may be filed in respect of each 
group, even though less than two-thirds, or none, of the employees in the group 
concur in the filing of the certificate. 
Vatidation of remuneration erroneously reported as wages by nonprofit 

organizations. 
Section 103(b) of the bill relates to service performed after 1950 which is 

excepted from covered "employment" solely because the service is performed 
for an organization, described in section 501(c) (3) of the Internal Revenue 
Code of 1954 (or sec. 101(6) of the Internal Revenue Code of 1989) and exempt 
from income tax, which does not have a waiver certificate under section 8121(k) 
of the Internal Revenue Code of 1954 (or sec. 1426(l) of the Internal Revenue 
Code of 1939) in effect with respect to such service. The service may be excepted 
from employment because no such certificate was filed by the organization or, if 
a certificate was filed, because the person performing the service could acquire 
coverage only by signing the list of employees concurring in the filing of the 
certificate and he failed to do so. 

Section 108(b) of the bill makes provision whereby the remuneration paid by 
an organization to an individual before July 1, 1960, for such service may be 
deemed to constitute remuneration for employnient for purposes of title H of 
the Social Security Act, to the extent that an amount has been paid before 
August 11, 1960, as taxes under the Federal Insurance Contributions Act with 
respect to such remuneration. Such remuneration will be deemed to constitute 
remuneration for employment for purposes of such title II if the following condi- 
tions are met: 

(1) The person who performed the service (or a fiduciary acting for him or his 
estate, or a survivor of such individual who is or may become entitled to monthly 
benefits under title II of the Social Security Act on his earnings record) makes 
a request (in such form and manner, and with such oificial as the Secretary of 
Health, Education, and Welfare may by regulations prescribe) that such 
remuneration be deemed to constitute remuneration for employment for purposes 
of title II of the Social Security Act. 

(2) If any part of the amount paid as taxes before August 11, 1960, with 
respect to such remuneration paid to an individual is credited or refunded, the 
amount credited or refunded, plus any interest allowed, is repaid before January 
1, 1968. 

(8) A certificate under section 3121(k) of the Internal Revenue Code of 1954 
is filed by the organization not later than the date on which the request is 
made, unless the organization has previously filed a certificate under that section 
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or section 1426(l) of the Internal Revenue Code of 1989, or the organization no 
longer has any individual in its employ for remuneration at the time the request 
is made. 

(4) In the case of an organization which has filed a certificate on or before 
the date on which the individual's request is made, amounts are paid as taxes 
with respect to some portion of the remuneration paid by the organization to 
the individual during the 24-month period following the calendar quarter in 
which the certificate is filed, if the individual is in the employ of the organ- 
ization at any time during such 24-month period. 

Pursuant to section 108(b) (5) of the bill, an organization's certificate is 
made applicable in the future to an individual if remuneration paid by such 
organization to the individual before July 1, 1960, is deemed, pursuant to a 
request made under section 108(b), to constitute remuneration for employment, 
and if the individual performs service in the employ of the organization on or 
after the date on which the request is made. If the certificate is not effective 
with respect to service performed by such individual before the first day of the 
calendar quarter following the quarter in which the request is made, the effect 
of paragraph (5) is to make the certificate applicable to service performed 
by the individual on and after such first day. 

After the date of enactment of the hill, section 108(b) will supersede pro- 
visions of section 408(a) of the Social Security Amendments of 1954 which per- 
mit certain remuneration paid for service performed before 1957 to be deemed 
remuneration for employment. Section 408(a) will continue to apply to re- 
quests made pursuant to such section on or before the enactment of this bill, 
but not to requests made after 'the date of enactment, . 
Remuneration erroneously reported as self-employment income by certain em- 

ployees of charitable, reLigious, etc„organizations. 
Section 108(c) (1) of the bill amends section 1402 of the Internal Revenue 

Code of 1954 by adding a new subsection (g). Pursuant to the new subsec- 
tion (g), any individual who, for any taxable year ending after 1954 and before 
1962, erroneously reported as self-employinent income (and paid self-employ- 
ment tax on) remuneration received by him for services performed in the 
employ of an organization which is exempt from income tax as an organization 
described in section 501(c) (8) may request (or a fiduciary acting for such 
individual or for his estate, or a survivor of such individual who is or inay 
become entitled to monthly benefits under title II of the Social Security Act on 
his wage record may request) that such remuneration reported for such tax- 
able year (other than remuneration for services performed by the individual as 
a duly ordained, commissioned, or licensed minister of a church or as a member 
of a religious order) be deemed to constitute net earnings from self-employ- 
ment. The request will be eKective if— 

(1) it is made after the date of enactment of the new section 1402(g) of 
the code and on or before April 15, 1962; 

(2) the return on which the remuneration was reported was timely filed; 
(8) a certificate under section 8121(k) of the code is filed by the organ- 

ization on or before the date the request is made; and 
(4) no credit or refund of any part of the amount erroneously paid for 

such taxable year as self-employment tax on such remuneration is obtained 
before the date on which the request is filed, or, if obtained, is repaid on or 
before the date of the request; 

but only to the extent that such remuneration was paid to the individual before 
the calendar quarter in which the request was filed (or, in some cases, before 
the next calendar quarter), and no employment tax under chapter 21 has been 
paid on such remuneration. 

In any case where remuneration paid to an individual by a religious, chari- 
table, etc. , organization is deemed to be net earnings from self-employment by 
reason of a request filed pursuant to the new section 1402(g), the certificate 
filed by the organization, if it is not etfective with respect to services performed 
by the individual on or before the first day of the calendar quarter in which 
the request is filed, shall be effective with respect to services (if any) per- 
formed by the individual for the organization on and after the first day of the 
next calendar quarter. 

Section 108(c) (2) of the bill contains complementary provisions for purposes 
of title II of the Social Security Act. 
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Effective dates. 
Section 103 (d) of the bill provides effective dates for the amendments relating 

to employees of nonprofit organizations. 
Paragraph (1) provides that the amendments made by subsection (a) shall 

be effective with respect to certificates filed under section 3121(k) (1) of the 
Internal Revenue Code of 19M after the date of the enactment of the bill. 

paragraph (2) provides that no monthly benefits shall be payable or increased 
for the month of enactment or prior months by reason of the provisions of or 
amendments made by subsections (b) and (c), relating to validation of re- 
muneration erroneously reported as wages by nonprofit organizations and as net 
earnings from self-employment by certain employees of nonprofit organizations. 
No lump-sum death payment under such title II would be payable or increased by 
reason of such provisions or amendments in the case of any individual who died 
prior to the date of enactment of the bill. 

SECTION 104. AMERICAN CITIZEN EMPLOYEES OF FOREIGN GOVERNMENTS 

Self-employment coverage for benefit purposes. 
Section 211(c) (2) of the Social Security Act now provides three exceptions 

to the general rule that services performed as an employee are excluded from 
the definition of "trade or business, " and thus from self-employment coverage. 
The effect of these exceptions is to include the services excepted in the definition 
of "trade or business, " and thus to extend self-employment coverage to such 
services. These services are (1) services performed by certain news vendors, 
(2) certain services performed by an individual under share-farming arrange- 
ments, and (3) services performed by an individual in the exercise of his ministry 
or as a member of a religious order. Section 104(a) of the bill amends section 
211(c) (2) so as to include a fourth category of employee services in the term 
"trade or business. " The services thus included under the amendments are those 
performed in the United States (including the Virgin Islands and Puerto Rico) 
by a citizen of the United States in the employ of a foreign government or in 
the employ of an instrumentality wholly owned by a foreign government to the 
extent that such services are excluded from "employment" by section 210(a) (11) 
or 210(a) (12) of the Social Security Act. In etfect, this change extends self- 
employmeut coverage under title II of the Act to such services. 
Coverage for self-employment taa purposes. 

Section 104(b) of the bill makes corresponding amendments to section 1402 
(c) (2) of the Internal Revenue Code of 1964. The eifect of these amendments is 
to require that income derived by a United States citizen from service performed 
in the United States (including the Virgin Islands and Puerto Rico) as an em- 
plovee of a foreign government or an instrumentality wholly owned by a foreign 
government, must be taken into account in determining liability for the self- 
employment tax, to the extent that such service is excepted from the definition 
of "employment" by section 3121(b) (11) or 3121(b) (12) of the code. 
Effective dates. 

Section 104(c) of the bill provides that the amendments made by section 104 
with respect to services in the employ of foreign governments or instrumentalities 
wholly owned by foreign governments shall be effective for taxable years ending 
on or after December 31, 1960. Ii'or purposes of section 203(b) the Social 
Security Act, relating to the "retirement test" under the old-age, survivors, and 
disability insurance program, earnings derived by an individual which are 
covered as net earnings from self-employment pursuant to the amendments made 
by section 104 of the bill will be treated as "wages" for taxable years beginning 
on or before the date of enactment of the bill, but as "net earnings from self-em- 
ploVment" for taxable years beginning after the date of enactment. 

SECTION 105. DOMESTIC SERVICE AND CASUAL LABOR 

Exclusion of serrice performed, by individual under 16. 
Section 105(a) of the bill amends section 210(a) of the Social Security Act 

by adding a new paragraph (18) to provide for the exclusion from employment 
for purposes of old-age, survivors, and disability insurance of service not in the 
course of the employer's trade or business, or domestic service in a private home 
of the employer, preformed by an individual under the age of 16. Under present 
law such service is not excluded from employment and the definition of wages 



determines whether remuneration for the employment is covered by old-age, 
survivors, and disability insurance. 

Conformtng amendments tn Interna/ Reoenne Code of 195$. 
Section 105(b) (relating to the definition of employment) of the bill makes 

conforming amendments in the Internal Revenue Code of 1954. 
Effect( ae dates. 

Section 105(c) of the bill provides that the amendments made by subsections 
(a) and (b), relating to the definition of employment, are effective with respect 
to service performed after 1900. 

TITLE V — LciVIPLOYAIENT SECURITY 

SECTION 503. FEDERAL UNL&'MPLOYMEiVT TAX ACT 

Section 508 of the bill amends section 8802 of the Internal Revenue Code of 
1954, relating to computations of credits against the tax by striking out subsec- 
tion (2) and inserting in lieu thereof new subsections (c) and (d). 

Section 8802(a) permits credit against the Federal tax for contributions with 
respect to the taxable year paid into a State unemployment fund on or before 
the due date of the Federal return for such year. Credit is also permitted under 
existing law for contributions paid after the due date of the Federal return but 
this credit is not to exceed 90 percent of the amount which would have been allow- 
able as credit on account of such contributions had they been paid on or before the 
due date of the Federal return. An additional credit is allowable under section 
8802(b) with respect to the amount of contributions which a taxpayer is relieved 
from paying to an unemployment fund under the experience rating provisions 
of a State law which has been certified for the taxable year as provided in 
section 8808 of the code. Section 8802(c) (1) provides that the total credits 
allowed to a taxpayer shall not exceed 90 percent of the tax against which such 
credits are allowable. 

The amendment to section 8802 makes no change in the credits allowable 
under subsections (a), (b), and (c) (1) of section 8302 of existing law. Sub- 
section (c) (2) of existing lasv, which provides for a reduction in the amount 
of total credits allowable under certain circumstances, appears as a new sub- 
section (c) (2) with no substantive change (other than changing the December 
1 date to November 10, and placing such date in new subsection (d) (3) ), but 
is limited in application to an advance or advances made before the date of 
enactment of your committee's bill. If an advance or advances made under 
title XII of the Social Security Act before the date of the enactment of this bill 
remain unreturned on January 1 of each of 4 consecutive taxable years, the 
total dredits allowable to a taxpayer subject to the unemployment compensation 
law of such State are reduced (by 5 percent of 8 percent or 0. 15 perc ent with 
respect to wages paid by such taxpayer during such taxable year which are 
attributable to such State) for the taxable year beginning with the fourth such 
January 1, unless prior to November 10 of that taxable year the aggregate 
amount of all such advances theretofore made to the account of such State has 
been fully returned. The total credits otherwise allowable will be further re- 
duced (by an additional 5 percent of 3 percent for each such succeeding taxable 
year with respect to wages paid by such taxpayer during each such taxable 
year which are attributable to such State) in the ease of any succeeding taxable 
year beginning Ivith a consecutive January 1 on which a balance of an unre- 
turned advance or advances exists, unless prior to November 10 of that taxable 
year the aggregate amount of all such advances theretofore made to the account 
of the State prior to which date is fully returned. 

Section 8802 is further amended by providing a new subsection (c) (8). 
New subsection (c) (8) (A) provides that if an advance or advances made 
under title XII of the Social Security Act on or after the date of the enact- 
ment of this bill remain unreturned on January 1 of each of 2 consecutive 
taxable years, the total credits (after applying subsecs. (a), (b), and (c) (1) 
and (2) of sec. 3302) allowable to a taxpaver subject to the unemployment 
compensation law of such State are reduced (by 10 percent of 8 percent or 
0. 3 percent with respect to wages paid by such taxpayer during such taxable 
year which are attributable to such State) for the taxable year beginning with 
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the second such January 1, unless prior to November 10 of that taxable year 
the aggregate amount of all such advances theretofore made to the account of 
such State has been fully returned. Thus, if there is a balance outstanding 
as of the beginning of November 10, the reduced credit provisions will apply to 
the State even though there may have been no balance outstanding for some 
period between Janus. ry 1 and November 10 of the taxable year. The totai 
credits will be further reduced (bv an additional 10 percent of 3 percent for 
each such succeeding taxable year with respect to wages paid by such tax- 
payer during such taxable year which are attributable to such State) in the 
case of any succeeding taxable year beginning with a consecutive January 1 
on which a balance of unreturned advances exists unless prior to November 10 
of that taxable year the aggregate amount of all such advances theretofore made 
to the account of the State prior to such date is fully returned. 

New subsection (c) (8) (B) provides that the total credits otherwise allowable 
to the taxpayer for the taxable year will be further reduced (in addition to 
the reduction provided in subsec. (c) (8) (4) ) in the case of a taxable year 
beginning with the third or fourth consecutive January 1 as of the beginning 
of which there is such a balance of advances, unless prior tO November 10 of 
the taxable year the aggregate amount of all such advances theretofore made to 
the account of such State has been fully returned, or unless the average em- 
ployer contribution rate for such State for the calendar year preceding such 
taxable year is at least 2. 7 percent. The additional reduction, if any, for each 
such taxable year shall be an amount determined by multiplying wages paid 
by such taxpayer during such taxable year which are attributable to such State 
by the percentage by which 2. 7 percent exceeds the average employer contribu- 
tion rate for such State for the calendar year immediately preceding such 
taxable year. The average employer contribution rate is defined in new sub- 
section (d) (4) as the percentage obtained by dividing the total of the con- 
tributions paid into the State unemployment fund with respect to such calendar 
year, by the total of the remuneration subject to contributions under the State 
unemployment compensation law (State taxable wages) with respect to such 
calendar year. New subsection (c) (3) (C) provides that the total credits 
otherwise allowable to the taxpayer for the taxable year will be further re- 
duced (in addition to the reduction provided in subsec. (c) (3) (A)) in the 
case of a taxable year beginning with the fifth or any succeeding consecutive 
January 1 as of the beginning of which there is such a balance of advances, 
unless prior to November 10 of the taxable year the aggregate amount of all 
such advances theretofore made to the account of such State has been fully re- 
turned, or unless the average employer contribution rate for such State for 
the calendar year preceding such taxable year was equal to the 5-year benefit- 
cost rate applicable to such State or 2. 7 percent, whichever is higher. The 
additional reduction, if any, for each such taxable year shall be an amount 
determined by multiplying the wages paid by such taxpayer during such taxable 
year which are attributable to such State by the percentage by which the 5-year 
benefit-cost rate applicable to such State for such taxable year, or (if higher) 
2. 7 percent, exceeds the average employer contribution rate for such State 
for the calendar year preceding such taxable year. The 5-year benefit-cost 
rate is defined in new subsection (d) (5) as the percentage obtained by dividing 
one fifth of the total of the compensation paid under the State unemployment 
compensation law during the 5-year period ending at the close of the second 
calendar year preceding such taxable year by the total of the remuneration 
subject to contributions under the State unemployment compensation law (State 
taxable wages) with respect to the first calendar year preceding such taxable 
year. If the average employer contribution rate for purposes, of reductions 
described in section 8802(c) (8) (C), is 2. 7 percent or higher, such rate shall 
be recomputed and determined by dividing the suin of employer contributions 
paid into the unemployment fund of such State and employee payments into 
the fund which are to be used solely in payment of unemployment compensation 
by the total of the remuneration subject to contributions under the State unem- 
ployment compensation law (State taxable wages) with respect to such calendar 
year. 

The amendments of section 8302(c) contemplate tha. t the reduced credit pro- 
visions are to apply separately for old advances and for new advances. Thus, 
if the additional tax collected by reason of section 8802(c) (2) exceeds the bal- 
ance of advances described in that paragraph, the excess goes to the State 
account and not to reduce the balance of advances described in section 8802(c) 
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(3). The same principle would apply to excess collections under section 3302 
(c) (3) where a balance of advances described in section 3302(c) (2) continued 
to exist. 

A new subsection (d) is added to section 8302, providing definitions and 
special rules relating to subsection (c). Paragraph (1) provides, as does the 
present law, that the. wages attributable to a particular State are those subject 
to the unemployment compensation law of the State, or if not covered by any 
State laxv, as determined under rules and regulations prescribed by the Secretary 
of the Treasury or his delegate. Paragraph (2) provides that reductions in 
credits under paragraph (2) or (8) of section 3302(c) with respect to any State 
shall not apply for a taxable year if as of the beginning of November 10 of such 
year there is no balance of advances referred to in such paragraph (2) or (8) 
of subsection (c). Paragraph (8) defines average employer contribution rate. 
Paragraph (4) defines the 5-year benefit-cost rate. Paragraph (5) provides 
that if any percentage referred to in either subparagraph (B) or (C) of sub- 
section (c) (8) is not a multiple of 0. 1 percent, it shall be rounded to the nearest 
multiple of 0. 1 percent. Thus, if a percentage is 2. 57 percent, it shall be 
rounded to 2. 6 percent: if it is 2. 53 percent, it shall be rounded to 2. 5 per- 
cent; or if it is 2. 96 percent, it shall be rounded to 3. 0 percent. In the case 
of subparagraph (C) of section 8302(c) (8), the two rates referred to shall not 
be rounded until the difference is determined. For example, if the 5-year benefit- 
cost rate is 3. 26 and the average employer contribution rate is 3. 14, the differ- 
ence is 0. 12 and the reduction in credit would be 0. 1 percent of wages. If these 
two rates were rounded separately, 8, 26 would be increased to 3. 8 percent and 
3, 14 would be decreased to 3. 1 percent, and the difference would be 0. 2 percent. 
Paragraph (6) provides that the percentages referred to in subsection (c) (8) 
(B) or (C) shall be determined by the Secretary of Labor and certified to the 
Secretary of the Treasury before June 1 of a taxable year on the basis of a 
report furnished to the Secretary of I. abor by the State before May 1 of such 
year. Any State report shall be as of the close of March 31 of the taxable year. 
Paragraph (7) is a cross reference to section 104 of the Temporary Unemploy- 
ment Compensation Act of 1958 which relates to the reduction of total credits 
allowable under subsection (c). Subsection (c) of section 523 of the bill pro- 
vides that the amendments made by subsection (a) shall apply only with 
respect to the calendar year 1961 and calendar years thereafter. 

The application of section 3302(c) as amended by section 508 of the commit- 
tee's bill may be illustrated by the following example: 

Erftmple. — Assume that State Z received an advance of $30 million on July 
10, 1907, and that after the enactment of the bill State Z receives advances in 
July, August, September, October, and Noveniber of 1960 totaling $170 million, 
and additional advances in May, June, July, August, September, and October 
of 1964 totaling $260 million. The 1960 loan balance is repaid on March 5, 1964. 
The following tables will show the application of the reduction of credit pro- 
visions of section 3302(c), 

TABLE A. — Redttctiort of credits 

Federal taxable 
year 

Percentage 
of credit 

reduction 
under 

3302(c)(2) 

Percentage 
of credit 

reduction 
under 3302 
(c) (3) (A) 

Percentage 
reduction 

attributable 
to effect of 

3302(c) (3) (B) 

Percentage 
reduction 

attributable 
to effect of 

3302(c) (3) (C) 

Date of addi- 
tional tax 

paid by 
reason of 
reduction 
provisions 

Reduction 
at tributable 
to effect of 

3302(c) based 
on wages 
paid in 

1961 & 

1962 & 

1963 t 
1964 4 a 

1965 
1966 

0. 15 
, 3 0. 3 

. 6 

. 9 
1. 2 
1. 5 

1 0. 4 (2. 7 — 2. 3) 
t . 3 (2. 7 — 2. 41) 

7 0. 2 (2. 88 — 2. 7) 
r, f (2. 82 — 2. 71) 

Jan. 31, 1962 
Jan. 31, 1963 
Jan. 31, 1964 
Jan. 31, 1965 
Jsn. 31, 1966 
Jan. 31, 1967 

1961 
1962 
1963 
1964 
1965 
1966 

t 4th consecutive Jau. 1 hss passed and the 1957 advance has not been repaid by Nov. 10. 
'2d consecutive Jan. 1 has passed and the new advances have not been repaid by Nov. 10. Also, the 6th 

consecutive Jan. 1 has passed for the 1957 advance without repayment. 
s 3d consecutive Jan. 1 has passed and the new advances have not been repaid by Nov. 10. The credit 

reductions under sec. 3302(c) (2) have discharged'the 1957 advance. 
& 4th consecutive Jsn. I has passed and the new advances have not been repaid by Nov. 10. 
t (Note: There is still a balance of advances made after the enactment of the Employment Security Act 

of 1 960, since au such new advances are aggregated and only s portion of the aggregate has been repaid. ) 
t See tables B an&i D. 
' See tables B, C, and D. 
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gABLE B, — State Z's financial experience 

[Amounts in millions of dollars] 

Benefits paid 
by State 

Employer 
contributions 

State taxable 
wages 

Employer 
contribution 

as percent 
of State tax- 
able wages 

Federal tax- 
able wages 

1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 

$260 
180 
160 
195 
385 
263 
185 
190 

$186 
144 
157 
198 
195 
221 
228 
225 

$7, 950 
8, 150 
8, 500 
8, 600 
8, 100 
8, 200 
8, 400 
8, 500 

2. 34 
1. 77 
1. 85 
2. 30 
2. 41 
2. 70 
2. 71 
2. 65 

$7, 150 
7, 350 
7, 650 
7, 750 
7, 300 
7, 380 
7, 550 
7, 650 

TAELE C, . — Determination of 5-year benefit-cost rate 

[Amounts in millions of dollars] 

Taxable year 5-year period 
Total benefit 

payments 
Average an- 
nual benefit 

payments 

State taxable 
wages 

Benefit- 
cost rate 
(percent) 

1965 
1966 

1959 to 1963 
1960 to 1964 

$1, 180 
1, 183 

$236 
237 

' $8, 200 
s 8, 400 2. 82 

i For 1964. 
s For 1965. 

TABLE D. — Afstomatic repayment of advances through reduced tax credits under 
sec. 8808(c) (8) and (8) (A) 

[Amounts in millions of dollars] 

Federal taxable 
year 

Amount of 
federally 
taxable 
wages 

To be paid 
by Jan. 31 

of— 

Percent of 
credit reduc- 

tion under 
3302(c)(2) 

Additional 
taxes under 
3302(c) (2) 

Percent of 
credit reduc- 
tion under 

3302(c) (3) (A) 

Additional 
taxes under 

3302(c) (3) (A) 

1961 
1962 
1963 . 
1964 
1965 
1966 

$7, 650 
7, 750 
7, 300 
7, 380 
7, 550 
7, 650 

1962 
1963 
1964 
1965 
1966 
1967 

0. 15 
. 3 

$11. 475 
0. 3 
. 6 
. 9 

1. 2 
1. 5 

$23. 25 
43. 8 
66. 42 
90. 6 

114. 75 

TABLE E. — Additional taxes resulting from provisions pertaining to State tax 
yields (sec. 8808(c) (8) (8) and, (C) ) 

Federal taxable year 
Actually 
paid by 

Jan. 31— 
Based on 
State tax 
rate in— 

Amount of tax equal to (in millions of dollars)— 

1963 

1964 

1965 

1966 

1964 

1965 

1966 

1967 

1962 

1963 

1964 

1965 

1963 Federal wages (from table B)X(2. 7 — 1962 actual 
average State employer contribution rate). ' $7, 300X 
(2. 7 — 2. 30) =$7, 300X0. 4=$29. 2. 

1964 Federal ~ages (from table B) X(2. 7 — 1963 actual 
average State employer contribution rate). $7, 380X 
(2. 7 — 2. 41) = $7, 380X0. 3=$22. 14. 

1965 Federal wages (from table B)X(higher of 2. 7 or 
1959-63 cost rate minus 1964 actual average State 
employer contribution rate). $7, 550X(2. 88 — 2. 7) = 
$7, 550X0. 2=$15. 1. 

1966 Federal wages (from table B)X(higher of 2. 7 or 
1960-64 cost rate minus 1965 actual average State 
employer contribution rate). $7, 650X(2. 82-271)= 
$7, 650 X 0. 1 = $7. 65. 

' No employee contributions in State Z. 
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TAnLE F. — Summary of repayment of advances 
[Amounts in millions of dollars] 

Additional Additional 
Date on which paid taxes under taxes under 

3302(c) (2) 3302(c) (3) (A) 

Reduced 
credit when 

tax yield 
is inade- 

quate 

1957 out- 
standing 1960 loan 
loan bal- balance 

ance 

1964 loan 
ba]ance 

To State 
trust fund 

Jan. 31, 1962-------— 
Jan. 31, 1963-------- 
Jan. 31, 1964 

Jsn. 31, 1965 
Jan. 31, 1966 
Jan. 31, 1967 

fill. 475 
23. 25 $23. 25 

43. 8 

66. 42 
90. 6 

114. 75 

22, 14 
15. 1 
7. 65 

$18. 525 
1 0 

$170. 0 
146. 75 

a 73 
0 
0 
0 

$260. 0 
260. 0 
171. 44 
65. 74 

$4. 725 

56. 66 

I On Nov. 10, 1963, the balance of the advance of $30, 000, 000 made in July 1957 is zero. 
x On Mar. 5, 1964, the balance of the 1960 advances totaling $170, 000, 000 is repaid by a payment of $73, - 

750, 000. Additional 1964 advances totaling $260, 000, 000 are made between May 1 and Oct. 31, 1964. 

SECTION 504. CONFORMING AMENDMENT 

Section f0' of Temporary Unemployment Compensation Act of 1058. — Section 
504 of the bill amends section 104(a) of the Temporary Unemployment Com- 
pensatfon Act of 1058 by striking out the words "by December 1" and substitut- 
ing therefor "before November 10" to conform to a similar change made in 
section 3302(d) (3) of the Federal Unemployment Tax Act by section 503 of 
the bill. 

[H. R. 19580] '4 

SOCIAL SECURITY AMENDMENTS OF 1960 
[Conference Report No. 2165, Eighty-sixth Congress, Second Session] 

[August 25, 1960] 
Mr. Mrrrs, from the committee of conference, submitted the following confer- 

ence report to accompany H. R. 12580, 
The committee of conference on the disagreeing votes of the two Houses on 

the amendments of the Senate to the bill (H. R. 12580) to extend and improve 
coverage under the Federal Old-Age, Survivors, and Disability Insurance Sys- 
tem and to remove hardships and inequities, improve the financing of the trust 
funds, and provide disability benefits to additional individuals under such sys- 
tem; to provide grants to States for medical care for aged individuals of low 
income; to amend the public assistance and maternal and child welfare pro- 
visions of the Social Security Act; to improve the unemployment compensation 
provisions of such Act; and for other purposes, having met, after full and free 
conference, have agreed to recommend and do recommend to their respective 
Houses as follows: 

That the Senate recede from its amendments numbered 21, 23, 24, 25, 26, 28, 
20, 30, 31, 32, 33, 34, 35, 36, 37, 41, 45, 46, 48, 49, 51, 52, 53, 54, 56, 57, 58, 59, 60, 
61, 62, 63, 64, 65, 66, 67, 68, 60, 70, 71, 72, 73, 74, 75, 76, 77, 78, 70, 80, 81, 83, 84, 
85, 86, 87, 88, 89, 100, and 101. 

That the House recede from its disagreement to the amendments of the Sen- 
ate numbered 2, 3, 4, 5, 6, 8, 9, 11, 13, 16, 17, 18, 19, 20, 88, 39, 40, 01, 92, 93, 
04, 05, 97, 98, 99, 102, 103, 104, and 105, and agree to the same. 

e 
Amendment numbered 12: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 12, and agree to the same with amendments as folloxvs: 
Restore the matter proposed to be stricken out by the Senate anlendment, and- 
On page 28, line 4, of the House engrossed bill, strike out the comma after 

"Puerto Rico". 
On page 30, line 4, of the House engrossed bill, strike out "a semicolon" and 

insert:; or 
On page 30, line 12, of the House engrossed bill, strike out "; or" and insert 

a period. 
x' public Law 86 — 778, page 693, this Bulletin. 
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On page 85, line 25, of the House engrossed bill, strike out "a semicolon" 
and insert:; or 

On page 80, line 8, of the House engrossed bill, strike out "; or" and insert 
a period. 

And the Senate agree to the same. 
Amendment numbered 14: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 14, and agree to the sanIe with amendmen'ts as follows: 
Restore the matter proposed to be stricken out by the Senate amendment, and 

on page 48, line 5, of the House engrossed bill, strike out "105" and insert the 
following: 10$ 

And the Sena'te agree to the same. 
Amendment numbered 15: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 15, and agree to the same with an amendment as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 105 
And the Senate agree to the same. 
Amendment numbered 22: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 22, and agree to the same with an amendment as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 106 
And the Senate agree to the same. 
Amendment numbered 27: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 27, and agree to the same with amendments as follows: 
Restore the matter proposed to be stricken out by the Senate amendment, 

and in the House engrossed bill, beginning with page 59, line 22, strike out all 
through line 28 on page 60. 

And the Senate agree to the same. 
Amendment numbered 82: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 82, and agree to the same with amendments as folios: 
Restore the matter proposed to be stricken out by the Senate amendmeat, and 

on page 140 of the House engrossed bill, after line 10, insert the following: 
(g) Noturtthstanding section 808(b) of the Farm Credit Act of 1959, sections 

8805(b), 8806(c) (6), and 8808 of the Internal Itevenue Code of 195$ and sections 
1501(a) and 1507(a) of th, e Social Security Act shall be applicable, according to 
their terms, to the Federal land banks, Federal intermediate credit banks, and 
banks for cooperatives. 

And the Senate agree to the same. 
Amendment numbered 90: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 90, and agree to the same with amendments as follows: 
Omit the matter proposed to be inserted by the Senate amendment„restore the 

matter proposed to be stricken out by the Senate amendment, and on page 158 of 
the House engrossed bill, after line 25, insert the following: 

(c) Effective on and. after January 1, 1961, section 5(b) of the Act of June 6, 
19'8, as amended, (29 U. S. C. , sec. $9d(b) ), is amended by striking out "Puerto 
Itico, Guam, " and inserting in lieu thereof "Guam". 

And the Senate agree to the same. 
III 

W. D. MILLS, 
AIME J. FoRANn, 
CEcIL R. KINo, 
TaoMAs J. O' BRIEN, 
N. M. MAsoN, 
JoHN W. BvaNEs, 
HowARn H. BAKER, 

3fanagers on the Part of the House. 
HARRv F. BERS, 
RORT. S. KERR, 
J. ALLEN FREAR, 
JOHN J. WILLIAMs, 
FRANK CARLBON, 

3fanagers on the Part of the Senate. 
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STATEMENT OF THE MANAGERS ON TEIE PART OF THId HOUSE 

The managers on the part of the House at the conference on the disagreeing 
votes of the two Houses on the amendments of the Senate to the bill (EI. R. 
12580) to extend and improve coverage under the Federal Old-Age, Survivors, 
and Disability Insurance System and to remove hardship and inequities, im- 
prove the financing of the trust funds, and provide disability benefits to addi- 
tional individuals under such system; to provide grants to States for medical 
care for aged individuals of low income; to amend the public assistance and 
maternal and child welfare provisions of the Social Security Act; to improve 
the unemployment compensation provisions of such Act; and for other pur- 
poses, submit the following statement in explanation of the effect of the action 
agreed upon by the conferees and recommended in the accompanying conference 
report: 

The following Senate amendments made technical, clerical, clarifying, or con- 
forming changes: 1, 2, 4, 5, 6, 15, 17, 18, 19, 20, 21, 22, 23, 25, 28, 29, 30, 82, 33, 
34, 35, 36, 37, 88, 39, 41, 43, 44, 46, 47, 48, 52, 53, b4, 55, 56, 92, 94, 95, 98, 100, 
102, 103, 104, and 105. IVith respect to these amendments (1) the House either 
recedes or recedes with amemiments which are technical, clerical, clarifying, or 
conforming in nature, or (2) the Senate recedes in order to conform to other 
action agreed upon by the committee of conference. 

EXTZN'SION OF TIME FOR MINISTERS TO EIECT COVERAGE 

Amendment No. 3: The Senate amendment added to section 101(b) of the 
House bill a new provision amending section 1402(e) (3) of the Internal Reve- 
nue Code of 1954. It, would under certain conditions permit a minister who, 
before the enactment of the amendment, had filed a certificate electing to be 
covered under the old-age, survivors, and disability insurance program effective 
beginning with his first taxable year ending after 1956, to file a supplemental 
certificate making the original certificate effective beginning with his first tax- 
able year ending after 1955. The House recedes. 

EXTENSION OF COVERAGE TO GUAM AND AMERICAN SAMOA 

Amendment No. 12: Section 103 of the House bill extensively amended title 
II of the Social Security Act, the Internal Revenue Code of 1954, and related 
laws so as to extend coverage under the old-age, survivors, and disability insur- 
ance program to employees and self-employed individuals in Guam and American 
Samoa and to provide for the effective administration of the program as so 
extended. The Senate amendment deleted this section of the House bill. The 
conference agreement provides (with technical amendments) for the extension 
of coverage under the program to Guam and American Samoa as contained in 
the House bill. 

DOCTORS OF MEDICINE 

Amendment No. 18: Section 104 of the House bill amen&led section 211(c) of 
the Social Security Act and section 1402(c) of the Internal Revenue Code of 
1954 so as to extend coverage under the old-age, survivors, and disability insur- 
ance system to earnings derived by self-employed doctors from the practice of 
medicine. It also amended section 210(a) of the Social Security Act and section 
3121(b) of the Internal Revenue Code of 1954 to extend coverage to services per- 
formed by medical and dental interns in the same manner as for other employees 
of training schools and hospitals for which they are employed. The Senate 
amendment deleted this provision of the House bill, thereby continuing in effect 
the present exclusions from coverage of self-employed physicians and interns. 
The House recedes. 

SERVICE OF PARENT FOR SON OR DAUGHTER 

Amendment No. 14: Section 105 of the House bill amended section 210(a) (8) 
of the Social Security Act and section 3121(b) (8) of the Internal Revenue Code 
of 1954 so as to provide coverage under the old-age, survivors, and disability 
insurance program for service (other than domestic service or casual labor) 
performed by an individual in the employ of his son or daughter. The Senate 



810 

amendment deleted this section of the House bill. The conference agreement 
(with a technical amendment) follows the House bill and extends coverage to 
individuals performing service of this type. 

EMPLOYEES OF CERTAIN LABOR ORGANIZATIONS IN THE CANAL ZONE 

Amendment No. 16: Section 106(d) of the House bill amended section 210(e) 
of the Social Security Act and section 3121(h) of the Internal Revenue Code of 
1954 so as to include in the definition of "American employer" certain tax-exempt 
labor organizations created or organized in the Canal Zone, if they are chartered 
by labor organizations created or organized in the United States. This provision 
of the House bill would have extended coverage to service performed outside the 
United States by U. S. citizens in the employ of such organizations. The provi 
sion would also have permitted the validation of certain remuneration erroneously 
reported by an organization which qualifies as an "American employer" under 
the provision. The Se~ate amendment deleted this provision of the House bill. 
The House recedes. 

AMERICAN CITIZEN EMPLOYEES OF FOREIGN GOVERNMENTS AND 
INTERNATIONAL ORGANIZATIONS 

Amendments Nos. 24 and 26: Section 107 of the House' bill amended section 
211(c) (2) of the Social Security Act and section 1402(c) (2) of the Internal 
Revenue Code of 1954 in order to provide coverage as self-employed individuals 
for American citizen emplovees of foreign governments, wholly owned foreign 
government instrumentalities, and international organizations. The Senate 
amendment deleted the provisions of this section which extended such coverage 
to employees of international organizations. The Senate recedes. 

DOMESTIC SERVICE AND CASUAL LABOR 

Amendments Nos. 27 and 31: Section 108 of the House bill reduced from $50 
to $25 the amount of cash wages which an individual . must receive in a calendar 
quarter for domestic service in a private home or for service not in the course 
of the employer's trade or business in order to be covered under the old-age, sur- 
vivors, and disability insurance program, and excluded from coverage all earn- 
ings in such domestic service and casual labor performed by persons who are 
under age 16. The Senate amendment deleted the provision reducing the cash 
wage requirement. The House recedes with an amendment. deleting the provi- 
sion excluding earnings in such domestic service and casual labor performed 
by persons who are under age 16. 

THE UNEMPLOYiIIENT COMPENSATION PROGRAM 

Amendments Nos. 57, 58, 59, 60, 61, 62, 63, 64, 6o, 66, 67, 68, 69, 70, 71, 72, 73, 
74, 75, 76, 77, 78, 79, 80, 81, 82, 83, 84, 85, 86, 87, 88, 89, and 90: 

The bill as passed the House contained a number of amendments affecting the 
Federal-State program of employment security. These included: (1) a raise in 
the Federal unemployment tax rate from 3. 0 percent to 3. 1 percent; (2) provi- 
sions governing financing of the administrative expenses of the Federal-State 
employment security program; (3) improvements in the operation of the Federal 
unemployment account (the loan fund) by tightening the conditions pertaining 
to eligibility for and repayment of advances to States with depleted reserve 
accounts; (4) extension of coverage of the unemployment compensation program 
to several groups of workers; and (5) treatiug Puerto Rico as a State for the 
purposes of the unemployment compensation program. 

The Senate amendments adopted only one of these changes — the one relating 
to eligibility for and repayment of advances. In addition, the Senate amend- 
ments provided for a larger loan fund by increasing the amount authorized to 
be built up in the Federal unemployment account from $200 million to $500 
niillion (under the bill as passed the House the Federal unemployment account 
would be permitted to increase to $550 million or, if greater, four-tenths of 1 per- 
cent of the total wages subject to contributions under all State unemplovment 
compensation laws for the applicable calendar year). 
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The conference agreement contains the provisions of the bill as passed the 
House with two technical amendments. 

W. D. MILLS, 
Al'ME J. FORAND, 
CECIL R. KING, 
TIIOMAS J. O' BRIEN, 
N. M. MAsoN, 
JOIIN W. BYRNEs, 
HowARD H. BAKER, 

Managers ou tlie Part of the Iloase. 

[EI. R. , ")547] " 
INTERNAL REVENUE CODE PROVISIONS RELATING TO 

POSSESSIONS 
[House Report No. 1131, Eighty-Sixth Congress, First Sessionl 

[ September 2, 1959] 

MR. MILLS, from the Committee on Ways and Means, submitted the following 
report to accompany H. R. 5547. 

The Committee on Ways and Means, to whom was referred the bill (H. R. 5547) 
to amend certain provisions of the Internal Revenue Code of 1954 relating to 
possessions of the United States, having considered the same, report favorably 
thereon with amendments and recommend that the bill as amended do pass. 

The amendments are as follows: 
Page 1, strike out line 3 and all that follows through line 2 on page 2, and 

insert: 
That (a) subpart D of part III of subchapter iV of chapter 1 of the Internal 
Revenue Code of 1954 (relating to possessions of the United States) is amended 
by adding at the end thereof the following new section: 
SEC. 934. LIMITATION ON REDUCTION IN INCOME TAX LIABILITY INCURRED TO 

THE VIRGIN ISLANDS. 
"(a) GENERAL RULE. — Tax liability incurred to the Virgin Islands pursuant 

to this subtitle, as made applicable in the Virgin Islands by the Aet entitled 'An 
Act making appropriations for the naval service for the fiscal year ending June 
30, 1922, and for other purposes', approved July 12, 1921 (48 U. S. C. 1397), or 
pursuant to section 28 (a) of the Revised Organic Act of the Virgin Islands, ap- 
proved July 22, 1954 (48 U. S. C. 1042), shall not be reduced or remitted in any 
way, directly or indirectly, whether by grant, subsidy, or other similar payment, 
by any law enacted in the Virgin Islands, except to the extent provided in sub- 
section (b) or (c) . 

'(ll) KXGEPTIGN FoR CERTAIN DGMEsTIc AND VIRGIN IsLANDs CGRPGRATIGNs. — 
In the ease of a domestic corporation or a Virgin Islands corporation, subsec- 

tion (a) shall not apply (if the information required by subsection (d) is sup- 
plied) to the extent such corporation derived its income from sources without 
the United States if the conditions of both paragraph ( 1 ) and paragraph (2) 
are satisfied: "( 1 ) THREE-YEAR PERIoD. — If 80 percent or more of the gross income of 

such corporation (computed without the benefit of section 931) for the 
3-year peifiod immediately preceding the close of the taxable year (or for 
such part of such period immediately preceding the close of such taxable 
year as may be applicable) was derived from sources within the Virgin 
Islands; and 

"(2) TRADE oR BusINEss. — If 50 percent or more of the gross inconie of 
such corporation (computed without the benefit of section 931 ) for such 
period or such part thereof was derived from the active conduct of a trade 
or business within the Virgin Islands. 

1 Sso. 4 of I'. L. 86 — 779 (H. R. 10960)„page 709, this Bulletin. 
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For purposes of this subsection, all amounts received by such corporation 
within the United States, whether derived from sources within or without the 
United States, shall be considered as being derived from sources within the 
United States. 

"(c) ExcEPTIoN FoR CERTAIN REsIDENTs DF THE VIRGIN IELANDs. — Subsection 
(a) shall not apply in the case of an individual citizen of the United States 
who is a bona fide resident of the Virgin Islands during the entire taxable year 
(if the information required by subsection (d) is supplied), to the extent his 
income is derived from sources within the Virgin Islands (except that sub- 
section (a) shall apply in the case of amounts received for services performed 
as an employee of the United States or any agency thereof). 

"(d) REqUIREMENT To SUPPLY INFDRMATIDN. — Subsections (b) and (c) shall 
apply only in the case of persons who supply (at such time and in such man- 
ner as the Secretary or his delegate may by regulations prescribe) such in- 
formation as the Secretary or his delegate may by regulations prescribe for 
purrposes of determining the applicability of such subsections. " 

(b) The table of sections for such subpart D is amended bv adding at the 
end thereof the following: 

"Sec. 984. Limitation on reduction in income tax liability incurred to the 
Virgin Islands. " 

Page 9, line 10, after "SEO. 4. ", insert "(a)". 
Page 4, strike out lines 6 and 7, and insert: 

(b) Section 2501(a) of such Code is amended by striking out "nonresident 
who is not a citizen of the United 'States and" and inserting in lieu thereof 
"nonresident not a citizen of the United States". 

SEO. 5. (a) The amendments made by the first section of this Act shall apply 
to tax liability incurred with respect to taxable years beginning on or after 
January 1, 1959. 

(b) The amendments made by sections 2 and 9 of this Act shall apply with 
respect to estates of decedents dying after the date of the enactment of this 
Act. 

(c) The amendment made by section 4 of this Act shall apply with respect to 
gifts made after the date of the enactment of this Act. 

I. SUMMARY OF BILL 
This bill deals with two basic subjects. The first is concerned with the 

extent to which income tax liability incurred to the Virgin Islands can be 
reduced by grants, subsidies, or other similar payments. The second is con- 
cerned with the application of U. S. estate and gift taxes to residents of U. S. 
possessions who are also citizens of the United States by reason of citizenship 
in the possession. 

First, the bill provides that income tax liability incurred to the Virgin Islands 
may be reduced by grants, subsidies, or similar payments in the case of cor- 
porations only if they are United States or Virgin Islands corporations, and in 
general only if in past 3 years they have derived 80 percent of their income 
from sources within the Virgin Islands and 50 percent from the active conduct 
of a trade or business. Where such conditions are met the income tax liability 
of the corporations may be reduced only v. ith respect to their income from 
sources without the United States. In the case of individuals, the bill provides 
that tax liability may be reduced only in the case of citizens of the United 
States (whether or not also citizens of the Virgin Islands) only if they are 
bona fide residents of the Virgin Islands for the entire year. Where these 
conditions are met the tax liability of the individuals may be reduced only 
with respect to income from sources within the Virgin Islands. These amend- 
ments are to applv to tax liability for taxable years beginning on or after 
January 1, 1959. 

Second, the bill provides that the estate and gift taxes are to applv to those 
who are U. S. citizens only by reason of citizenship in a U. S. possessiou and 
who are residents of a U. S. possession at the time they die or make a gift, in 
the same manner as in the case of those who are "nonresidents not citizens of 
the United States. " In general this means that they are to be subject to estate 
or gift tax only with respect to property situated in the United States (but 
not in the case of property situated in the possessions or elsewhere). The 
estate and gift tax amendments are to apply to estates of decedents dying after, 
or gifts made after, the date of enactment of this bill. 



This bill is being reported unanimously by your committee and is favored 
by the Treasury Department. 

II, LIMITATION IN REDUCTION OF INCOME TAX LIABILTY INCURRED 
TO THE VIRGIN ISLANDS 

For many years (since the Naval Appropriations Act of 1921) the income 
tax laws of the United States have been applicable to the Virgin Islands as if 
these laws had been separately enacted for the Virgin Islands, substituting the 
name "Virgin Islands" for references to the United States in the income tax 
laws. The eifect of this dual tax system, or "mirror system" as it has some- 
times been called, has been to require the filing of a return and the payment of 
income tax to both the United States and to the Virgin Islands. However, 
double taxation was prevented through the allowance by the United States 
of a foreign tax credit with respect to income derived from sources within 
the Virgin Islands, and by the application by the Virgin Islands of a foreign 
tax credit with respect to income derived from sources within the United States. 

The Revised Organic Act for the Virgin Islands of the United States, passed 
in 1954 (Public Law 517, 83d Cong. , 2d sess. , S. 3378), however, made substantial 
changes in this tax treatment. This act provided: 

That the term "inhabitants of the Virgin Islands" as used in this section 
(section 28a) shall include all persons whose permanent residence is in the 
Virgin Islands, and such persons shall satisfy their income tax obligations 
under applicable taxing statutes of the United States by paying their tax on 
income derived from all sources both within and without the Virgin Islands 
into the Treasury of the Virgin Islands. 

The effect of this change was to require inhabitants of the Virgin Islands, 
namely residents of those islands, to pay their entire income taxes to the Virgin 
Islands, even though part of their income was derived from sources within the 
United States. As a result, income of residents of the islands from sources within 
the United States now is being covered into the Virgin Islands Treasury rather 
than into the U, S. Treasury. 

This change became particularly significant in view of the passage by the 
Virgin Islands Legislature, and signing by the Virgin Islands' Governor, of Act 
No. 224, designed to encourage the establishment of new businesses and industries 
in the Virgin Islands through the granting of special subsidies. Although the Re- 
vised Organic Act provided the Virgin Islands no authority to rebate income taxes 
paid to it either with respect to income derived from sources within the Virgin 
Islands or from sources derived in the United States, nevertheless the legislature 
achieved substantially the same effect in Act No. 224 by providing subsidies rang- 
ing from o0 to 75 percent of the income taxes paid by corporations and residents 
with respect to certain specified types of new investment. These subsidies were 
granted with respect to the tax attributable both to income from sources within 
the Virgin Islands and from sources within the United States. Specifically, the 
income tax subsidies provided by that act were in the following five general 
categories: 

l. Seventy-five percent of the income tax payable for a period of 10 years 
by persons, firms or corporations qualifying as "new industries. " A "neiv 
business" in this case is, in general, defined as one involving manufacture of 
an article, or the application of a process, which was not being manufac- 
tured or applied in the islands prior to January 1, 1947, if the industry has 
a capital investment of at least $10, 000, but only to the extent not in com- 
petition with existing enterprises. 

2. Seventy-five percent of income taxes payable for a period of from 10 
to 10 years by persons, firms or corporations operating hotels and guest- 
houses in the islamls in which there is an investment of at, least $100, 000. 

3. Seventy-five percent of the income taxes payable for a period of 10 
years by persons, firms, or corporations constructing or operating apartment 
houses, housing projects, or industrial or commercial buildings in the islands 
in which there is an investment of at least $100, 000. 

4. Fifty percent of the income taxes paid for a period of 10 years by 
persons, firms, or corporations on the portion of their income derived from 
the purchase, transfer, assignment, or sale of stocks, bonds, and other 
securities purchased or sold through an investment company located in 
and authorized to do business in the Virgin Islands. The subsidy granted 
to;iny one person under this provision may not exceed $100, 000 a year anti 



for more than half of this subsidy to be paid to a taxpayer, one-half of the 
subsidy must be invested in the Virgin Islands in projects which will further 
the economic development of the islands. 

5. Fifty percent of the income taxes paid by stockholders or partners of 
firms or corporations which qualify for a subsidy in any of the four above 
categories. 

Your committee, while recognizing the desirability of the economic development 
of the Virgin Islands, does not in any ease believe that this should be attained by 
granting windfall gains to taxpayers with respect to income derived from 
investments in corporations on the continental United States, or with respect 
to income in any other manner derived from continental United States sources 
ln this connection your committee is glad to note that on April 29, 1959, the 
Virgin Islands government enacted Act No. 89o, amending Act No. 224 to elimi- 
nate the subsidy program with respect to securities and also designed to limit 
the subsidy program to income derived from sources outside the United States. 
Although this in large measure removes the aspects of the Virgin Islands subsidy 
program with which your committee was most concerned, it doubts the desirabil- 
ity of leaving the opportunity to the Virgin Islands to adopt such a program at 
any time in the future that it may see fit. 

For these reasons your committee in the first section of this bill, with two 
specified exceptions noted below, denies the right to the Virgin Islands to make 
any grant, subsidy, or other payment which has the effect either directly or 
indirectly of reducing tax liability incurred to the Virgin Islands under the 
Internal Revenue Code as made applicable to the Virgin Islands by the original 
Organic Act (the Naval Appropriations Act of 1921) or by section 28(a) of the 
Revised Organic Act of the Virgin Islands (approved in 1954). 

The first exception relates to United States or Virgin Islands corporations 
and, in general, provides that subsidies can be paid to these corporations under 
much the same conditions as those under which income tax exemptions are 
presently available in the case of U. S. corporations carrying on a trade or 
business in most other U. S. possessions (sec. 981 of the code). The second 
exception relates to citizens of the United States (both those who are citizens 
by reason of the Organic Act establishing the government in the possession and 
those who are citizens by reason of birth in the continental United States, 
naturalization, etc. ) who are bona fide residents of the Virgin Islands and permits 
the granting of subsidies in much the same manner as bona fide residents of 
Puerto Rico may claim an exemption from U. S. income tax with respect to their 
income derived fron& sources within Puerto Rico (sec. 988 of the code). In 
general terms, these exceptions permit the Virgin Islands to provide, through 
the subsidy program, what amounts to much the same treatment as that already 
provided by income tax exemptiou with respect to other possessions in the 
case of U. S. corporatious, or along the lines of the treatment provided residents 
of Puerto Rico in the case of citizen residents. This appeared to your com- 
mittee to be in accord with the purpose of the special tax treatment long 
accorded possessions of the United States, nan&ely, to encourage the development 
of the economic resources of the possessions by citizens of the United States or by 
U. S, corporations. 

More specifically, the extent to which subsidies may be granted to domestic 
or Virgin Islands corporations is limited to the portions of their income which 
these corporations derive from sources without the United States. In addition, 
t&vo income requirements must be met. First, to be eligible for this treatment 
80 percent or more of the corporation's income for the 8-year period preceding 
the close of the taxable year (or for the part of that period in which the corpora- 
tion carried on any trade or business within the Virgin Islands) must have been 
derived from sources within the Virgin Islands. Second, 50 percent or more of 
the gross income of the corporation for the same period of time must have 
been derived from the active conduct of a trade or business within the Virgin 
Islands. In making these computations all amounts received by these corpora- 
tions within the United States, whether or not actually derived from sources 
within or without the United States, are to be considered as being derived from 
sources within the United States. The effect of this is to deny any subsidV 
with respect to this portion of the tax payments made by the corporation as 
well as to treat this income as derived from sources without the Virgin Islands 
in the case of the 80 percent test 

The subsidv in the case of individuals is limited to citizens of the United 
States. This includes those who are citizens of the Uuited States by reason of 



being a citizen or resident of a possession, and by reason of birth or residence 
in a possession as well as all other citizens of the United States. However, the 
citizen must also have been a bona fide resident of the Virgin Islands during the 
entire taxable year in question. One who meets both the citizenship and resi- 
dence requirements may qualify for a subsidy payment to the extent his income 
is derived from sources within the Virgin Islands, However, there is one excep- 
tion to this rule: subsidy payments may not be made with respect to amounts 
received for services performed as an employee of the United States, or any 
agency of the United States, 

For the subsidy payments to be permitted, either in the ease of corporations 
or individuals, information must be supplied to the Secretary of the Treasury 
or his delegate to the extent. that he considers the information necessary in order 
to determine whether the individual or company receiving the subsidy properly 
qualifies. 

These amendments are to apply to tax liability for taxable years beginning 
on or after January 1, 1959. 

III. ESTATE AND GIFT TAX TREATMENT OF CERTAIN CITIZEN 
RESIDENTS OF POSSESSIONS 

Present law provides that upon the death of a citizen or resideut of the United 
States, an estate tax is to be imposed with respect to all property left by the 
decedent wherever situated except real property situated outside of the United 
States. In the case of the death of nonresidents who are not citizens of the 
United States, present law imposes aa estate tax only with respect to property 
situated in the United States. However, in the case of deaths of residents of 
U. S. possessions the courts have held that such residents fell in neither of the 
two above categories with the result that in these cases the imposition of the 
estate tax was avoided entirely. 

Ia Estate of Albert D. Smallmood, (11 T. C. 740; 1948) the Tax Court held that 
the estate of a citizen of the United States who resided in, and acquired citizen- 
ship in, Puerto Rico was not subject to estate tax as a citizen of the United 
States. Subsequently, in 1955 the Tax Court in Estate of Arth, or S. Eairchild 
(24 T. C. 408) held that the estate of a citizen of the United States resident in 
the Virgin Islands was not subject to the estate tax. In addition, in Estate of 
Rioero (19 T. C. 271, aff'd 214 F. 2d 60; 2d Cir. 1954) the courts have held that 
the estate of a citizen of Puerto Rico who was not. otherwise a citizen of the 
United States was not subject to the estate tax as a nonresident decedent aot 
a citizen of the United States. 

The results reached in these decisions are based on the theory that the United 
States does not extend its Federal tax system to possessions unless Congress 
expressly so provides and the courts have, therefore, held that Congress by not 
extending the scope of the estate tax had not extended the scope of the estate 
tax to include citizens of U. S. possessions whether or not they otherwise were 
U. S. citizens. The Internal Revenue Service not only followed these decisions 
but also believed that the legal conclusions upon which they were based were 
equally applicable to the gift tax. 

As a result of these decisions, Congress last year in the Technical Amendments 
Aet of 1958 made the estate and gift taxes specificall applicable in the ease of 
citizens of the United States who are residents of a possession but only if the 
citizen did not become a citizen of United States solely by being a citizen of 
a possession or solely by reason of his birth within a possession of the United 
States or solely by reason of his residence within the possession. (Hereafter 
those who attained U. S. citizenship solely as a result of one of these factors will 
for convenience be referred to as being a citizen of a U. S. possession. ) With re- 
spect to these citizens of United States who are residents of a possession but 
whose citizenship was not derived from citizenship in a U. S. possession, the estate 
and gift tax provisions were made applicable in the same manner as is generally 
true in the ease of citizens of the United States. As a result, such citizens who 
are residents of a possession are subject to U. S. estate tax with respect to all 
property, real or personal, tangible or intangible wherever situated, except real 
property situated outside of the United States. Similarly, in the case of the gift 
tax, such U. S. citizens who are residents of a possession at the time they make 
a gift are subject to gift tax with respect to all gifts of property which is real 
or personal, tangible or intangible and without regard to whether the property 
is situated within or without the United States. 

Although making the estate and gift taxes applicable to U. S. citizens who were 
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residents of a possession, if their citizenship arose other than from citizenship 
of a possession, Congress did not deal last year with the problem of those resi- 
dents of a possession whose citizenship was derived from the possession. 
problem was recognized last year but it was believed that further time was 
required for the study of the appropriate tax treatment for these citizens of a 
U. S. possession. 

Your committee in this bill recommends that these citizens of a U. S. possession 
be subject to the estate and gift tax imposed by the United States, in general, to 
the same extent as in the case of nonresidents not a citizen of the United States. 

The etXect of this, in the case of the estate tax, is to impose the U. S. estate tax 
with respect to the portion of the gross estate of these citizens of U. S. possessions 
who are residents of the possessions at the time of their death, only with respect 
to that part of their gross estate which at the time of their death is situated in 
the United States. For this purpose shares of stock held by the decedent are 
treated as propertv situated in the United States only if issued by a domestic 
corporation. On the other hand, property such as proceeds from life insurance 
and bank deposits, even though physically in the United States at the time of the 
decedent's death are not considered property situated within the United States 
unless the decedent was engaged in business in the United States at the time of 
his death. 

The $60, 000 estate tax exemption generally available to citizens of United 
States and to residents of United States is to be available to citizens of U. S. 
possessions only in the same proportion in which their gross estate situated 
within the United States bears to their total gross estate, except that in no 
case is the exemption to be less than $2, 000. This can be illustrated by a citizen 
of the Virgin Islands (or Puerto Rico) who died owning bonds valued at $45, 000 
vvhich were situated in the Virgin Islands (or Puerto Rico) and shares of U. S. 
corporations valued at $80, 000. In this case his gross estate situated in the 
United States is $80, 000 or 80/75ths of his entire gross estate. As a result, his 
exertsption in this case would be 60f 75ths of $60, 000 or $24, 000. 

In the case of the gift tax, this bill provides that a donor who is a citizen of a 
U. S. possession, as well as a resident of such a possession, is for purposes of this 
tax to be treated as a nonresident who is not a citizen of the United States. 
This means in the case of the gift tax that one of these citizens and residents 
of a U. S. possession at the tilne he makes a gift will be subject to the gift tax if, 
but only if, the property transferred is situated within the United States. For 
this purpose stock issued by a corporation is considered property within the 
United States only in the case of domestic corporations. 

The estate tax amendments made by this bill are to be effective with respect 
to decedents dying after the date of enactment of this bill. The gift tax amend- 
ments made by this bill are to be effective with respect to gifts made on or after 
the dale of enactment of this bill. 

This bill is being reported unanimously by your committee and is favored by 
the Treasury Department. 

s 

INCOME TA. X TREATMENT OF NON RE FUNDA. BLK 
CAPITAL CONTRIBUTIONS TO FEDERAL NATIONAL 
MORTGAGE ASSOCIATION 

[House Report No. 1662, Eighty-Sixth Congress, Second Session) 

[May 26, 1960] 
Ma. Mrzzs, from the Committee on Ways and Means, submitted the following 

report to accompany H. R. 7886. 
The Committee on Ways and Means, to whom was referred the bill (H. R 

7885) relating to the income tax treatment of nonrefundable capital contribu- 
tions to Federal National Mortgage Association, having considered the same, 

~' Sec. 8 of P. L. 86 — 779 (H. R. 10960), page 709, this Bulletin. 
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report favorably thereon with an amendment and recommended that the bill 
as amended do pass. 

The amendment is as follows: 
Strike out all after the enacting clause and insert the following: 

That, section 162 of the Internal Revenue Code of 1954 (relating to trade or 
business expenses) is amended by redesignating subsection (d) as subsection (e), 
and by inserting after subsection (c) the following new subsection: 

(d) CAPITAL CONTRIBUTIONS TO FEDERAL NATIONAL MORTGAGE ASSOCIATION. — 
For purposes of this subtitle, whenever the amount of capital contributions 
evidenced by a share of stock issued pursuant to section 308(c) of the Federal 
National Mortgage Association Charter Act (12 U. S. C. , sec. 1718) exceeds the 
fair market value of the stock as of the issue date of such stock, the initial holder 
of the stock shall treat the excess as ordinary and necessary expenses paid or 
incurred during the taxable year in carrying on a tra1le or business. 

SEO. 2. (a) Part IV of subchapter 0 of chapter 1 of the Internal Revenue 
Code of 1954 (relating to special rules as to basis of property) is amended by re- 
designating section 1054 as 1055, and by inserting after section 1058 the following 
new section: 

SEC. 1054. CERTAIN STOCK OF FEDERAL NATIONAL MORTGAGE ASSOCIATION. 

"In the ease of a share of stock issued pursuant to section 303 (c) of the Federal 
National Mortgage Association Charter Act (12 U. S. C. , sec. 1718), the basis of 
such share in the hands of the initial holder shall be an amount equal to the capi ~ 

tal contributions evidenced by such share reduced by the amount (if any) re- 
quired by section 162(d) to be treated (with respect to such share) as ordinary 
and necessarv expenses paid or incurred in carrying on a trade or business. " 

(b) The table of sections for such part IV is amended by striking out the last 
line and inserting in lieu thereof the following: 

"Sec. 1054. Certain stock of Federal National Mortgage Association. 
"Sec. 1055. Cross references. " 

SEc. 3. The amendments made by the erst section and section 2 of this Act 
shall apply with respect to taxable years beginning after December 31, 1959. 

I. SUMMARY OF BILL 

Financial institutions selling mortgage paper to the Federal National Mort- 
gage Association must subscribe to its common stock in an amount equal to 2 
percent of the mortgages sold. This stock, which is issued at a par value of 
$100, has been selling on the market at appreciably less than the issuance price. 

This bill provides that where FNMA stock is purchased under these condi- 
tions, any excess of the issuance price over the fair market value on the date 
of issuance is to be treated as an ordinary and necessary business expense in 
the year of purchase rather than as a part of the cost of acquiring the stock. 
The year of purchase for this purpose is to be the taxable year in which occurs 
the date of issuance rather than the date of payment. This treatment is to be 
available for taxable years beginning after December 31, 1959. 

A. bill (H. R. 7947) identical to this bill, except that it also applied in certain 
cases in past years, has previously been passed by this Congress but vetoed bv 
the President. The vetoed bill made the deduction described above available for 
prior years to which the 1954 code generally applied if for those past years the 
deduction did not result in a refund or credit. The President in his veto message 
stated that he was sympathetic with the objectives of the bill but indicated that 
he objected to the retroactive application of the proposed amendment, particu- 
larly in that it applied in some cases but not where it would result in refunds or 
credits. As noted above, this bill entirely removes the retroactive application of 
the provision to which the President objected. The Treasury Department has 
indicated that it has no objection to this bill in its present form. 

The bill has been reported unanimously by your committee. 

II. GENEPiAL STATEMENT 

The Federal National Mortgage Association is a mixed-ownership Federal 
corporation, having on January 1, 1960, preferred stock of $142, 820, 000 owned 
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by the Federal Government and comnion stock of $58, 819, 200 owned by more 
than 5, 800 different private shareholders. The Association was originally char- 
tered by Congress in 1988 and rechartered in 1954. One of its principal purposes 
is to supplement the general secondary market for home inortgages. As a result, 
when a financial institution such as a bank or other mortgage lender or investor 
desires to obtain more liquid funds, it may sell qualifying mortgages to the Fed 
eral National Mortgage Association. 

The 1954 act rechartering tbe Association provided, however, that the Associ- 
ation was to accumulate capital funds by requiring each mortgage seller to 
make payments of specified amounts of nonrefundable capital contributions to 
the Association in exchange for capital stock of the Association. Currently, the 
amount to be paid by a taxpayer-subscriber must equal 2 percent of the unpaid 
principal of the mortgages he is selling to the Association and for this the As- 
sociation issues stock on the first day of the succeeding month. 

Problems have arisen as to the tax treatment provided for this stock which 
must be purchased by a taxpaver when he sells mortgage paper to FNMA. The 
problems have arisen because, although there is a market for the FNMA stock, 
the market price is appreciably below the stock issuance price, currently the 
market price being around 55 percent of the issuance price. 

Taxpayer-subscribers generally have assumed that any excess of the issuance 
price over the market price of this stock represented an ordinary and necessary 
expense incurred in carrying on their trade or business since they acquired the 
stock in order to sell their excess supply of mortgage paper, In 1958, however, 
the Internal Revenue Service ruled (Rev. Rul. 58 — 41, 1958 — 1 CB 86) that no part 
of the purchase price of stock of FNMA constituted a deductible business ex- 
pense. Instead, it vvas held that tbe entire amount paid for the stock must be 
capitalized and treated as the cost of the stock so acquired. Thus, this ruling 
holds that there is no tax effect at the time of the purchase or issuance of the 
stock even though the market price of the stock then is substantially below the 
issuance price. Instead, the tax effect occurs only when the stock is sold by the 
taxpayer. 

Your committee believes that it is unfortunate to require the capitalization of 
these expenditures for FNMA stock by taxpayer-subscribers to the extent they 
represent the excess of purchase price over market price. Viewed from such a 
taxpayer's standpoint, the excess appears clearly to be expenditures which he 
must incur in order to sell the mortgage paper he holds. In view of this, your 
committee believes that such amounts should be treated as ordinary and neces- 
sary expenses incurred in carrying on a trade or business. This, of course, 
means that in the transaction which occurs when the stock is sold (usuallv a 
capital transaction) the basis of the stock should not include this amount pre- 
viously taken as a deduction. 

As a result, the bill adds a new subsection (d) to the section of existing law 
relating to the deductions of trade or business expenses (sec. 162). The new 
provision relates to the purchase of FNMA stock ~here this stock is purchased 
in order to sell mortgage paper to the Association. In such cases the bill pro- 
vides that any excess of the issue price of the stock over its fair market value 
on the date of issue is to be treated as an ordinary and necessary business ex- 
pense of that year in carrying on a trade or business. As a result, this excess 
will be a deduction against ordinary income of the taxpayer for the year the 
stock is purchased or issued. 

The bill also provides that the basis of the FNMA stock is to be reduced by the 
amount required to be deducted against ordinary income under the new provision. 
As a result, the taxpayer cannot, upon the sale of the stock, receive a tax benefit 
a second time for the amount previously deducted as an ordinary expense item 

This change is to be effective for taxable years beginning after December gl, 
1959. In making this statutory amendment, however, your committee intends 
no inferences to be drawn as to the tax treatment a. ccorded FNMA stock before 
the enactment of this provision. 

The Treasury Department has indicated that it has no objection to the bill 
as it is being reported unanimously by your committee. 



819 

[H. R. 12559] " 
REAL ESTATE INVESTMENT TRUSTS 

[House Report No. 2020, Eighty-Sixth Congress, Second Session] 

[June 28, 1960] 

Mr. MII. I. s, from the Committee on Ways and Means, submitted the following 
report to accompany H. R. 12559, 

The Committee on Ways and Means, to whom was referred the bill (H. R. 
12509) to amend the Internal Revenue Code of 1954 to provide a special method 
of taxation for real estate investment trusts, having considered the same, report 
favorably thereon with amendments and recommend that the bill as amended 
do pass. 

The amendments are as follows: 
Page 1, strike out lines 8 and 4. 
Page 1, line 7, after "chapter 1" insert "of the Internal Revenue Code of 1954". 
Page 4, line 16, strike out "share" and insert "shares". 
Page 5, line 8, after "years;" insert "and". 
Page 7, line 12, stril-e out "(b), " and insert "(c), ". 
Page 7, line 15, after "accrued" insert ", directly or indirectly, ". 
Page 8, line 9, strike out "person. " and insert "person; and". 
Page 8, lines 11 and 12, strike out "trust or association" and insert "real 

estate investment trust". 
Page 6, line 15, strike out "or association". 
Page 9, strike out lines 6 to 11, inclusive, and insert: 

For purposes of para. graphs (2) and (8), the rules prescribed by section 
818(a) for determining the ownership of stock shall apply in determin- 
ing the ownership of stock, assets, or net profits of any person; except 
that '10 percent' shall be substituted for '50 percent' in subparagraph 
(C) of section 818(a) (2). 

Page 18, strike out line 28 and all that follows through line 18 on page 14, 
and insert: 

"(c) REsTRIcTIoN8 APPLIcxBLK To DIvIDENDs REGEIvEO FRUM REAL E$TATE 
IvvssTMENT TRUsTs. — For purposes of section 84(a) (relating to credit for 
dividends received by individuals), section 116 (relating to an exclusion for 
dividends received by individuals), and section 248 (relating to deductions for 
dividends received by corporations), a dividend received from a real estate in- 
vestment trust which meets the requirements of this part shall not be considered 
as a dividend. 

"(d) EaaNINos &NO PSOPIPS. — The earnings and profits of a real estate in- 
vestment trust for any taxable year (but not its accumulated earnings and 
profits) shall not be reduced bv any amount which is not allowable as a deduc- 
tion in computing its taxable income for such taxable year. For purposes of 
this subsection, the term 'real estate investment trust' includes a domestic un- 
incorporated trust or association which is a real estate investment trust deter- 
mined wihout regard to the requirements of subsection ( a) . 

Page 16, line 2, after "chapter 1" insert "of the Internal Revenue Code of 
1954. " 

Page 16, line 15, after "chapter 1" insert "of such Code". 
Page 16, strike out lines 16 and 17 and insert: 
by inserting- 
and real estate investment trusts 
after— 
Regulated investment companies. 
Page 16, line 18, after "Section 11(d) (8)" insert "of such Code". 
Page 16, line 21, after Section 84(c)" insert "of such Code". 
Page 17, line 8, after "Section 116(b)" insert "of such Code". 
Page 17, line 18, after "Section 248(c)" insert "of such Code". 

» Sec. 10 of P. L. 86 — 779 (H. R. 10960), page 709, this Bulletin. 
585726' — 61 58 
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Page 17, line 21, strike out "any" and insert "Any". 
Page 18, line 1, after "Secti&m 818(b)" insert "of such Code". 
Page 18, strike out lines 7, 8, and 9, and insert: 
(6) section 856(d) (relating to definition of rents from real property in the 

ease of real estate investment trusts ) . 
Page 18, line 10, after "Section 443(d)" insert "of such Code". 
Page 18, strike out lines 16 aud 14, and insert: 
(5) The taxable income of a real estate investineut trust, see section 857(b) 

(2) (D). 
Page 18, line 15, after "Section 1504(b) (6)" insert "of such Code". 
Page 18, strike out lines 18 and 19, and insert: 
SEC. 8. EFFECTTVE DXTE. 
The ainendments made by sectious 1 and 2 of this Act shall apply with 

respect to 
I. SUMMARY STATEMENT 

H. R. 12559 provides substantially the same tax treatment for real estate 
investment trusts as present law provides for regulated investmeut companies, 
Real estate trusts are organizations specializing in investments in real estate 
aud real estate mortgages, while the regulated investment companies specialize 
in investments in stocks and securities. Under present lavv regulated investment 
compauies which distribute 90 percent or more of their ordinary income are taxed 
only on their retained earnings. Thus, the distributed earnings of these com- 
panies are taxed only to the shareholders. This same type of tax treatment 
is accorded by this bill to real estate investment trusts. This bill restricts this 
"pass through" of the income for tax purposes to what is clearly passive income 
from real estate investments, as contrasted to income from the active operation 
of businesses involving real estate. 

This bill has been reported unanimously by your committee and the Treasury 
Department has indicated that it has no objection to the passage of this 
bill. 

II. REASONS FOR THE BILL 

In the case of regulated investment companies, individuals desiring to invest 
in stocks and securities pool their funds by buying shares in iuvestment com- 
panies, which in turn invest these resources in stocks and securities of operating 
companies. 

These companies investing in stock and securities are known as regulated 
investment companies if they meet various requirements with respect to asset 
diversification, capital structure, and operations. Such companies if they dis- 
tribute at least 90 percent of their ordinary income are taxed only ou their 
undistributed income. Dividends paid by such companies generally are taxed in 
the usual manner to shareholders, except that dividends arising from capital 
gains realized by the compauy receive capital gains treatment in the hands of 
the recipient and dividends, which to an important degree are attributable to 
interest or other nondividend income, are, to the extent of that portion of the 
distribution by the regulated investment company, not eligible for the dividends 
received credit, exclusion, or deduction. 

The omission of the corporate income tax in the case of distributed earnings, 
which present lavv provides for regulated investment companies, secures for 
investors in these companies essentially the same tax treatment as they would 
have received if they had invested directly in the operating companies. H. R. 
12559 extends this saiue type of tax treatmeut to real estate investment trusts 
specializing in investments in real estate equities and mortgages as distinct from 
the stock and security holdings of regulated investment companies. Thus this 
secures for the trust beneficiaries the same type of tax treatment they would 
receive if they held the real estate equities aud mortgages directly and, therefore, 
equates their treatment with that accorded investors in regulated investment 
companies. 

Your committee believes that the equality of tax treatment between the bene- 
ficiaries of real estate investment trusts and the shareholders of regulated invest- 
ment companies is desirable since in both eases the methods of investment con- 
stitute pooling arrangements whereby small investors can secure advantages 
normally available only to those with larger resources. These advantages in- 
clude the spreading of the risk of loss by the greater diversification of investment 
which can be secured through the pooling arrangements; the opportunity to 
secure the benefits of expert investmcut counsel; and the means of collectivelv 
financing projects ivhich the investors could not undertake singly. 



In addition to providing equality of tax treatment between the trust bene- 
ficiarie and the investment company shareholders, your committee believes it 
is also desirable to remove taxa. tion to the extent possible as a factor in deter- 
mining the relative size of Investments in stocks and securities on one hand, and 
real estate equities and mortgages on the other. This is particularly important 
at the present time because of the shortage of private capital and mortgage 
money for individual homes, apartment houses, offiee buildings, factories, and 
hotels. At the present time the financing of these real estate equities and 
mortgages is dependent largely on Government-guaranteed money, and invest- 
ments by special groups, such as insurance companies and pension trusts. 

It has sometimes been argued that real estate investment trusts differ froru 
regulated investment companies in that the income of the latter already has been 
subjected to income tax while the income of the former has not. This refers 
to the fact that the dividend income of the regulated investment company 
already has been taxed as a part of a corporation's income before it was received 
by the regulated investment company while the rental income received by the 
real estate trust has not. 

This overlooks the fact that the interest income of regulated investment com- 
panies, as well as their capital gain income, has uot previously been subjected 
to the corporate income tax. 31oreover, this interest income is an important 
element in the portfolios of these companies. This absence of a prior tax in 
the case of a significant portion of the income of regulated investment companies 
demonstrates that the concept of a regulated investment company is not to 
impose, or retain, any speeified number of taxes with respect to income, but 
rather to accord individuals of small means an opportunity to pool their invest- 
ments in one of these companies, yet receive the same treatment as those of 
greater wealth can obtain by direct investments. 

As is pointed out in the next part of this report, H. R. 12559, to the full extent 
feasible, makes the requirements and conditions now applicable to regulated 
investment trusts, applicable to the real estate investment trusts. In addition, 
your committee has also tal-en care to draw a sharp line between passive invest- 
ments and the active operation of business, and has extended the regulated 
investment company type of tax treatment only to income from the passive 
investments of real estate investment trusts. Your committee believes that any 
real estate trust engaging in active business operations should continue to be 
subject to the corporate tax in the same manner as is true in the ease of similar 
operations carried on by other comparable enterprises. 

III. GENERAL EXPLANATION OF THE BILL 

A. Definition of Real Estate fnuestment Trust 
1. General requirements. — In general terms, real estate investment trusts are 

defined as unincorporated trusts or associations meeting certain general require- 
ments and, in addition, meeting a series of requirements as to amounts of various 
types of gross income and as to types of investments. Most of these require- 
ments are similar to requirements now applying in the case of regulated invest- 
ment companies but are adapted to real estate, rather than stock, investments. 
The general requirements include provisions that the trusts be managed by 
trustees, have transferable shares or certificates of beneficial interest, and that 
they be a type of organization which would be taxed as an ordinary domestic 
corporation in the absence of the provisions of this bill. These are the commonly 
accepted characteristics of real estate trusts. 

The bill also provides that: the beneficial ownership of qualifying real estate 
trusts must be held by 100 or more persons; the trust, apart from the nature 
of its gross income, must not be a personal holding company (Le. , no fire in- 
dividuals may directly or indirectly own more than 50 percent of the trust); 
it must elect to be treated as a real estate investment trust; and it may not holtl 
any property primarily for sale to customers in the ordinary course of its 
trade or business. 

Three of the above requirements are similar to conditions which must be met 
bv regulated investment companies. The 100-or-more ownership test, is sub- 
stantially the equivalent of a requirement which regulated investment companies 
must meet in complying with the Investment Company Act of 1940. The test 
whicl! requires the trust not to be a personal holding company, apart from the 
gross income requirement, also is derived from the requirement that a regulated 
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investment company may not be a personal holding company. In addition, the 
provision as to the election is substantially the same as a provision applying 
at present to regulated investinent conipanies. 

The requirement that the trust not hold property primarily for sale to cus- 
tomers in the ordinary course of its trade or business is designed to make sure 
that the trust, does not engage in an active business enterprise, Another provi- 
sion of this type is discussed further below. 

2. Irrcome requirements. — The income requirements, all of which must be met 
by a qualifying real estate trust, are divided into three categories. The first 
of these tests provides that 90 percent or more of a trust's gross income must be of 
the type specified if it is to qualify. The types of income which qualify for 
the 90-percent test are dividends; interest; rents from real property; gains 
from the sale of stock, securities, and real property: and abatements and refunds 
of taxes on real property. This provision is substantially the same as the 
present 90-percent test provided for regulated investment companies, except 
for the addition of the various types of income derived from real property. 

The second income test provided for real estate trusts is entirely new; there 
is no corresponding provision for the re. ulated investment companies. Under 
this test at least 7o percent of the trust's income must, in one manner or another, 
be derived from real property. The types of income within the 75 percent cate- 
gory include rents from real property, interest on obligations secured by mort- 
gages on real property, gain from the sale of real property, dividends and other 
distributions from other real estate trusts qualifying under this bill, and abate- 
ments and refunds of taxes on real property. 

The interaction of the 90-percent and 75-percent tests requires at least 75 per- 
cent of the trust's income to be derived from real property; another 15 percent 
must be derived either from real property or from sources from which a regu- 
lated investment company would be required to derive most of its income. 

The third income requirement is concerned with relatively short-term gains 
from the sale of property. This test provides that short-term gains on security 
sales and gains on the sale of real property held for less than 4 years (apart 
from involuntary conversions) must represent less than 30 percent of the trust's 
gross income. This provision is somewht similar to a provision in present law 
applying to regulated investment companies. The 30 percent in the case of the 
trust applies to sales of real property held for less than 4 years and to sales of 
securities held for less than 6 months, while that for regulated investment com- 
panies in present law applies only to sales of securities held for less than 3 
months. 

The application of the 30 percent limitation in the case of gross income which 
may be derived from the sale of real property held for less than 4 years, in con- 
junction with the general requirement that the trust must not hold any property 
primarily for sale to customers in the ordinary course of its trade or business 
will give assurance of qualifying little, if any, income from trading in real prop- 
erty, thus substantially restricting these transactions to sales of investment 
property. 

3. Inrrestment requirements. — Two tests as to the nature of their investments 
must also be met by qualifying real estate investment trusts. Both of these tests 
are somewhat similar to tests which must be met by regulated investment com- 
panies. The first test is designed to give assurance that the bulk of the trusts' 
investments are in real estate: this requires that 75 percent of the value of its 
assets be in real estate assets, cash and cash items and Government securities. 
The second test is designed to provide diversification in any of the trust invest- 
ments other than the real estate assets (or cash, cash items, or Government securi- 
ties): this test requires that not more than 25 percent of the value of the trusts' 
assets may be represented by securities (other than those described above) of any 
one issuer in an amount greater in value than 5 percent of the trusts' total assets 
and not more than 10 percent of the voting securities of the issuer. 

Rules are provided to niake sure that a real estate trust does not become dis- 
qualified under these investment tests because of changes in values of propertv 
after acquisitions. The rules also provide that where disqualification otherwise 
would occur because of the purchase of property this disqualification can be 
overcome if the investment tests are met within 30 davs after the close of the 
calendar quarter in question. 

$. Defirrition of rents from real property. — One of the principal purposes of 
your committee in imposing restrictions on types of income of a qualifying real 



estate investment trust is to be sure that the bulk of its income is from passive 
income sources and not from the active conduct of a trade or business. This, for 
example, accounted for the limitation in the general provisions providing that the 
trust must not hold any property primarily for sale to customers in the ordinary 
course of its trade or business. This interest in restricting the income of the 
trust to that of a passive nature also accounts for two of the restrictions pro- 
vided in the definition of "rents from real property. " This definition is impor- 
tant because such rents are one of the principal types of income allowed under 
the 90-percent and 75-percent gross income tests. 

One of the restrictions provided to limit this income to that of a passive na- 
ture, specifies that rental income from real property does not include amounts 
received from such property where the determination of. this amount depends 
in whole or in part on the income or profits derived from the property. This 
gives assurance that no profit-sharing arrangement will in efiect make the trust 
an active participant in the operation of the property. 

An exception to the general rule is provided for amounts based on a fixed 
percentage or percentages of receipts or sales since these are customary types 
of rental contracts and are not generally considered related to the profit or loss 
of the lessee. Generally speaking, therefore, rents received from real property 
would not be disqualified solely by reason of the fact that the rent is based on a 
fixed percentage of total receipts or sales of the lessee. 

A second restriction, intended to limit the definition of rents from real prop- 
erty to those of a passive nature, excludes from the definition amounts where 
the trust directly furnishes or renders services to the tenants or manages or 
operates the property. However, the bill permits these services, or management 
or operation of the property to be provided through an independent contractor. 
The independence of the contractor is assured by providing that: The trust may 
not receive any income from the contractor; the contractor may not own more 
than a 85 percent interest in the trust; and not more than 85 percent of the 
stock (or voting power) of a corporate contractor (or interest in the assets 
and profits if not a corporation) can be held by a person or persons holding a 85 
percent or greater interest in the trust. 

Still a third restriction provided in the case of rents from real property ex- 
cludes from the definition of rents amounts received from any person if the 
trust has an interest of 10 percent or more in the assets or profits of that person. 
This prevents the avoidance of the restrictions described above with respect to 
rents from real property through the device of setting up a related organization. 
It also forecloses the opportunity of any substantial relationship between the 
trust and the business of any tenant. 
B. Taaation of Rea/ Estate Ineestn&ent Trusts and Their Beneficiarie 

As has been previously indicated, this bill provides the regulated investment 
company type of tax treatment in the case of real estate investment trusts which 
distribute 90 percent or more of their ordinary taxable income (exclusive of net 
long-term and short-term capital gains). Any amount in excess of the 90 percent 
which the trust retains, however, is to be subject to the regular corporate income 
tax. 

The real estate investmeut trust taxable income which is distributed will be 
taxable to the beneficiaries as ordinary income. No dividend received deductions, 
credits or exclusions will be allowed even for the portion of the trust income re- 
ceived as dividends, since the purpose of these provisions is to encourage the 
investment in rental real estate and real estate mortgages. Capital gains of the 
trust, however, to the extent thev are distributed, are to be taxed at the benefi- 
ciary level as long-term capital gains rather than as ordinary income. No provi- 
sion. is made, however, to extend to real estate investment trusts the procedure, 
presently available for regulated investment companies, whereby capital gains 
which are not distributed can be taxed to the beneficiaries rather than to the 
trust. 

As is similarily provided in the case of regulated investment companies, 
where a share or interest in a real estate investment trust is held for 80 days 
or less any loss on the sale or exchange of the share or interest, to the extent 
of any capital gain dividend received in the 80-day period, is to be a long-term 
capital loss. 

The treatment outlined above for real estate investment trusts is substantially 
that now provided in the case of regulated investment companies although there 



are several differences, such as the variations noted above in the treatment of 
dividend income and undistributed capital gains, and also the absence of any 
provision permitting companies specializing in foreign investments to pass on 
the benefits of any foreign tax credit to their shareholders. 

The provisions of this bill are to apply as of taxable years beginning after 
December 31, 1960. 

IV. TECHNICAL EXPLANATION OF THE BILL 

This bill amends subchapter M of chapter 1 of the code by adding a part 11 
thereto which provides a special method of taxation for real estate investment 
trusts. 

New section 856 (a) defines a real estate investment trust as an unincorporated 
trust or association (1) which is managed by one or more trustees, (2) the bene- 
ficial ownership of which is evidenced by transferable shares, or by transferable 
certificates of beneficial interest, (3) which (but for the provisions of this new 
pt. II) would be taxable as a domestic corporation, (4) which does not hold any 
property primarily for sale to customers in the ordinary course of its trade or 
business, (5) the beneficial ownership of which is held by 100 or more persons, 
(6) which would not be a personal holding company (as defined in sec. 542) 
if all of its gross income constituted personal holding company income (as de- 
fined in sec. 543) and (7) which meets certain specified gross income and other 
requirements. 

Subsection (b) of section 856 provides that to qualify under subchapter ill, 
the trust must meet the conditions described in items (1) through (4) above 
during the entire ta~able year of the truest, while the condition described in item 
(5) must be met during at least 335 days of a taxable year of 12 months, or 
during a proportionate part of a taxable year of less than 12 months. 

Under section 856(c) (1) the provisions of the bill will not apply unless the 
trust elects to be treated as a real estate investment trust. It must also meet 
the gross income, diversification, and distribution requirements under sec- 
tion 856(c). 

The gross income requirements of section 856(c) are divided into three cate- 
gories. First, under section 856(c) (2), at least 90 percent of the trust's gross 
income must be derived from dividends, interest, rents from real property, gains 
from the sale or other disposition of stock, securities, and real property (in- 
cluding interests in real property and interests in mortgages on real property), 
and abatements and refunds of' taxes on real property. This corresponds to the 
90 percent income test provided for regulated investment companies. 

Under the second gross income test (provided by sec. 856(c) (3) ) at least 75 
percent of the trust's gross income must be derived from real property; that is, 
from rents from real property, from interest on obligations secured by mortgages 
on real property or on interests in real property, gain from the sale or other dis- 
position of real property (including interests in real property and interests in 
mortgages on real property), dividends or other distributions on and gain from 
the sale or other disposition of, transferable shares in other qualifving real 
estate investment trusts, and abatements and refunds of taxes on real property. 

The third gross income requirement (provided by sec. 856(c) (4) ) relates to 
the sale or other disposition of stock, securities, and real property. Dnder this re 
quirement, the aggregate of the gains from the sale or other disposition of stock 
or securities held for less than 6 months and gains on the sale or other disposition 
of real propertv (including interests in real property) held for less than 4 years 
(and not involuntarily converted within the meaning of sec. 1033) must represent 
less than 30 percent of the trust's gross income. For the purpose of this test 
losses are not netted with gains. 

Under section 856(c) (5) at the close of each quarter of the taxable year at 
least 75 percent of the value of the trust's total assets must be represented by 
real estate assets, cash and cash items (including receivables), and Government 
securities. Further, at the close of each quarter of the taxable year not more 
than 25 percent of the value of the trust's total assets may be represented by 
securities of other corporation's limited in respect of any one issuer to an 
amount not greater in value than 5 percent of the value of the trust's total 
assets and to not more than 10 percent of the outstanding voting securities of 
the issuer. Paragraph (5) also provides that variations from the required 
percentages resulting from mere fluctuations in the value of any security or 
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other property shall not result in the loss of status of a real estate invest- 
ment trust. Also, failure to meet these asset requirements at the end of 
any quarter by reason of acquisitions of any security or other property during 
such quarter shall not cause the trust to lose its status as a real estate investment 
trust if such discrepancy is eliminated within 80 days after the close of such 
quarter. This provision is similar to that in section 851(d) relating to regulated 
investment companies. 

Section 856(c) (6) defines the terms "value, " "real estate assets, " and "interest 
in real property. " The definition of "value" is consistent with the definition of 
the same term in section 851(c) (4) (relating to regulated investment companies) 
with such changes as are necessary to adapt it to the conditions laid down with 
respect to real estate investment trusts. "Real estate assets" are defined as 
including not onlr real property but interests in real property and interests in 
mortgages on real property as well as shares (or transferable certificates of 
beneficial interest) in other real estate investment trusts which meet the re- 
quirements of the new part II. The term "interest in real property" is defined 
to include fee ownership and coownership of land or improvements thereon and 
leaseholds of land or improvements thereon, but does not include mineral, oil, 
or gas royalty interests. All other terms are to have the same meaning as when 
used in the Investment Company Act of 1940, as amended. 

Section 856(d) defines "rents from real property. " Restrictions and limita- 
tions are provided in the definition to prevent income from active business op- 
erations from being included therein. This is designed to insure that active 
business income is not to be given "conduit" tax treatment. Specifically, under 
section 856(d) (8), the term "rents from real property" does not include amounts 
received with respect to real property if the trust furnishes or renders services 
to the tenants of the property or manages or operates the property, other than 
through an independent contractor from whom the trust itself does not derive or 
receive any income. If anv services are performed for tenants, or if manage- 
ment fees are received therefor, these services must be performed and these 
fees must be received by an independent contractor rather than by the real 
estate investment trust itself. This provision is not intended to require the 
trustees to delegate or contract out their fiduciary duty to manage the trust, as 
distinguished from the servicing and the operation of the building, or buildings, 
owned by the trust. The requirement that the trust not receive any income from 
the independent contractor requires that the relationship between the two be an 
arm's length relationship. In furtherance of this objective, the term "inde- 
pendent contractor" is specifically defined in section 856(d) (8). Under that 
definition, the independent contractor cannot own more than 85 percent of the 
shares, or certificates of beneficial interest, in the trust; and one or more persons 
owning more than 85 percent or more of the trust cannot own more than 85 
percent of the stock, assets, or net profits of the "independent contractor. " 

Section 856(d) (2) prevents any subst'antial relationship between the trust 
and the business of any tenant by excluding from the definition of rents from 
real property amounts received from any person if the trust has an interest of 
10 percent or more in the stock, assets, or net profits of that person. 

The rules prescribed by section 818(a) are made applicable in determining 
ownership of stock, assets, or net profits for purposes of section 856(d) (2) 
and (8), except that "10 percent" is substituted for the "50 percent" in section 
818(a) (2) (C). 

Furthermore, section 856(d) (1) excludes from the definition of "rents from 
real property" any amount derived from real property if the determination of 
such amount depends in whole or in part on the income or profits derived by any 
person from such property. An exception is provided for amounts based on a 
fixed percentage or percentages of receipts or sales of the lessee (whether or 
not adjusted for such items as returned merchandise, or Federal, State, or local 
sales taxes). It is not intended to disqualify rents under situations where the 
lease provides for differing percentages of receipts or sales from diiTerent de- 
partments or from separate floors of a retail store, for example, so long as each 
percentage is fixed at the time of entering into the lease. 

However, the fact that a lease is based upon a percentage of total receipts 
would not necessarily qualify the amount received or accrued as "rent from real 
property. " Thus, for example, an amount would not qualify as rent from real 
property if the lease provides for an amount measured by varying percentages 
of receipts and the arrangement does not conform with normal business prac- 



tices where rental percentages are based on receipts but is in reality used as 
a means of basing the rent on inconie or profits. 

Section 857 sets forth the method of taxation of real estate investment trusts 
and their beneficiaries. Section 857(b) (1) imposes the corporate incoine tax 
prescribed in section 11 on the real estate investment i. rust's taxable inconle. 
The definition of real estate investment trust taxable income is given in section 
85i (b) (2), The definition follows that used for regulated investnient coinpanies 
in 852(b) (2). The taxable income of the trust is adjusted as follows: a de 
duction is permitted for dividends paid (other than capital gains dividends), 
the excess of net long-term capital gains over net short-term capital losses is 
excluded, the corporate deductions provided in part VIII (cxcept sec. 248) of 
subchapter B are not allowed, section 443(b) is disregarded and the net, opera 
tion of loss deduction provided in section 172 is not allowed. Section 857(b) ig) 
provides for the imposition of a 25 percent tax in the ease of the trust on the 
excess of the net long-terra capital gains over the sum of the net short-term 
capital loss and the deduction for dividends paid (as defined in sec. 561) deter- 
mined with reference to capital gains dividends only. Section 857(b) (3) (B) 
provides that a capital gain dividend (which is defined in sec. 857(b) (3) (C)) 
shall be treated by the shareholder or holders of beneficial interests as a gain from 
the sale or exchange of a capital asset held for more than 6 months. Section 
857(b) (4) contains a restriction relating to losses on the sale or exchange of 
stock or interests in real estate investinent trusts held for less than 31 days 
similar to that provided with respect to regulated investment companies. In such 
ease any loss on the sale or exchange of a share or interest, to the extent of auy 
capital gain dividend received during that period, is to be treated as a long-term 
capital loss. 

The tax treatment for real estate investment trusts and their shareholders 
as just specified is limited by section 857(a) to a real estate investinent trust 
with respect to which the deduction for dividends paid during the taxable vear 
(as defined in sec. 561 of the Code, but witliout regard to capital gains dividends) 
equals or exceeds 90 percent of its real estate investment trust taxable income 
(computed without reganl to the deduction for dividends paid). The trust must 
also comply with regulations prescribed by the Secretary or his delegate for the 
purpose of ascertaining actual ownership of shares of certificates of beneficial 
interest. 

Section 857(c) provides that dividends received from real estate investment 
trusts meeting the requirements of the new part II shall not qualify for the 
credit for dividends received by individuals (sec. 34), for the exclusion of 
dividends received by individuals (sec. 116), or for the deduction for dividemls 
received liy corporations (sec. 243). 

Section 857(d) provides that a real estate investment trust's earnings and 
profits for any taxable year (but not its accumulated earnings and profits) 
are not to be reduced by aniounts w'hich it cannot deduct in coinputing its 
taxable inconie, 

Section 858 is substantially the same as section 8ofi. It provide. . rules under 
which dividends paid by a real estate investment trust after the close of its 
taxable year may be deemed to have been paid during such taxable yea. r. 

Section 2 of the bill contains a number of technical amendments. It makes 
conformiiig amendments to sections 34, 116, and 243 of the code to exclude from 
the benefits of those sections dividends received from a real estate investment 
trust which for the taxable years of the trust in ivhich the dividends are paid 
(or are deemed to have been paid under sec, 858) qualify under part II of sub- 

chapter M for conduit treatment. Thus, for example, trust W qualifies as a 
real estate investment trust under subchapter M for the taxable year ending 
December 31, 1061. In February 1062, the W trust declares and pays an 
ordinary dividend to its shareholders. The trust makes an election under 
section 8o8 to treat that dividend as having been paid during 1061 so that it 
can meet the 00-percent income distribution requirement of section 857(a) for 
1961. Whether or not the W trust qualifies in 1962 as a real estate investment 
trust under subchapter M, the dividend which it paid in February 1962 and which 
related to the taxable year 1061 (by reason of sec. 858) is not considered a 
dividend for purposes of the dividend received credit, exclusion, or deduction 
under section 34, 116, or 243, respectively. 
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[H. R. 12086] " 
DIVIDENDS RECEIVED DEDUCTION FOR DIVIDENDS 

PAID B Y A. FOREIGN CORPORATION FROM EARN- 
INGS AND PROFITS ACCUilIULATED BY A DOMESTIC 
CORPOR ATION 

[House Report No. 2101. Eighty-Sixth Congress, Second Session] 

[ august 15, 1900] 

llr. BIILLS, from the Committee on Ways and lleans, submitted the following 
report to accompany H. R. 12080. 

The Committee on Ways and lleans, to whom was referred the bill (H. R. 
12080) to ameml section 902 of the Internal Revenue Code of 1954 with respect 
to foreign taxes paid by certain predecessor corporations, having considered 
the same, report favorably thereon with amendments and recommend that the 
bill as amended do pass. 

The amendments are as follows: 
Strike out all after the enacting clause and insert: 

That section 248 of the Internal Revenue Code of 1954 (relating to deduction for 
dividends received by corporations) is amended by adding at the end thereof 
the following new subsection: 

"(d) CERTAIN DIYIDKNDs FRQM FoREIGN CoRPQRATIoNs. — For purposes of 
subsections (a) and (b) of this section and for purposes of section 245, any 
dividend from a foreign corporation from earnings and profits accumulated by 
a domestic corporation during a period with respect to which such domestic 
corporation was subject to taxation under this chapter (or corresponding pro- 
visions of prior law) shall be treated as a dividend from a domestic corporation 
which is subject to taxation under this chapter. " 

SEc. 2. Section 801(a) (2) of the Internal Revenue Code of 1954 (relating to 
treatment of dividends as income from sources within the United States) is 
amended by stIWing out the period at the end of subparagraph (B) and 
inserting in lieu thereof ", or", and by adding after subparagraph (B) the fol- 
lowing new subparagraph: 

"(C) from a foreign corporation to the extent that such amount is re- 
quired by section 248(d) (relating to certain dividends from foreign cor- 
porations) to be treated as dividends from a domestic corporation which 
is subject to taxation under this chapter, and to such extent subparagraph 
(B) shall not apply to such amount. " 

SEc. 8. The amendment made by the first section of this Act shall apply to 
dividends received after December 81, 1959, in taxable years ending after such 
date. 

Amend the title so as to read: 
A bill to amend the Internal Revenue Code of 1954 with respect to 

certain dividends paid by foreign corporations. 

I. SUMMARY OF BILL 

This bill provides that the 85-percent intercorporate dividends received de- 
duction is to be available when a foreign corporation pays a dividend out of 
its earnings and profits if they were accumulated by a predecessor domestic 
corporation which was subject to the regular U. S. corporate income tax when 
these earnings mere accumulated. This amendment is to apply to distributions 
received after December 81, 1959, in taxable years ending after that date. 

The Treasury Department has indicated that it does not object to the enact- 
ment of this bill, and this bill has been reported unanimously by your committee. 

II. GENERAL STATEMENT 

Under present law when a U. S. corporation has a domestic subsidiary which 
operates abroad, this subsidiarv is taxed currently by the United States on its 

"Sec. 8 of P. L. 86 — 779 (H. R. 10960), page 709, this Bulletin. 
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foreign source income, after the allowance of a credit against the U. S. tax (as 
tentatively computed) for the foreign taxes it has paid. If the subsidiary 
and the U. S. parent corporation file a consolidated return, the taxable income 
of the group is computed on a combined basis, in effect ignoring any dividends 
paid by the subsidiary to the parent in computing the consolidated taxal&le 
income. In such a case generally an additional tax must be paid equal to 2 
percent of the consolidated taxable income of the afilliated group. If on the 
otlier hand separate returns are filed by the domestic subsidiary and its parent, 
each pays a separate tax based upon its own income and any dividends paid 
by the subsidiary to its parent are included in the latter's taxable income but 
offset by a deduction equal to 85 percent of the dividend income. Thus in this 
case iu effect 15 percent of the dividend income is included in the tax base of 
tile pal'ellt. 

The attention of your committee has been called to a hardship which may 
arise where one of these domestic subsidiaries operating abroad, by means of 
a tax-free exchange approved by the Internal Revenue Service, is reincorporated 
as a foreign corporation under the laws of a foreign country, or is merged into 
a foreign corporation. In such cases the earnings and profits of the domestic 
subsidiary, which have not already been paid out as dividends, are carried over 
to the foreign corporation as accumulated earnings and profits of that corpora- 
tion. For such a reincorporation or merger to occur without imposition of a 
capital gains tax, it must be established to the satisfaction of the Secretary of 
the Treasury or his delegate that the exchange involved is not in pursuance 
of a plan having as one of its principal purposes the avoidance of Federal income 
taxes (sec. 8f&7). In the cases called to the attention of your committee the 
businesses were required to incorporate in the foreign country involved because 
the foreign country required businesses of the type in ivhich the taxpayer was 
engaged to be carried on by corporations organized in that country. 

The difficulty arises in such a situation with the tax treatment accorded 
dividens paid out of the earnings and profits of the business, accumulated 
during the period it was a domestic corporation, which had been transferred to 
the foreign corporation. Under present law when earnings and profits of a 
foreign corporation are distributed to a U. S. corporation, generally no inter- 
corp&&rate dividends received deduction is available, since in the usual case these 
earnings and profits have not previously been subject to U. S. tax. Instead, 
a foreigu tax credit is available to the U. S. corporation for foreign taxes paid 
by the foreign corporation to the extent they are attributable to the dividend 
income. In the types of cases in question, however, the foreign corporations did 
not theniselves pay any foreign taxes with respect to these particular earnings 
and profits (instead, the foreign taxes on these earnings and profits were paid by 
a predecessor corporation which was a domestic corporation). As a result, 
under present law such earnings and profits, when distributed by the foreign 
corporation to its domestic parent, are fully subject to U. S. tax with no credits 
being available for any foreign taxes paid by the predecessor corporation. More- 
over, this double taxation of these earnings and profits by the United States 
(once to the predecessor domestic corporation and a second time to the parent 
when it receives dividends from the foreign corporation) occurs without any 
relief through the application of a 85 percent intercorporate dividends received 
deduction. 

Your committee's bill relieves this double U. S. taxation by providing the sanie 
tax treatment which would have applied upon distribution of these earnings 
and profits by one of these foreign corporations, had it reinained a domestic 
corporation. That is, this bill provides that the 85 percent intercorporatc divi- 
dends received deductiou is to be available for any dividend received from a 
foreign corporation where the dividend is paid out of earnings and profits which 
were accumulated by a domestic corporation during a period when the domestic 
corporation was subject to the regular U. S. corporate income tax. This will, 
therefore, treat these earnings and profits accumulated by a predecessor domestic 
corporation in the same manner as if the business had not been required to 
obtain a foreign charter and instead had, at the tinie it paid the dividends, 
remained a doniestic corporation. 

In determining the extent to which the foreign corporatoin is paying dividends 
out of accumulated earnings and profits initially accumulated by the domestic 
corporation, the present rules applicable to foreign corporations are to apply, 
i. e. , any dividends paid insofar as paid out of accumulated earnings and profits 
are to first be considered as paid out of the most recently accumulated earnings 
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and profits (without regard to the time such earnings and profits were first 
attributed to the foreign corporation) . 

Your committee's bill also amends the code (sec. 861(a) (2) ) to provide that 
income eligible for the intercorporate dividends received deduction under the 
provision described above is to be treated as domestic income in determining 
the source of these dividends paid by the foreign corporation. This will have 
application whether or not less than 50 percent of the foreign corporation's income 
is from U. S. sources. 

These aniendments apply to dividends received after December 31, 1959, and 
taxable years ending after that date. 

a 

tH. R. 5N7] " 
INTERNAL REVENUE CODE PROVISIONS RELATING TO 

POSSESSIONS 

[Senate Report No. 1767, Eighty-Sixth Congress, Second Session, Calendar No. 1888] 

[June 29, 1960] 

Mi'. KERR, from the Committee on Finance, submitted the following report 
together with minority views to accompany H. R. 5547. 

The Committeee on Finance, to whom was referred the bill (H. R. 5547) to 
amend certain provisions of the Internal Revenue Code of 1954 relating to pos- 
sessions. of the United States, having considered the same, report favorably 
thereon with amendments and recommend that the bill as amended do pass. 

I. SUMMARY OF BILL 

The House bill deals with two basic subjects. The first of these imposed limits 
on the extent to which income tax liability incurred in the Virgin Islands can 
be reduced by grants, subsidies or similar payments. The second subject pro- 
vided that the U. S. estate and gift taxes were to apply to residents of U. S. pos- 
sessions who are also citizens of the United States only by reason of citizenship 
in the possession in the same manner as "nonresidents who are not citizens of 
the United States. " AVith relatively minor amendments, your committee has 
accepted these provisions of the House bill. In addition, it has added to the bill 
the following amendments relating to other matters: 

1, Section 6 of the bill treats capital contributions to the Federal National 
Mortgage Association, to the extent they exceed the value of the stock on the issue 
date, as ordinary and necessary business expenses to the initial holder of the 
stock (a corresponding reduction in the basis of the stock is also provided for). 

2. Section 7 of the bill, under certain conditions, provides a charitable con- 
tribution deduction (not over $50 a month) for high school or elementary school 
students maintained in the taxpayer's home under the sponsorship of a chari- 
table organization, veterans' organization, or fraternal society. 

3. Section 8 of the bill provides that expenditures by farmers for fertilizer, 
lime, limestone, or marie can be expensed rather than treated as capital items 
and written off over a period of more than a year. 

4. Section 9 of the bill is designed to prevent a doubling up of deductions for 
State taxes in the case of accrual basis taxpayers where the doubling up is a 
result of the action of a taxing jurisdiction taken after December 31, 1960. 

5. Section 10 of the bill provides that certain pension trusts established under 
collective-bargaining agreements are to be considered as qualified trusts from the 
date they were established. 

6. Section 11 of the bill amends the business lease provision of the code to 
provide a new exception in the case of a lease by a medical research organization 
to a medical clinic of adjacent premises. Thus, rent received by a medical 
research organization under these circumstances will be exempt from the 
unrelated business income tax. 

"Secs. 4, 6, 7, and 8 of P. L. 86 — 779 (H. R. 10960), page 709, this Bulletin. 



7. Section 12 of the bill provides that stock owned by a trust or estate, for 
purposes of determining whether a corporation is a personal holding company, 
will be treated as being owned by the beneficiaries of the trust or estate in 
proportiou to their actuarial iuterest in the trust or estate. 

8. Section 18 of the bill would add new sections 1111 and 1112 to the Internal 
Revenue Cocle of 1954 to provide special tax treatment for shareholders to whom 
stock is distributed pursuant to an order enforcing the antitrust laws. 

9. Section 14 of the bill provides that the ratio for determining the limitation 
on the amount of the gift tax to be allowed as a credit against the estate tax is 
to be determined on the basis of the taxable estate (with adjustments) rather 
than on the lrasis of the gross estate. This section also provides that where 
gifts are inchuled iu the gross estate for estate tax purposes, any gift. tax paid 
on gifts made after the date of enactiuent of this act also is to be included in the 
estate tax base aud the limitation on the gift tax credit is to be inoperative with 
respect to these gifts. 

10. Sectiou 15 of the bill imposes import taxes on lead aiid zinc. 
11. Section 10 of the bill permits foreign embassies and legations to withdraw 

from a customs-bonded warehouse for consumption in the United States certain 
distilled spirits and wine which have been bottled in bond for export or which 
have been labeled for export. 

II. LIMITATION IN REDUCTION OF INCOME TAX LIABILITY INCItRRED 
TO THE VIRGIN ISLANDS (SEC. 1 AND PART OF SEC. 5) 

For many years (siuce the Naval Appropriations Act of 1921) the income tax 
laws of the United States have been applicable to the Virgin Islands as if these 
laws had been separately enacted for the Virgin Islands, substituting the name 
"Virgin Islands" for refereuces to the United States in the income tax laws. The 
effect of this dual tax system, or "mirror system" as it has sometimes been called, 
has been to require persous iucurriug liability to both the United States and 
the Virgin Islands to report and pay tax to both. However, double taxation 
was prevented through the allowance by the United States of a foreign tax credit 
with respect to incorue derived from sources within the Virgin Islands, and by 
the application by the Virgi~ Islauds of a foreign tax credit with respect to 
income derived from sources within the United States. 

The Revised Organic Act for the Virgin islands of the Luited States, passed 
in 1954 (Public Law 517, 88d Cong. , 2d sess. , S. 8878), however, made substantial 
changes iu this tax treat. ment. This act provided: 

That the term "inhabitauts of the Virgiu Islauds" as used in this section 
(section 28a) shall include all persous whose permanent residence is in the 
Virgin Islands, and such persons shall satisfy tlieir income tax obligations 
under applicable taxing statutes of the United States by paying their tax on 
inconie derived froiu all sources both within and without the Virgin Islands 
iuto the Treasury of the Virgiu Islands. 

The effect of this change was to require inhabitants of the Virgin Islands, 
namely permanent residents of those islands, to pay their entire income taxes to 
the Virgin Islands, even though part of their income was derived from sources 
withiu the United States. As a. result, the tax on the income of permanent resi- 
dents of the islands froni sources within the United States now is being covered 
iuto the Virgin Islands Treasury rather than into the U. S. Treasurv. 

This change became particularly significant in view of the passage by the 
Virgin Islands I. egislature, and signing by the Virgin Islands' Governor, of 
Act No. 224, designed to encourage the establishiuent of new businesses and 
industries in the Virgin Islands through the granting of special subsidies. Al- 
though the Revised Organic Act provided the Virgin Islands no authority to re- 
bate income taxes paid to it, either with respect to inconie derived from sources 
within the Virgin Islands or from sour& es derived in the l'uited States, neverthe- 
less the legislature achieved substantially the same effect in Act No. 224 by pro- 
viding subsidies ranging from 50 to 7o percent of the income taxes paid by cor- 
porations and residents with respect to certain specified types of new investment. 
These subsidies were granted with respect to the tax attributable both to income 
from sources within the Virgin Islands and from sources withiu the United States. 
Specifically, the income tax subsidies provided by that act were in the following 
five general categories: 

1. Seventy-five percent of the income tax payable for a period of 10 years 
by persons, firms or corporations qualifying as "new businesses. " A' "new 
business" in this case is, in general, defined as one involving manufacture 



831 

of an article, or the application of a process, which was not being manu- 
factured or applied in the islaiuls prior to January 1, 1&04 &, if the industry has 
a capital investnient of at least, '$10, 000, but only to the extent not in com- 
petition with existing enterprises. 

2. Seventy-five percent of income taxes payable for a period of from 
10 to 16 years by persons, firms or corporations operating hotels and guest- 
houses in the islands in whi& h there is an investment of at least $100, 000. 

8. Seventy-five percent of the income taxes payable for a period of 10 years 
by persons, firnis, or corporations constructing or operating apartment houses, 
housing projects, or industrial or commercial buildings in the islands in 
which there is an investinent of at least $100, 000. 

4. Fifty percent of the income taxes paid for a period of 10 years by per- 
sons, firms, or corporations on the portion of their incoine derived from the 
purchase, transfer, assignment or sale of stocks, bonds and other securities 
purchased or sold through an investment coinpany located in and authorized 
to do business in the Virgin Islands. The subsidy granted to any one person 
under this provision may not exceed $100, 000 a year and for inore than half 
of this subsidy to be paid to a taxpayer, one-half of the subsidy must be in- 
vested in the Virgin Islands in projects ivhich will further the economic de- 
velopment of the islands. 

5. Fifty percent of the income taxes paid on incoine derived by stockholders 
or partners from the operation of firms or corporations which qualify for a 
subsidy in any of the four above categories. 

Your committee, while recognizing the desirability of the economic develop- 
ment of the Virgin Islands, agrees with the House that in no case should this 
be attained by granting windfall gains to taxpayers with respect to incoine de- 
rived from investments in corporations in the continental United States, or with 
respect to income in any other iuanner derived froin sources outside of the 
Virgin Islands. In this connection your comniittee is glad to note that on April 
29, 1959, the Virgin Islands government enacted Act No. 895, amending Act No. 
224 to eliminate the subsidy prograin with respect to securities and also designed 
to limit the subsidy program to incoine derived from sources outside the United 
States. Although this in large measure removes the aspects of the Virgin Islands 
subsidy program with which your committee was most concerned, it doubts the 
desirability of leaving the opportunity to the Virgin Islands to adopt such a 
program at any time in the future that it may see fit. 

For these reasons both the House and your committee in the first section of 
this bill, with two specified exceptions noted below, deny the right to the Virgin 
Islands to make any grant, subsidy, or other payment which has the effect 
either directly or indirectly of reducing tax liability incurred to the Virgin 
Islands under the Internal Revenue Code as made applicable to the Virgin 
Islands by the. Naval Appropriations Act of 1921 or by section 28a of the Revised 
Organic Act of the Virgin Islands (approved in 19o4). 

The first exception relates to United States or Virgin Islands corporations and, 
in general, provides that subsidies can be paid to these corporations under much 
the same conditions as those under which income tax exeinptions are presently 
available in the ease of U. S. corporations carrying on a trade or business in most 
other U. S. possessions (sec. 981 of the code). The second exception relates to 
citizens of the United States (both those who are citizens by reason of the 
special act of Congress relating to the possession, and those who are citizens by 
reason of birth in the continental United States, naturalization, etc. ) who are 
bona fide residents of the Virgin Islands and permits the granting of subsidies in 
much the same manner as bona fide residents of Puerto Rico may claim an 
exemption from U. S. income tax with respect to their income derived from sources 
within Puerto Rico (sec. 988 of the code). In general terms, these exceptions 
permit the Virgin Islands to provide, through the subsidy program, what amounts 
to much the same treatment as that alreadv provided by income tax exemption 
with respect to other possessions in the case of U. S. corporations, or along the 
lines of the treatment provided residents of Puerto Rico in the case of citizen 
residents. This appeared to your coinmittee to be in accord with the purpose of 
the special tax treatment long accorded possessions of the United States, namely, 
to encourage the development of the economic resources of the possessions by 
citizens of the United States or by U. S. corporations. 

More specifically, the extent to which subsidies may be granted to domestic or 
Virgin Islands corporations is limited to the portions of their income ivhich 
these corporations derive from sources without the United States. In addition 
two income requireinents must be met. First, to be eligible for this treatment 
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80 percent or more of the corporation's income for the 3-year period preceding 
the close of the taxable year (or for the applicable part of that period) must 
have beeu derived from sources within the Virgin Islands. Second, 50 percent or 
more of the gross income of the corporation for the same period of time must 
have been derived from the a. ctive conduct of a trade or business within the 
Virgin Islands. In making these computatious all amounts received by these 
corporations within the United States, whether or not actually derived from 
sources within or without the United States, are to be considered as being 
derived from sources within the United States. The effect of this is to deny 
any subsidy with respect to this portion of the tax payments made by the cor- 
poration as well as to treat this income as derived from sources without the 
Virgin Islands in the case of the 80-percent test. 

Both in applying the 80-percent test and the 50-percent test the House bill 
provided that thev were to be computed without the benefit of section 931. 
Further analysis of the provisions makes it apparent that this exception is 
unnecessary in view of the fact that the gross income of a corporation which 
meets the requirements of section 931 is limited to income from sources within 
the United States. Therefore, your committee has deleted these two exceptions, 
It has also provided that in applying the foregoing tests gross income of a Virgin 
Islands corporation, and the sources from which the income of such a corporation 
is derived, is to be determined as if such a corporation were a domestic corpora- 
tion. This appears necessary since a Virgin Islands corporation is for other 
purposes of the United States tax laws treated as a foreign corporation and, 
therefore, its income from Virgin Islands sources would not otherwise constitute 
gross income and the 80 percent and 50 percent tests would be ineifective. 

The subsidy in the ease of individuals is limited to citizens of the United 
States. This includes those who are citizens of the United States by reason 
of being a citizen or resident of the Virgin Islands as well as all other citizens 
of the United States. However, the citizen must also have been a bona fide 
resident of the Virgin Islands during the entire taxable year in question. One 
who meets both the citizenship and residence requirements may qualify for a 
subsidy payment to the extent his income is derived from sources within the 
Virgin Islands. However, there is one exception to this rule: subsidy paymeuts 
may not be made with respect to amounts received for services performed as 
au employee of the United States, or any agency of the United 8tates. 

Your committee has modified the House provision limiting subsidies in the case 
of individuals to provide that gain or loss from the sale of securities is not to 
be treated as income derived from sources within the Virgin Islands. This is 
designed to prevent the granting of subsidies for stock in Anierican and other 
corporations merely on the grounds that the sale of the stock occurs iu the 
Virgin Islands. 

For the subsidy payinents to be permitted, either in the case of corporations 
or individuals, information must be supplied to the Secretary of the Treasury 
or his delegate to the extent that he considers the inforniation necessary in 
order to determine whether the individual or company receiving the subsidY 
properly qualifies. 

These provisions as amended by your committee are to applv to tax liability 
for taxable years beginning on or after January 1, 1900. 

III. ESTATE AND GIFT TAX TREATMENT OF CERTAIN CITIZEN 
RESIDENTS OF POSSESSIONS (SECS. 2, 3, 4 AND PART OF 5) 

Present law provides that upon the death of a citizen or resident of the 
United States, an estate tax is to be imposed with respect to all propertv left 
by the decedent wherever situated except real property situated outside of the 
United States. In the case of the death of nonresidents who are not citizens of 
the United States, present law imposes an estate tax only with respect to prop- 
erty situated in the United States. However, iu the ease of deaths of residents of 
U. 8. possessions whose citizenship was derived from citizenship in a possession, 
the courts have held that such residents fell in neither of the two above cate- 
, ories with the result that in these cases the imposition of the estate tax was 
avoided entirely. 

In Estate of Albert D. S&nail@;ood (11 T. C. 740; 1948) the Tax Court held 
that the estate of a citizen of the United States who resided in, and acquired 
citizenship in, Puerto Rico was not subject to estate tax as a citizen of the 
United States. Subsequently, in 1955 the Tax Court in Estate of Arthur S. 
Fairchild (24 T, C. 408) held that the estate of a citizen of the United States 



resident in the Virgin Islands was not subject to the estate tax. In addition, 
in Estate of Eivera (19 T. C. 271, aif'd. 214 F. 2d 60; 2d Cir. 1964) the courts 
have held that the estate of a citizen of Puerto Rico who was not otherwise a 
citizen of the United States was not subject to the estate tax as a nonresident 
decedent not a citizen of the United States. 

The results reached in these decisions are based on the theory that the United 
States does not extend its Federal tax system to possessions unless Congress 
expressly so provides and the courts have, therefore, held that Congress by not 
extending the scope of the estate tax had not extended the scope of the estate 
tax to include citizens of U. S. possessions whether or not they otherwise were 
U. S. citizens. The Internal Revenue Service not only followed these decisions 
but also believed that the legal conclusions upon which they were based were 
equally applicable to the gift tax. 

As a result of these decisions, Congress in the Technical Amendmenis Act of 
1958 made the estate and gift taxes specifically applicable in the case of citizens 
of the United States who are residents of a possession but only if the citizen 
did not become a citizen of United States solely by being a citizen of a posses- 
sion or solely by reason of his birth within a possession of the United States 
or solely by reason of his residence within the possession. (Hereafter those 
who attained U. S. citizenship solely as a result of one of these factors will for 
convenience be referred to as being a citizen of a U. S. possession. ) AVith re- 
spect to these citizens of United States who are residents of a possession but 
whose citizenship was not derived from citizenship in a U. S. possession, the 
estate and gift tax provisions were made applicable in the same manner as is 
generally true in the case of citizens of the United States. As a result, such 
citizens who are residents of a possession are subject to U. S. estate tax with 
respect to all property, real or personal, tangible or intangible wherever situ- 
ated, except real property situated outside of the United States. Similarly, in 
the case of the gift tax, such U. S. citizens who are residents of a possession 
at the time they mal. e a gift are subject to gift tax with respect to all gifts of 
property which is real or personal, tangible or intangible and without regard 
to whether the property is situated within or without the United States. 

Although making the estate and gift taxes applicable to U. S. citizens who 
were residents of a possession, if their citizenship arose other than fronr citizen- 
ship of a possession, Congress did not in 1958 deal with the problem of those 
residents of a possession whose citizenship was derived from the possession. The 
problem was recognized but it was believed that further time was required for 
the study of the appropriate tax treatment for these citizens of a U. S. possession. 

The House and your committee in this bill recommend that these citizens of 
a U. S. possession be subject to the estate and gift tax imposed by the United 
States, in general, to the same extent as in the case of nonresidents not citizens 
of the United States. 

The effect of this, in the case of the estate tax, is to impose the U. S. estate 
tax with respect to the portion of the gross estate of these citizens of U. S. 
possessions who are residents of the possessions at the time of their death, only 
with respect to that part of their gross estate which at the time of their death 
is situated in the United States. For this purpose shares of stock held by the 
decedent are treated as property situated in the United States only if issued by 
a domestic corporation. On the other hand, property such as proceeds from 
life insurance and bank deposits, even though physically in the United States 
at the time of the decedent's death are not considered property situated within 
the United States unless the decedent was engaged in business in the United 
States at the time of his death. 

The $60, 000 estate tax exemption generally available to citizens of United 
States and to residents of United States is to be available to citizens of U. S. 
possessions only in the same proportion which their gross estate situated within 
the United States bears to their total gross estate, except that in no case is 
the exemption to be less than $2, 000. This can be illustrated by a citizen of 
the Virgin Islands (or Puerto Rico) who died owning bonds valued at $4o, 000 
which were situated in the Virgin Islands (or Puerto Rico) and shares of 
U. S. corporations valued at $60, 000. In this case his gross estate situated in 
the United States is $60, 000 or thirty seventy-fifths of his entire gross estate. 
As a result, his exemption in this case would be thirty seventy-fifths of $60, 000 
or $24, 000. 

In the case of the gift tax, this bill provides that a donor who is a citizen of 
a U. S. possession, as well as a resident of such a possession, is for purposes of 
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this tax to be treated as a nonresident »ot a citizen of the United States. This 
means in the case of the gift: tax that one of these citizens and residents of a 
U. S. possession at the time he makes a gift will be subject to the gift tax if, 
but only if, the property transferred is situated within the United States. For 
this purpose stock issued by a corporation is considered property situated within 
the United States only in the case of domestic corporations, but the making of 
a gift of stock of a domestic corporation, or any other intangible property with 
a situs within the United States is subject to the gift. tax only if the donor resi- 
dent of the possession is engaged in business in the I:nited States at any time 
during the year in which the gift of the stock is»iade. 

The estate tax amendments made by this bill are to be effective with respect 
to estates of decedents dying after the date of enactment of this bill. Tbe gift 
tax amendments made by this bill are to be effective with respect to gifts made 
after the date of enactment of this bill. 

IV. NONREFUNDABLE CONTRIBUTIONS TO FEDERAL NATIONAL 
MORTGAGE ASSOCIATION (SEC. 6) 

The Federal National Mortgage Association is a mixed-ownership Federal 
corporation, having on January 1, 1960, preferred stock of $142, 820, 000 owned 
by the Federal Government and common stock of $53, 819, 200 owned by more 
than o, 800 different private shareholders. The Association was originally 
chartered by Congress in 1938 and rechartered in 1954. One of its principal 
purposes is to supplement the general secondary market for home mortgages. 
A. s a result, when a financial institution such as a bank or other mortgage 
lender or investor desires to obtain r»ore liquid funds, it may sell qualifying 
mortgages to the Federal National AIortgage Association. 

The 1954 act rechartering the Association provided, however, that the Asso- 
ciation was to accumulate capital funds by requiring each mortgage seller to 
make payments of specified amounts of nonrefundable capital contributions to 
the Association in exchange for capital stock of the Association. Currently, the 
amount to be paid by a taxpayer-subscriber must equal 2 percent of the unpaid 
principal of the mortgages he is selling to the Association and for this the Asso- 
ciation issues stock on the first day of the succeeding month. 

Problems have arisen as to the tax treatment provided for this stock which 
roust be purchased by a taxpayer when he sells mortgage paper to FNIIA. 
The problems have arisen because, although there is a market for the FNMA 
stocl-, the market price is appreciably below the stock issuance price, currently 
the market price being around 55 percent of the issuance price. 

Taxpaver-subscribers generally have assur»ed that any excess of the issuance 
price over the market price of this stock represented an ordinary and necessary 
expense incurred in carrying on their trade or business since they acquired the 
stock in order to sell their excess supply of mortgage paper. In 1958, however, 
the Internal Revenue Service ruled (Rev. Rul. 58 — 41, 1958 — 1 CB 86) that no 
part of the purchase price of stock of FNXIA constituted a deductible business 
expense. Instead, it was held that the entire amount paid for the stock must 
be capitalized and treated as the cost of the stock so acquired. Thus, this ruling 
holds that there is no tax effect at the time of the purchase or issuance of the 
stock even though the market price of the stock then is substantially below the 
issuance price. Instead, the tax effect occurs only when the stock is sold bv 
the taxpayer. 

Your committee believes that it is unfortunate to require the capitalization of 
tbese expenditures for FNMA stock by taxpayer-subscribers to the extent they 
represent the excess of purchase price over market price. Viewed from such a 
taxpaver's standpoint, the excess appears clearly to be expenditures which he 
must incur in order to sell the mortgage paper he holds. In view of this, vour 
committee believes that such amounts should be treated as ordinary and neces- 
sary expenses incurred in carrying on a trade or business. This, of course, 
means that in the transaction which occurs when the stock is sold (usually a 
capital transaction) the basis of the stock should not include this amount 
previously taken as a deduction. 

As a result, section 6 of the bill adds a new subsection (d) to the section of 
existing law relating to the deductions of trade or business expenses (sec. 162) 
The new provision relates to the purchase of FNMA stock where this stock is 
purchased in order to sell mortgage paper to the Association. In such eases the 
bill provides that any excess of the issue price of the stock over its fair market 
value on the date of issue is to be treated as an ordinary and necessary business 



expense of that year in carrying on a trade or business. As a result, this excess 
will be a deduction against ordinary income of the taxpayer for the year the 
stock is purchased or issued. 

Section 6 also provides that the basis of the FNMA stock is to be reduced by 
the amouut required to be deducted against ordinary income under the new 
provision. As a result, the taxpayer cannot, upou the sale of the stock, receive a 
tax benefit a second time for the amount previously deducted as an ordinary 
expense itenn 

This change is to be ei'fective for taxable years beginuing after December 31, 
1959. In making this statutory amendment, however, vour committee intends 
no inferences to be drawn as to the tax treatment accorded FNIIA stock before 
the enact&uent of this provision. 

V. CHARITABLE CONTRIBUTIONS FOR CERTAIN STUDENTS 
MAINTAINED IN TAXPAYER'S HOME (SEC. 7) 

A. GENERAL STATEMENT 

Under present law charitable contributions are deductible for Federal income 
tax purposes only if they are paid to or for the use of an organization de- 
scribed in the statute. Amounts paid to or for the use of any individual do not 
qualify for deduction, eveu though they are paid for a charitable purpose. 

This provision an&ends section 170 of the Internal Revenue Code to allow a 
deduction, as a charitable contributiou, of amounts, not averaging more than 
$50 per month, which are paid by the taxpayer to maintain in his household 
certain individuals who are not his depen&lents and who are not related to him. 
This new deduction will be available with respect to an individual who is a 
full-time student or pupil in the 12th or any lower grade at an educational insti- 
tution provided he is a member of the taxpayer's household under a written 
agreement between the taxpayer and certain charitable organizations, veterans' 
organizations or fraternal societies described in the Internal Revenue Code to 
which contributions are presently deductible for income tax purposes. Under 
your committee's bill, amounts paid to maintain such an individual in the tax- 
payer's home are treated as if they had been paid directly to or for the use of 
the specified charitable, religious or educational organization with which the 
written agreement is made. However, this new deduction will not be available 
if the taxpayer receives any money or other property as compensation or reim- 
bursement for maintaining the individual in his household even though such 
money or property is used for the care of the individual. 

Your committee believes that this provision will encourage taxpayers to take 
into their homes Indian children, and also foreign children whose presence in 
this country is sponsored by a charitable institution, under a program of the 
organization designed to provide educational opportunities for pupils or students 
in private homes. However, this new deduction is not restricted to Indian and 
foreign children, but is available with respect to any individual, under a program 
of a charitable institution, who is not related to or dependent upon the taxpayer 
and who is attending school on a full-time basis in the 12th, or any lower, grade. 

This provision shall apply with respect to taxable years beginning after 
December 81, 1959. 

B. TECHNICAL STATEMEV&T 

This section amends section 170 of the Internal Revenue Code of 1954 (relat. - 
ing to charitable, etc. , contributions and gifts) by adding a new sentence at the 
end of subsection (e) which would include in the term "charitable contribution" 
an amount treated under the new subsection (d) (added by the bill) as paid for 
the use of certain organizations described in subsection (c). Present subsec- 
tions (d) and (e) are redesignated as subsections (e) and (f), respectively. 

Under present law, a taxpaver is not entitled to a deduction under section 170 
for any amounts paid directly to or on behalf of an individual. In general, sec- 
tion 7 of the bill makes such a deduction possible by treating as charitable contri- 
butions amounts paid by a taxpayer to maintain a nondependent and unrelated 
individual while such individual is both a member of the taxpayer's hov&sehold 
under an agreement implen&enting au educational program sponsored. by an 
organization described in paragraph (2), (3), or (4) of subsection (e), an&1 a 
full-time student at an educational institution described in the bill. 

585726' — 61 — — 54 



Indiuiduals 
Under the bill, the individual with respect to whom maintenance payments are 

made must uot be a dependent, as defined in section 152, or a relative of the tax 
payer. The term "relative of the taxpayer" means an individual who, with re- 
spect to the taxpayer, bears any of the relationships described in paragraphs (1) 
through (8) of section 152(a). The individual must also be a full-time pupil 
or student in the 12th or any lower grade at an educational institution (as defined 
in sec. 151(e) (4) ) located in the United States. The bill further provides that 
the individual must be a member of the taxpayer's household under a written 
agreement between the taxpayer and the organization which sponsors the 
iudividual. 

Certain organizations 
The organization which sponsors the individual must meet two requirements. 

First, it must be an organization described in paragraph (2), (8), or (4) of sec- 
tion 170(c). Secondly, the orga. nization must be engaged in a program to pro- 
vide educational opportunities for pupils or students placed in private homes by 
such organization. 
Iin&iled deduction 

A deduction is not permitted for any taxable year for an amount in excess of 
$50 multiplied by the number of full calendar months which fall within the tax- 
payer's taxable year and during which the individual referred to is a member of 
the taxpayer's household and a full-time pupil or student. For purposes of deter- 
mining whether an individual is a member of the taxpayer's household and a full- 
time student for a calendar month, 15 or more days are treated as a full calendar 
month, 

Tentporary absences 
To be considered a full-time pupil or student an individual must be enrolled 

in school and be actively attending classes. However, if an individual is 
temporarily absent from class due to special circumstances, he may be consid- 
ered a full-time student so long as he is enrolled in school and resumes classroom 
attendance upon the termination of the special circumstances. For example, if 
an individual regularly enrolled in school is absent from class for 20 days of a 
calendar month due to illness, he is nonetheless considered a full-time student 
for the calendar month, provided that the individual resumes classroom at- 
tendance upon recovering from the illness. Similar rules apply in determining 
whether an individual is a member of the taxpayer's household. That is, a. 
student may be considered a me~her of the taxpayer's household notwithstand- 
ing temporary absences due to special circumstances. 
3faintenance 

Amounts paid to maintain an individual do not have to be paid pursuant to 
a writ:ten contract with the sponsoring organization in order to be deductible, 
although the status of the individual as a member of the taxpayer's household 
must arise under a written contract. Subject to the monetary limitation, a de- 
duction is permitted for any amount paid to ensure the well-being of the indi- 
vidual, and to carry out the purpose for which the individual was placed in 
the taxpayer's home. Thus, amounts paid for books, tuition, food, clothing, 
anti a reasonable allowance for the entertainment of the individual mav be used 
in determining whether the limitation to an average of $50 a calendar month 
is reached. However, depreciation sustained on the taxpayer's house is not 
to bc included, since depreciation is not paid by the taxpayer. Also, no deduction 
is pernfitted for the value of services rendered to the individual by the taxpayer 
or members of the taxpayer's household. This is in accord with the denial of 
a derluction for services generally under section 170. 
Compensation or reimbursement 

Subsection (a. ) (2) of this section expressly provides that the taxpayer mav 
not receive money or other property as compensation or reimbursement for 
maintaining a qualifying individual. This provision is designed to limit the 
de&luction to those cases where a taxpayer enters into a written contract with 
a sponsoring organization v ith the intent to relieve the organization of the 
costs of carrying on a program to provide educational opportunities for pupils 
or students in private homes. It is not intended, however, to deter a taxpayer 
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from prepaving certain extraordinary or nonrecurring expenses of the organiza- 
tion or of some other person, such as the individual's parents. The following 
examples will serve to make the operation of this provision clear: 

Example 1. — A taxpayer who otherwise qualifies under the bill agrees to 
maintain a student as a member of his household with the understanding that 
the sponsoring organization will pay to him $30 a month. The total cost of 
maintaining the student is $50 a month. The taxpayer is not entitled to a de- 
duction with respect to the difference of $20, since he is receiving monthly com- 
pensation from the organization. 

Example -'. — A taxpayer who otherwise qualifies under the bill takes a student 
whom he is ma. intaining as a member of his household to Florida on vacation 
during Christmas, which is a holiday celebrated by the school in which the stu- 
dent is enrolled. It is a yearly practice of the taxpayer to take such a trip 
during the Christmas season, but the student accompanied the taxpayer at the 
request of the student's parents. The parents reimbursed the taxpayer for the 
portion of the cost of the trip attributable to the studeut, No portion of the cost 
of the trip is deductible under the bill; however, other amounts spent for the 
student's maintenance would be deductible, since the taxpayer iu this ease merely 
prepaid a special, nonschool expense which was properly the obligation of another 
person. 

Example 8. — A. taxpayer who otherwise qualifies under the bill requires the 
student whom he is maintaining as a member of his household to work in the 
taxpaver's business after school hours and during weekends. The services the 
student renders to the taxpayer are substantial and the taxpayer would or- 
dinarily pay $15 per week for them. The taxpayer does not pay the student any 
cash for the services rendered. Nevertheless, the taxpayer is not entitled to a 
deduction for amounts paid for the maintenance of the student, since the taxpayer 
has, in efFect, received money from the student for maintenance. 

No other amount allotoed ae deduction 
Subsection (a) (2) of this section further provides that no deduction shall be 

allowed for any amount paid to maintain an individual under a program to 
provide educational opportunities for such individual unless such amount is 
deemed to be a charitable contribution under the provisions of the bill, This yro- 
vision denies a deduction for any amount paid in excess of the limit provided in 
the bill, regardless of some other theory of deductibility. It also denies any 
deduction under section 170 for amounts paid to maintain an individual under 
such a program where the program is administered by an organization other than 
one described in paragraph (2), (3), or (4) of section 170(c). 

Subsection (b) of this section amends section 162(b) of the code to prohibit 
a deduction under section 162(a) for any amount which would be allowable as 
a deduction under subsection (a) were it not for the dollar limitations set forth 
therein. Subsection (c) provides that the amendments made by this section 
of the bill shall apply with respect to taxable years beginning after December 
31, 1959. 

VI. EXPENDITURES BY FARMERS FOR FERTILIZER, LIME, ETC. 
(SEC. 8) 

For many years it has been the universal practice for farmers to deduct the 
cost of fertilizer and lime in the vear in which it is paid or incurred. Recently, 
however, cases have been called to the attention of the committee in which the 
Internal Revenue Service has questioned a deduction for lime and fertilizer 
on the ground that its cost is a capital expense which should be spread over 
the beneficial life. This is contrary to the long-accepted and widespread prac- 
tice of deducting fertilizer and lime expenditures in the year they are paid or 
incurred. 

In order to make certain the intention of Congress that these expenses be 
treated as business expenses, your committee has added a new section 180 to 
the Internal Revenue Code which permits a taxpayer to elect to treat expendi- 
tures for fertilizer, lime, ground limestone, marie, or other materials used by 
hiru to enrich, neutralize, or coudition his farmland, or for the application of 
such materials, as expenses which are not chargeable to capital account. Thus, 
such expenses, as in the past, may be deductible in full in the year in which 
they are paid or incurred if the farmer so elects. This new provision is merely 
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declaratory of existing law and makes no substantive change in the application 
of the statute. 

While the amendment made by this section applies to taxable years beginning 
after December 81, 1050, since it is declaratory of existing law it should be ap 
plied to past years as well. 

VII. I. IMITATION ON ACCELERATION OF ACCRUAL OF STATE TAXES 
(SEC. 9) 

Section 164(a) of the Code allows a deduction for "taxes paid or accrued 
vvithin the taxable year. " Under this language, the accrual basis taxpaver 
is allowed a deduction in the year the taxes accrue regardless of when they are 
paid. As a general rule, developed through judicia'I and administrative inter- 
pretations, the date of the event which renders the taxpayer unconditionally 
liable for the tax is considered the proper accrual date. With respect to per- 
sonal and real property taxes, the accrual date is generally considered either 
the assessment date, personal liability date, or the lien date, or a combination 
of these dates. Section 461(c) of the code allows accrual basis taxpayers, at 
their election, to accrue real property taxes ratably over the period of time to 
which they relate. Section 461(c) is limited to real property taxes and few 
taxpayers have elected to accrue those taxes ratably. Therefore, most taxpayers 
on the accrual basis accrue and deduct taxes in the taxable year in which the 
accrual date occurs. 

Several States have recently enacted legislation which has enabled accrual 
basis taxpayers to claim that they are entitled to deduct in 1 Federal taxable 
year property taxes for 2 full property tax years. The technique employed by 
the State legislatures to accomplish this is simply to cause the accrual event, 
such as the assessment date, for 2 years' property taxes, to fall within 1 year. 
Thus, in a State where real property taxes for the calendar year 1961 were as- 
sessed and became a personal liability on January 1, 1061, the State legislature 
would pass a law changing the assessment and personal liability dates for 1062 
real property taxes from January 1, 1062, to December 81, 1061. In such a case, 
the accrual basis calendar year taxpayer might argue that present law permits 
him to accrue and deduct in the Federal taxable year 1061 the real property taxes 
assessed for both 1961 and 1062. If the same State continues to assess property 
taxes for 1068 and all subsequent years on December 81 of the preceding year, 
the same taxpayer, having claimed the deduction for 2 years' property taxes in 
1061, will still claim a deduction for 1 year's taxes in 1962 and for 1 year's taxes 
in each succeeding year in which taxes are assessed. 

This type of State legislation has been widely publicized as being a "tax gim- 
inick. " At least one State has specifically provided that for State income tax 
purposes, the new accrual date shall be disregarded. It is evident that in many 
cases the primary purpose of such State legislation is to enable accrual basis 
taxpayers in those States to obtain a Federal income tax benefit. 

If the State legislation accomplishes its purpose, a permanent and significant 
loss of revenue will result and unless remedial legislation is enacted the revenue 
loss may be significantly increased as other States may well take action similar 
to that taken by the States mentioned. 

To cope with this problem, your committee has included in the bill an amend- 
ment which in general would deny an accrual basis taxpayer the right to deduct 
more than 1 year's State taxes in 1 Federal taxable year. This is done by provid- 
ing that where the accrual date is earlier than it, would be but for any action of 
any taxing jurisdiction taken after December 81, 1960, such taxes shall be treated 
as accruing at the time they would have accrued but for such action. This new 
provision will not apply however, to certain situations where present law prop- 
erly allows a doubling of deductions, so long as the doubling of deductions is not 
the result of any action of a taxing jurisdiction. 

This section will apply only to taxable years ending after December 81, 1960. 
Since the section is not retroactive, it is not intended that, it apply to taxable 
years ending prior to January 1, 1961. 

VIII. INCOME TAX EXEMPTION AND DEDUCTIONS FOR CERTAIN 
UNION-NEGOTIATED, MULTIEMPLOYER PENSION PLANS (SEC. I()) 

A. GENERAL STATEMENT 

Under present law, a pension trust is qualified for income tax exemption only 
if it meets certain requirements relating to coverage of employees and nondis- 



crimination of contributions or benefits. AVhere the pension trust is properly 
qualified, not only is it exen&pt from Fc&lerai taxati&m with respect to its income, 
but contributions paid to it by an employer on behalf of his employees are deduct- 
ible for Federal income tax purposes. Thus, there is considerable incentive for 
a pension trust to meet thc requirements of the Internal Revenue Code and 
thereby b«conic a qualified trust. 

Occasionally, however, ii is difficu for a pension trust. to achieve qualified 
st&it&is before employer contributions are received by it. This is particular ly 
true in the case of pension plans negotiated under collective-bargaining agree- 
ments rvith many &mployers, both large and small. Often, considerable tiure 
is required to obtain sufficient factual data upon ivhich to insure the actuarial 
soundness of the plan. Sorneiinies a foiunality is riot. properly performed. 

In such cases, ivhere the pension plan operates for some period as a nouquali- 
fied plan prior to se«uring qualification under the Interual Rcveuue Code, any 
inconie it uiay earu during such period is subject to inconie tax, thereby reducing 
amounts ivhich ivould otherwise serve to provide einployee benefits under the 
plan. In addition, employer contributions are uot allowed as deductions. 

Your committee believes these are rather severe consequences, parti&uliirly 
where failure to meet the conditions of the statute for qualification is due to 
mere iuadvertence and it mas the initial intention ot both tire employers aud 
the unions to meet those conditions. If the pension trust has never been oper- 
ated in a niauner ivhich would jeopardize the interest of its beneficiaries, rind 
if, ivhen conipleted, the pension plan of mhi&. h the trust is a part &onforuis with 
the Internal Revenue Code aml has received the approval of the Internal Reve&rue 
Service, your committee believes it is just, under such circumstances, to provide 
that the pension plan be treated as a qualified trust during the intervening period 
between its inception and the tinie it actually qualified for tax exeniptiou. 

This section therefore provides that with respect to certain stated periods of 
time the following specified pension trusts are to 1&c considered as qualified 
trusts. 

1. The Iron Workers' Mid-Anrericau Pensiou Fund, for the period beginning 
on January 30, 1057, and ending on December lb, 1058. 

2. The Pattern l&akers' I'ension Trust Fund of Chicago, for the period be- 
ginning on April 28, 1958, ami ending on February 24, 1050. 

3, The Pipe and Refrigeration Fitters Ix&cal 537 Pension Fund of Boston, 
Mass. , for the period beginning on March 1, 1056, aud ending on November &J, 

1050. 
4. The Auuuity Plan of the Electrical Switchboard and Pauelboar&l ihlanufa«- 

turing Industry of New York City, for the period beginning May 10, 1956, and 
ending May 22, ]9o7. 

5. The District Council No. 10 Welfare Fuud, now kuoivu as Painters Dis- 
trict Council Vo. 10 Welfare aml Peusion Fun&1, for the period beginniug on 
January 1, 1954, and ending on August 0, 1058. 

fi. The Local L'uion No, 377 Pensiou Fund, for the period begiuning October 13, 
1952, and ending April 1, 1058. 

B. TECHNICAL STATEMENT 

This section provides that certain uuion-negotiated, uiultiemplover pension 
funds shall be deemed to constitute qualified trusts for a specified period of time. 

Section 10(a) of the bill provides that the Iron IVorkers' Mid-America Pension 
Fund shall be &. onsidered to have been a qualified trust under se& tion 401(a) of 
the Internal Revenue Code of 1954, and shall be considered exeiupt from tax 
under section 501(a) of such code, for the period beginning on Januarv 30, 1057, 
and en&ling on Deceinber 10, 1058. 

Section 10(b) of the bill provides tliat the Pattern Makers' Pension Trust 
Fund of Chicago shall be considered to have been a qimlifie&l trust under se«tion 
401(a) of the Internal Revenue Code of 10o4, and to have been exenipt fruui 
tax mider section;&01(a) of such code, for the period beginning on April 28, 
1958, and ending on February 24, 10»0. 

Se«tion 10(c) of the bill provides that the Pipe arid Refrigeration Fitters 
Local 5&37 I'ension Icund of Boston, illass. , shall be considered to have been a 
qualitied trust under section 401(a) of the Internal Revenue Code of 1954. and 
to have been exeinpt from tax under section o01(a) of such code, for the period 
beginning on iifarch 1. 10;&0, and endin on November 0, 10, &0. 

S&ciion 10(d) of the l&ill provides that the Annuity Plan of the Electrical 
Swit&hhoard and Panelboard Manufacturii&g Industry of New York City shall 
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be considered to have been a qualified trust under section 401(a) of the In- 
ternal Revenue Code of 1954, and to have been exempt from tax under section 
501(a) of such code, for the period beginning May 16, 1956, and ending filay 22, 
1957. 

Section 10(e) of the bill provides that the District Council No, 19 Welfare 
Fund, now known as Painters District Council No. 19 Welfare and Pension Fund 
shall be considered to have been a qualified trust under section 401(a) of the 
Internal Revenue Code of 1954, and to have been exempt from tax under section 
501(a) of such code and under section 165(a) of the Internal Revenue Code of 
1939, for the period beginning January 1, 1M4, and ending August 6, 1M6. For 
any taxable year for which this welfare fund is, by reason of the provisions of 
section 10(e) of the bill, considered to be exempt from tax under section 165(a) 
of the Internal Revenue Code of 1939, contributions to the fund shall not be 
allowed as a tleduction under section 23 (a) of such code. 

Section 10(f) of the bill provides that the Local Union No. 377 Pension I'und 
shall be considered to have been a qualified trust under section 401(a) of the 
Internal Revenue Code of 1954, and to have been exempt from tax under sec- 
tion 501(a) of such code and uuder section 165(a) of the Internal Revenue 
Code of 1939, for the period beginning October 13, 1M2, and ending April 1, 1958. 

IX. CERTAIN LEASES BY MEDICAL RESEARCH ORGANIZATIONS 
(SEC. 11) 

A. GENERAL STATEMENT 

Present law (sec. 514) provides that in the case of education, charitable, and 
certain other tax-exempt organizations, the proceeds from certain so-called busi- 
ness leases are to be subject to tax, although the receipt of rent, usuallv, is not 
taxed to these organizations, The exception to the general rule as to rental 
income received by one of these exempt organizations applies where there 
is indebtedness outstanding with respect to the leased propertv, or, in other 
words, where the tax-exempt organization is in effect purchasing the property 
with the rental income. In such cases, Congress has generally taxed the receipt 
of rental income because of the belief that in such cases the exempt organiza- 
tions were in effect using their tax exemption to acquire the property. It has 
been recognized, however, that where the leased property (although subject 
to indebtedness) is used for a purpose which is related to the functions of the 
tax-exempt organization, the motive for obtaining special tax exemption is not 
likely to be present. As a result, Congress has provided that these business 
leases are to be taxable only where the operations of the lessee are unrelated 
to those of the exempt organization. 

The attention of our committee has been called to situations where the in- 
ternal Revenue Service has defined "related" leases for purposes of this pro- 
vision in what your committee believes is too narrow a manner. The specific 
problem presented to your committee was that of a medical research founda- 
tion which leases a substantial portion of the buildings which it owns, and in 
which it is located, to a clinic of doctors. In this case it is understood that the 
medical foundation relies heavily on treatment of the clinic's patients, medical 
histories of these patients, and services of the clinic doctors in the conduct of its 
medical research activities. In fact, it is understood that many of the founda- 
tion's research projects could not be carried on without. a readily available 
group of patients, and that several of these projects were first initiated as a 
result of the observation of the conditions of clinic patients. In addition, clinic 
doctors provide a readily available reservoir of experience and information for 
use in the foundation's research. Several doctors split their time between-the 
foundation and the clinic and are compensated proportionately by the two organi- 
zations. 5Iost of the clinic doctors customarilv donate their services in assisting 
with many of the foundation's research projects. 

In view of your committee's comment in its report on this provision in the 
Revenue Act of 1950, when this provision was first adopted, your committee 
believes that the term "related, " for purposes of this business lease provision, 
should include the type of case referred to above. In that report your committee 
said: 

"Related" is defined in a similar fashion as in the case of a related 
trade or business and is, for example, intended to exclude from the 
application of this tax leases by tax-exempt hospitals of part of the hos- 
pitals to doctors' associations to use as clinics. It is believed that leases 



of this tvpe are nitered into primarily to further the purpose of the ex- 
empt organization rather than to make special benefits from tax exemptions. 

Your coinmitiee believes that the case citccl above is related in a similar 
manner to the exaniple given of the hospitals and the doctors' clinics. Moreover, 
it believes that, usually, leases entered into by medical foundations with doctors' 
clinics are primarily to further the stated purpose of the cxeiupt organization 
rather than to gain special benefits froiu tax exemption. 

As a result, your couunittee h;is adcleii;i sentence to the special rules applicable 
in defining a business lease. This sentence provides that a lease to a medical 
clinic by a niedical reseai & h foundation of premises adjacent to those occupied 
by the foundation shall be considered as "related" if treatuient of clinic patients, 
medical histories of clinic pal. ients, an&1 donated services of clinic doctors are 
used by the foundation for medical research purposes. 

Since the purpose of this amendnient is to uiake explicit the ineaning of the 
term "related" ivhich Congress intended ivhen the tax on unrelated business 
lease income ivas first imposed, this provision is inade applicable to taxable years 
beginning after December 31, 1050 — the effective date of the tax on business 
lease income. 

B. TECEINICA. L STATLIIL'NT 

This section aiuends section o14(b) (3) (A) of the 1054 code, relating to 
exceptions to the definition of business lease. 

Under existing law, exenipt organizations subject to tlie unrelated business 
income tax imposed by section 511 must include as an item of gross income 
derived from an unrelated trade or business a perceutage of the rentals derived 
from business leases of their real property. The terni "business lease" is defined 
in section 514(b), and exceptions to this definitio are provided in section, i14 
(b) (8). Section 514(b) (8) (A) provides that no lease by an organization shall 
be considered as a business lease, if it is entered iuto primarily for purposes 
which are sulistanti;illy related (aside from the need for incoiue) to the exercise 
or performance of the charitable, educational, or other purpose or function which 
constitutes the basis of the organization's exemption, or if the lease is of 
premises in a building which is primarily designed for occupancy, and which 
is occupied, by the organization. 

Subsection (a) of section 11 of the bill adds a sentence at the end of section 
514(b) (3) (A). This sentence provides that a lease to a medical clinic by a scien- 
tific organization engaged in medical research of premises adjacent to those occu- 
pied by such scientific organization shall be considered a lease entered into 
primarily for purposes substantially related to the organization's exempt pur- 
poses and functions (and thus shall uot be considered a liusiness lease), if the 
treatment of patients of the medical clinic, their medical histories, and donated 
services of doctors of the medical clinic are utilized by the scientifi organization 
for medical researcli purposes. 

Under subsection (b) of section 11 of the bill, the amenduieiit made to section 
514(b) (3) (A) is effective for taxable years beginning after December 31, 1053, 
and ending after August 10, 1!ki4 (i. e. , years to which the Internal Revenue Code 
of 1054 applies), 

Subsection (b) of section 11 of the bill further provides that a provision having 
the same effect as the provision added to the Interual Revenue Code of 1054 
by subsection (a) shall be decnied to be included in thc Internal Revenue Code 
of 1039 and shall apply with respect to taxable vears beginniug after December 31, 
1050. 

X. ATTRIBUTION OF STOCK OWNERSHIP FOR PURPOSES OF 
PERSONAL HOLDING COMPANY TAX (SEC. 12) 

Under the internal Revenue Code a "personal holding compauy" geuer;illy 
is any corporation ivhich derives at least SO percent of its income from certain 
specified sources if morc than 50 percent of its stock is owned direr tly or in- 
directly, by or for, not more than five individuals, Iu deterniining stock owner- 
ship, section 544 of the Internal Revenue Code provides that stock owned by 
a trust or estate shall be considered as beiug oivned proportionately by its 
beneficiaries. 

However, a question has arisen as to the proper niethod of attributing the 
ownership of shares of stock held by a trust if one of its beneficiaries has only a 
life interest in the trust and other beneficiaries have reinaincler interests. In 
such a case the Internal Revenue Service has determinecl that the life beneficiary 
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is to be considered as owning the entire interest in the trust for purposes of 
applying the constructive ownership rules in section 544. Thus the interests of 
remainder beneficiaries are ignored even though in many instances the actuarial 
value of their interests are as great, or even greater than the interest of the 
income beneficiary. This action apparently is founded on statements contained in 
a 1948 opinion of the Tax Court. Stenben Saoarities Corporation v. Commis- 
sioner, (1 T. C. 895). Recentlv, however, the U. S. Court of Appeals for the Fifth 
Circuit apparently rejected those statements in the Tax Court opinion. (Phinncy 
v. Tnboscope Co. , 268 F. (2d) 288. ) In this case, the court held that individuals 
who did n. ot own a present interest in a trust were clearly beneficiaries within 
the meaning of the Internal Revenue Code and their interest, must be taken into 
account in applying constructive ownership rules. 

Your committee believes that where present and future interests in a trust 
are held by different persons, it is appropriate that ownership of the assets of the 
trust be apportioned between them on the basis of an actuarial determination 
of the value of each interest. In adopting the personal holding company pro- 
visions in 1984 Congress stated that stock owned by an estate or trust "shall 
be considered as being owned proportionately by its * ~ * beneficiaries. " In 
order to insure that the ownership of a trust will be apportioned among its 
beneficiaries on an actuarial basis a parenthetical clause is added at the end 
of section 544(a) (1). This will make it certain that ownership of the entire 
trust will not be attributed to a beneficiary who only has a life interest. 

This section is made applicable to taxable vears beginning after December 
81, 19o8, and ending after August 16, 1954. 

XI. CERTAIN DISTRIBUTIONS OF STOCK PURSUANT TO ANTITRUST 
ORDERS (SEC. 18) 

A. SUMMARY OF PROVISION 

This section of the bill would add a new section 1111 to the Internal Revenue 
Code of 1954 which provides, in general, that where a corporation distributes 
stock in another corporation to its shareholders pursuant to an order enforcing 
the antitrust laws, gain or dividend income, as otherwise determined under 
existing law, will be recognized, but not in excess of the tax basis to the dis- 
tributing corporation of the stock received. In the case of a distribution of 
stock to which this new section applies, the stockholder's tax basis for his total 
investment after the distribution shall be the same as his former tax basis, 
increased only by the amount on which he is subject to tax under this section, 
The proposed new section 1111 is generally similar to the section 1111 pro- 
posed by S. 200 (January 12, 1959) as modified by the draft amendment pro- 
posed and described by Senator Frear in the course of the hearings on S. 
200 (May 26 and 27, 1959). The proposed new section 1111 is identical to the 
section 1111 proposed by H. R. 8126 reported to the House by the Committee 
on Ways and Means on September 2, 1959 (H. Rept. 1128, 86th Cong. , 1st 
sess. ). 

This section of the bill would also add a new section 1112 to provide that if 
stock is distributed by one corporation to another corporation which, in turn, 
distributes the stock pursuant to an antitrust order, the recipient of the stock 
from the second corporation is treated as if he had received the stock direct- 
ly from the first corporation. The purpose of this provision is to provide the 
same tax treatment as that provided for in proposed section 1111 to the ulti- 
tuate recipient of stock which is ordered distributed by an antitrust order 
but which first passes from one corporation to another corporation before it 
reaches the ultimate recipient. Under the proposed new section 1112 the cor- 
poration which acts merely as a conduit incurs no income tax liability. 

The proposed netv sections apply only to distributions of stock which take 
place after the enactment of the bilL 

B. REASONS FOR THE PROVISION 

Your committee believes that the provisions of this section carry out the 
policies already established by Congress with respect to the income tax treat- 
rnent of other situations in vvhich a taxpayer is compelled to divest himself of 
property as a result of Government action. In these situations it has been con- 
sidered inappropriate to impose a tax where there is an involuntary realization 
of gain. The statutory provisions relating to enforced divestitures for which 
Congress has provided for the deferral of tax include: 
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(1) Section 1033, insofar as it provitles for nonrecognition of gain upon 
involuntary conversions of property as the result of its seizure, requisition, 
or condemnation and as the result of the sale of property pursuant to the 
acreage limitation provisions of Federal reclamation laivs. 

(2) Section 1071, which provieles for the nonrecognition of gain from 
sales or exchanges of property to effectuate a chan e in a policy of (or the 
adoption of a new policy by) the Feeleral Communications Comm. ission. 

(3) Section 1081, which provides for the nonrecognition of gain or loss 
on exchanges or distributions in obedience to orders of the Securities and 
Exchange Commission pursuant to the Public Utility Holding Company 
Act of 1935. 

(4) Section 1101, whi«h provides for the nonrecognition of gain in the 
case of distributions and exchauges made to comply with the provisions of the 
Bank Holding Company Act of 1956. 

In addition, in the Settlement of War Claims Act of 1928, Congress provided that 
properties sold or exchanged by the Alien Property Custodian were to be treated 
as involuntary conversions for purposes of the tax law. This treatment also has 
been ruled to apply where during World War II property has been seized by 
the United States and subsequently sold by the Alien Property Custodian. 

The above provisions of existing law all relate to dispositions required by gov- 
ernmental action. The provisions of this section of the bill also relate to dis- 
positions required by governmental action. Moreover, while this section applies 
to dispositions required by the longstanding provisions of the Sherman Act and 
the Clayton Act, your committee believes that it is important to bear in mind 
that both the Sherman Act and the Clayton Act are expressed in extremely 
broad terms and that as a consequence antitrust law is developed through judi- 
cial decisions over the years. The requirements under the antitrust laws are 
not static nor is the development of the law readily predictable. An important 
decision in the antitrust area, such as the decision of the Supreme Court in 
United States v. E. I. dn Pont de iVemoure and Company et ai. (353 U. S. 586 
(19o7) ), may have an eiTect very similar to the enactment of new legislation 
requiring divestiture of property. For all of these reasons, this provision would 
extend to antitrust proceedings the treatment which Congress has already pro- 
vided in the case of the statutory and administrative provisions referred to 
above which require divestiture. 

In addition to carrying out the policies already established by Congress with 
respect to the tax treatment of divestitures required by law, your committee also 
believes that this provision will meet the problems pointed out by the Department 
of Justice at the public hearings, and will contribute to improved enforcement 
of the antitrust laws. This vvill be accomplished by removing the reluctance of 
defendants to accept divestiture in consent decrees where such relief is properly 
indicated and by making courts more willing to order divestiture where needed 
without con«em as to the tax consequences. In this connection, Hon. Robert A. 
Bicks, Acting Assistant Attorney General of the Antitrust Division of the De- 
partment of Justice, in presenting the view, of the Department of Justice before 
your committee in public hearings on S. 200, testified that- 

Our view is that an appropriately fashioned tax proposal, designed to 
eliminate tax barriers to antitrust divestiture, ivould serve the ends of ef- 
fective antitrust enforcement. 

At the hearings before the Committee on Ways and Means of the House of 
Representatives on H. R. 8120, he also pointed out that- 

the courts may be re]uctant to grant divestiture, deemin it 
"harsh" and "an extraordinarily difficult and expensive undertaking. " 

Mr. Bicks' fear that it would be difficult to persuade a court to grant a divesti- 
ture order seems reasonable in view of what has occurred in the Dn Pont case, 
since the time Mr. Bicks testifiecl. At the time he testified, that case was pend- 
ing in the district court, to which it had been returned by the Supreme Court. 
On October 2, 19o9, the district court gave its decision refusing to order divesti- 
ture as requested by the United States (177 Fed. Supp. 1). In its opinion the 
court said in part: 

The shocking tax impact would impel the court not to order a distribution 
of General Motors stock by Du Pont, if any other means of removing the 
eiTects offensive to the statute are available, aml there are such mean. . 

In case tax legislation, such as S, 200, were to pass, this tax result from 
ordering a, distribution would, of course, be eliminated (p. 21). 

It was pointed out to your committee that in addition to the large dividend 
taxes which would result from the distribution of the General Motors stock there 
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would be very substantial sales of General Motors stock by shareholders who 
needed the money to pay their taxes. These sales would depress the market 
for that stock to the detriment of the many General Motors shareholders who 
have no connection whatever with the antitrust litigation. 

It may well be that the enactment of this legislation would permit the Depart 
ment of Justice to obtain an order from the district court requiring divestiture 
of the General Motors stock. While the district court has heretofore refused to 
grant such an order, and while the district court's decision is now on appeal to 
the Supreme Court (which agreed to review the decision on May 23, 1960), it is 
v orth noting that in its opinion of October 2, 1959, the district court reserved 
jurisdiction of the matter to leave the door open for reconsideration in the event 
of enactment of legislation changing the tax consequences. The court's decision 
states in part: 

The court and the parties are aware of the pendency of bills previously 
referred to which, presumably, will be considered in the 2d session of the 86th 
Congress and which would, if enacted, substantially ameliorate the tax 
consequences of a distribution of Du Pont's legal title to the General Motors 
shares. It is impossible, however, to foretell whether such legislation wfil 
be enacted and, if so, the form it will take. Quite possiblv a change in policy 
on the part of the Internal Revenue Service might also affect the tax conse- 
quences of any such distribution. The court should not be foreclosed from 
considering such new legislation or rulings nor should the parties be 
foreclosed from bringing them to the attention of the court. While a distri- 
bution of the legal title to the General Motors shares by Du Pont is not, in 
the opinion of the court, at all necessary to remedy the effects offensive 
to the statute in view of the other provisions of the decree to be included, 
such a distribution would leave a more simplified structure from the 
corporate standpoint. Consequently, the final judgment should make specific 
provision for the possibilitv of such developments and should authorize any 
partv to come before the court and seek modification of the judgment in 
the light of any such developments (p. 50). 

Your committee wishes to make it clear that this legislation will be of great 
value in facilitating enforcement of the antitrust laws generally and that it is 
not for the purpose of providing tax relief for any one particular case. It agrees 
with the statement made by Hon. Robert A. Bicks in the public hearings on 
II. R. 8126 before the Ways and Means Committee that— 

There is no question that the Du Pont-General Motors litigation has pointed 
up this problem, thrust the tax barriers to eifective and prompt divestiture 
uppermost in our mind. But it is equally true that this sort of proposal has 
significance awav beyond this particular litigation. 

Your committee believes it important to emphasize that, under the bill, the 
shareholders will be subject to an immediate tax on dividend income and will not 
be exempted from eventual payment of a tax on any possible appreciation. 

The bill does not eliminate the tax on the dividend income which the share- 
holders would have received if there had been no antitrust violation. This is 
because the effect of the bill is to cause shareholders, receiving stock in a 
distribution under an antitrust order, to pav a tax, either on the full amount 
of the dividend or on an amount equal to the money originally used to purchase 
the stock distributed. Thus the bill is based on the reasonable assumption that, 
if the stock had not been purchased, the money used for the purchase would 
instead have been distributed as a taxable dividend. In eifect, the bill treats 
that as done which ought to have been done. Accordingly, the tax on the 
dividend income, vvhich would have been received if no antitrust violation had 
occurred, is not eliminated. 

It is further stressed that the bill provides merely for a postponement of 
the tax on the appreciation in a shareholder's stock and not for an exemption. 
In the case of a receipt of stock to which the bill would apply, it is required 
that the shareholder's tax basis for his investment in the distributing corpora- 
tion before the distribution be used in determining his tax basis for his invest- 
ment after the distribution, increased only by the amount on which he has paid 
tax. Thus, when, at any later date, he sells either the stock of the distributing 
corporation or the stock received, he will be subject to tax in the same manner 
as if the antitrust distribution had not occurred. 

C. GENERAL EXPLANATION OF THE PROVISION 
This provision would add a new part IX to subchapter 0 of chapter 1 of the 

Internal Revenue Code of 1954. The new part IX consists of two sections, both 
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of which deal with distributions of stock to shareholders pursuant to orders 
enforcing the antitrust laivs. Section 1111 relates to distributions made by 
the corporation which held such stock directly to an individual or corporate 
shareholder. Section 1112 relates to a ease in which, pursuant to an antitrust 
order (or orders), a corporation receives stock and must distribute it again 
to its own shareholders. 

8ectiow 1111 
The new section 1111 applies where a corporation distributes to its share- 

holders stock which, in their hands, is "divested stock" as defined in section 
1111(f). Such stock must be the subject of a judgment, decree, or other order 
of a court or of a commission or board in a suit or proceeding under the Sherman 
Act or the Clayton Act, or both, to which the United States or such a commis- 
sion or board is a party. Distributions of such stock are taxed as follows: 

(1) If the distribution is treated as a dividend (i. e. , is a distribution to 
which sec. 301 applies) the amount of the distribution, for purposes of 
computing the dividend tax, may not exceed the average basis to the dis- 
tributing corporation of the divested stock; 

(2) if the distribution consists solely of divested stock, is in exchange 
for stock of the distributing corporation, and is treated as a sale or ex- 
change, the shareholder's gain may not exceed the average basis to the 
distributing corporation of the divested stock. 

The determination of the amount of the distribution under section 1111 in the 
ease of distributions treated as dividends is substantially the same as the de- 
termination under section 301 of the 1%4 Code in the ease of distributions of 
property to corporate shareholders. This same approach is applied under the 
new section 1111 to limit the recognition of gain in the case of exchanges of 
divested stock where such exchanges are treated as in payment for the stock 
of the distributing corporation surrendered. 

Under existing law, on a distribution of property in kind to an individual 
shareholder the amount of the dividend is determined by the fair market value 
of the property distributed. The new section 1111 which would be added by the 
bill provides for a different treatment in view of the involuntary nature of the 
distribution. The so-called section 801 approach adopted by the new section 1111, 
by imposing an immediate dividend tax of an amount equal to the cost to the 
distributing corporation of the divested stock, contains a built-in safeguard in 
the ease of recent corporate acquisitions. The new section will aid the enforce- 
ment of the antitrust laws primarily in those cases in which the divested stock 
has a low basis relative to its fair market value. Such a low basis would exist 
ordinarily where the divested stock had been acquired by the distributing corpo- 
ration many years prior to the court order requiring divestiture, 

Under the so-called section 301 approach adopted by the new section 1111, 
gain or dividend income will qualify for nonrecognition treatment onlv to the 
extent that it is attributable to unrealized appreciation in the hands of the 
distributing corporation. Thus, the portion of the dividend income which is 
recognized will be equal to that which would have been recognized if the dis- 
tributing corporation had originally not purchased the stock resulting in the 
antitrust violation, but had instead, at that time, distributed the money as a 
cash dividend. 

The approach adopted by your committee difters from the approach applied 
under section 301 in the ease of corporate shareholders in two important re- 
spects: First, under the new section 1111, the shareholder's gain or dividend 
income, as the ease may be, is determined by reference to the average adjusted 
basis (in the hands of the distributing corporation immediately before the dis- 
tribution) of the divested stock, such average adjusted basis being determined 
under regulations prescribed by the Secretary or his delegate. Under section 
301, the amount of dividend income in the case of a corporate shareholder is 
determined by reference to the adjusted basis to the distributing corporation of 
the identifiable property received by the particular corporate shareholder. The 
average adjusted basis rule provided under the new section 1111 is applicable 
to all shareholders, corporate or individual. In addition, it is provided under 
the new section 1111 that in the case of a dividend distribution the shareholder's 
basis for his stock in the distributing corporation, increased by the amount of 
gain taxed to the shareholder, is allocated between the divested stock received 
and the stock with respect to which the distribution is made on the basis of 
the fair market values of such stocks immediately after the distribution, Under 
section 301 of existing law no allocation of basis is made in the case of a dis- 
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tidbution of property to a corporate shareholder. The allocation of basis pro- 
vided under the new section 1111 is applicable both to individual and to corporate 
shareholders. However, under proposed section 1112 certain special exceptions 
are made to the rules of section 1111 if a recipient corporation must again dis- 
tribute the stocks pursuant to an antitrust order. 

The new section 1111 does not apply in the case of distributions to avoid ped 
eral income tax. Section 1111(a) (4) provides that nonrecognition treatment 
shall not be accorded to any transaction one of the principal purposes of which 
is the distribution of the earnings and profits of the distributing corporation or 
of the corporation whose stock is distributed, or both. This provision is gen- 
erally the same as that contained in section 855(a) (1) (B) of the 1954 Code 
(relating to distributions of stock and securities of a controlled corporation) 
and is for the purpose of insuring that nonrecognition treatment shall be denied 
in the case of any distribution of divested stock pursuant to a court order if 
the distribution is part of a plan with a principal purpose of avoiding dividend 
tax on a distribution of earnings and profits. Your committee believes it de- 
sirable to make clear that the mere fact that either corporation has accummulated 
earnings and profits shall not be construed to mean that one of the principal pur- 
poses of the transaction is the distribution of the earnings and profits of either 
corporation, or both. 

Subsection (f) (1) of the new section 1111 defines the term "divested stock. " 
Divested stock is defined as stock which is the subject of an antitrust order en- 
tered after tune 1, 1959, meeting the following conditions: 

(1) The order must direct the corporation to divest itself of such stock 
by distributing it to its shareholders, or must require such distribution as 
an alternative action. 

(2) The order must specify and identify the stock to be divested. 
(8) The court must find divestiture necessary or appropriate to effectuate 

the policies of the antitrust laws. 
(4) The court must find that the partial nonrecognition treatment pro- 

vided by subsection (a) is required to reach an equitable antitrust order 
in such suit or proceeding. 

It is also provided that stock shall not be divested stock if the court order finds 
its divestiture is required because of a violation of the antitrust laws which was 
intentional. 

Subsection (f) (2) of the new section 1111 provides that notwithstanding the 
definition of "divested stock" contained in subsection (f) (1), shares of stock 
shall not be divested stock unless the court finds, as to such shares of stock, 
that following the distribution or distributions of such shares to a shareholder 
(or to a group of shareholders found to be cohesive by reason of their business 
interests or other relationships or for other reasons found by the court) and 
following the application of other provisions of the antitrust order, there will 
not be power in such shareholder, or group of shareholders, to infiuence the 
commercial relations of more than one of the corporations whose stock is being 
distributed, or of the distributing corporation and one or more of the corpora- 
tions whose stock is being distributed, to the competitive advantage cf the dis- 
tributing corporation or one or more of the corporations whose stock is dis- 
tributed. 

The provision described in the preceding paragraph is for the purpose of 
insuring that this section will be available only where necessary for effective 
antitrust relief. There will not be nonrecognition treatment in cases where, with 
respect to particular shares of stock, a sale or other disposition or arrangemeut 
would be inore appropriate under the antitrust laws than a distribution of such 
stock. In the absence of this provision, it is believed that courts might be most 
reluctant to order a sale of stock (which would have substantial tax conse- 
quences) if the statute permitted limited tax consequences on a distribution of 
such stock if ordered by the court. Section 1111(f) (2) will make it unneces- 
sary for a court to choose between these alternatives because the benefits of the 
bill will be available only where distribution is completely compatible with anti- 
trust objectives. If it is shown that following a distribution and after com- 
pliance with all the provisions of au antitrust order, such as prohibitions on 
interlocking directorates and voting of stock, any stockholder or group of stock- 
holders will be in a position to act improperly under the policies of the antitrust 
laws, as set forth in the bill, those shareholders will be denied the benefits of 
the bill. Their disqualification will, of course, in no way affect the balance of 
the shareholders. 



Proposed new section 1111 is effective only with respect to distributions of 
divested stock made after the date of enactment. 
Section 1112 

Section 1112 provides that if stock is distributed by one corporation to another 
corporation which, in turn, distributes the stock pursuant to an antitrust order, 
the recipient of the stock from the second corporation is treated as if he had 
received the stock directly from the first corporation. The purpose of this pro- 
vision is to provide for the same tax treatment to individuals receiving divested 
stock, whether they receive such stock directly from the first distributing cor- 
poration, or whether they receive such stock indirectly through one or more 
intermediate holding companies. Under this section, if a corporation receives 
stock pursuant to an antitrust order and has to distribute it within 1 year from 
such receipt, also under an antitrust order, such a conduit corporation incurs no 
income tax liability, although the basis of its stock in the distributing corporation 
is readjusted because of section 1111. In determining the tax treatment of an 
individual shareholder who ultimately receives the divestecl stock, the basis of 
such stock to the conduit corporation and the earnings and profits of the conduit 
corporation are not taken into account. 

Section 1112 applies only to distributions of stock which take place after the 
date of enactment. 

D. TECHNICAL EXPLANATION OF THE AMENDMENT 

The amendment amends subchapter 0 of part I of the Ini. ernal Revenue Code 
of 1954 by adding a new part IX consisting of two new sections, section 1111 and 
section 1112. Both sections limit the amount includible in income in the case of 
distributions of stock pursuant to certain orders enforcing the antitrust laws. 
Stock eligible for the special treatment provided must be "divested stock" as 
defined in section 1111, 
Section 1111. Distribution of stock pursuant to orders enforciay the antitrust 

tates 
Section 1111(a) (1) defines a "distribution of divested stock" to include a 

distribution by a corporation to a shareholder, with respect to his stock in the 
distributing corporation, whether or not the distribution is pro rata with respect 
to all the shareholders of the corporation and whether or not the shareholder 
surrenders any of his stock in the distributing corporation. If the shareholder 
receiving a distribution of divested stock is a corporation, a further distribution 
to its shareholders may also constitute a distribution of divested stock. 

Section 1111(a) (2) provides that the amount of the distribution, for purposes 
of section 301 of the code, shall be the fair market value of the divested stock 
or the average adjusted basis of such stock in the hands of the distributing 
corporation immediately before the distribution, whichever is less. For ex- 
ample, shareholder A owns 20 shares of common stock of corporation X. Pur- 
suant to an antitrust order, corporation X distributes 2 shares of stock in cor- 
poration Y, which qualify as divested stock, for each share of common stock of 
corporation X outstanding. The amount of divested stock of corporation Y 
owned and distributed by corporation X is 1, 000 shares, 500 of which have a 
basis to corporation X of $20 a share and 500 of vvhich have a basis to corpo- 
ration X of $40 a. share. Thus, the average adjusted basis of the corporation Y 
stock to corporation X is $30 a share. The fair market value of such divested 
stock at the time of the distribution is $100 a share. The amount of the dis- 
tribution for purposes of section 301 of the code is $30 a share (the average 
adjusted basis to corporation X). Accordingly, the amount of the distribution 
to shareholder A for purposes of section 301 is $1, 200 (40 shares times $30), 

Section 1111(a) (3) limits the amount of gain to be recognized where the 
shareholder surrenders stock in the distributing corporation solely for divested 
stock which is treated as in part or in full payment therefor. In such a ease 
the gain may not exceed the average adjusted basis of the divested stock in the 
hands of the distributing corporation immediately before the distribution. For 
example, shareholder B owns 5 shares of common stock of corporation Y. B 
surrenders his 5 shares to corporation Y for 10 shares of divested stock in cor- 
poration Z in a redemption which is treated as a distribution in payment for the 
stock under section 302(a). The basis to B of the stock surrendered is $200. 
The fair market value of the divested stock in corporation Z received by B is 
$500 and it has an average adjusted basis to corporation Y of $10 pcr share. 
The amount of gain realized by shareholder B on the exchange is $300 ($500 fair 



market value of corporation Z stock received less $200 basis of corporation 
Y stock surrendered). The amount of such gain recognized is limited to $100 
(the average iidjusted basis of corporation Z stock in the hands of corporation 
Y times the number of shares received by B). 

Section 1111(a) (4) provides that the special rules of section 1111(a) (2) and 
(6) v;ill not apply to any transaction one of the principal purposes of which 
is the distribution of the earnings and profits of the distributing corporation 
or the corporation whose stock is distributed, or both. The fact that stock was 
purchased in contemplation of an antitrust order requiring its distribution may 
be evidence of the prohibited tax avoidance purpose. Even if such contemplation 
did not exist at the time of acquisition, such a principal purpose might never- 
theless be found to exist because of events occurring after such acquisition. 
Hoivever, the fact that an antitrust order requires, in the alternative, either 
a sale by the corporation or a distribution to shareholders, and the corporation 
elects to distribute the stock in oi der to minimize tax consequences, would not 
of itself be sufiicient to show that one of the principal purposes of the transaction 
is the distribution of earnings and profits. The existence of accumulated earn- 
ings and profits in either the distributing corporation or the corporation whose 
stock is distributed would not in itself mean that such a purpose existed. The 
fact that stock is divested stock within the meaning of section 1111(f) is not 
conclusive upon the issue of v hether one of the principal purposes of the trans- 
action is the prohibited tax avoids. nce purpose. Thus, even if the court, com- 
mission, or board does not find an intentional violation of the Sherman Act or 
the Clayton Act and does find that the application of section 1111(a) is re- 
quired to reach an equitable antitrust order, the Commissioner of Internal 
Revenue may make an independent determination as to whether such a purpose 
existed. 

Section 1111(a) (5) provides that the average adjusted basis of divested stock 
shall be determined under regulations prescribed by the Secretary or his delegate. 

Section 1111(a) (6) defines the term "stock" to include rights to receive 
fractional shares. 

Section 1111(b) (1) provides rules for determining the basis of the divested 
stock and of the stock of the distributing corporation in the case of a dis- 
tribution of divested stock the amount of which was determined under section 
1111(a) (2). Under section 1111(b) (1) the adjusted basis, immediately before 
the distribution, of the stock with respect to which the distribution was received 
is allocated between such stock and the divested stocl- received in accordance 
with regulations. Such adjusted basis is increased by an amount treated as a 
dividend or as gain from the sale or exchange of property under section 
801(c) (6) (A) of the code. For example, shareholder A owns one share of 
coinmon stock of corporation X which has a basis to him of $80. Corporation 
X distributes to shareholder A one share of divested stock in corporation Y. 
The corporation Y stock has iin average adjusted basis to corporation X of $20 
a share and a fair market value of $60 a share. The amount of the distribution 
to shareholder A is $20, which is taxed as a dividend pursuant to section 601 
of the code. After the distribution shareholder A as a total basis for both his 
corporation X stock and corporation Y stock of $100, that is, $80 (A's basis for 
his share of stock in corporation X) plus the $20 treated as a dividend. Fol- 
lowing the distribution, A's corporation X stock has a fair market value of 8140 
and his corporation Y stock has a fair market value of $60, for a combined 
total of $200. Assume that, under regulations prescribed by the Secretary or his 
delegate, A's total basis of $100 is allocated between his corporation X stock and 
his corporation Y stock in accordance with their fair market values. A's basis 
for his corporation X stock will be 140/200 of $100, or $70, and his basis for his 
corporation Y stock will be 60/200 of $100, or $60. However, section 1112 modi- 
fies this rule of allocation in a case where the stock received is again distributed 
as divested stock. 

Section 1111(b) (2) provides a rule for determining the basis of divested stock 
received in exchange for stock in the distributing corporation and with re- 
spect to which the amount of gain recognized was determined under section 
1111(a) (6). In such case the basis of divested stock received is the same as 
that of the stock in the distributing corporation surrendered by the shareholder, 
increased by the amount of any gain recognized upon the exchange. For ex- 
ample, shareholder A owns one share of common stock of corporation X which 
has a basis to him of $80. Corporation X distributes to shareholder A two shares 
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of divested stock in corporation Y in full payment in exchange for his share of 
common stock of corporation X. The stock ot corporatioii Y received by share- 
holder A has a fair market value of $100 a share and an average adjusted basis 
to corporatiou X of $30 a share. The amount of gain recognized to shareholder 
A is limited to $00 (the average adjusted basis to corporation X of the two shares 
received by A). After the exchange the total basis of the two shares in A' s 
hands is lt140 (the basis of the corporation X stock surrendered in the ex- 
change, $80, plus the aniount of gain recognized on the exchange, $60). 

Section 1111(c) provides that a proper allocation of earnings and profits shall 
be made under regulations prescribed by the Secretary or his delegate where 
the divested stock distributed under section llll(a) (2) or (3) is stock in a 
corporation controlled by the distributing corporation. Control is defmed as the 
ownership of at least 80 percent of the total combined voting power of all classes 
of stock entitled to vote and at least 80 percent of the total number of shares of 
all other classes of stock. 

Section 1111(d) defines the term "antitrust order" and, under section llll(f), 
only stock which is the subject of an antitrust order as so defined may qualify 
as divested stock. An "antitrust order" is a judgment, decree, or other order of 
a court or of a commission or board in a suit or proceeding under the Sherman 
Act or the Clayton Act, or both, to which the United States or such a commission 
or board is a party. 

Section 1111(e) defines the term "court" to include a commission or board 
issuing an "antitrust order. " 

Section 1111(f) (1) defines the term "divested stock" to mean stock which is 
the subject of an antitrust order entered after June 1, 1959. The order must 
direct the distributing corporation to distribute the stock to its shareholders (or 
require such distribution as an alternative to other action by any person) and 
further must specify and itemize the stock to be divested. It is further required 
that the court issuing the antitrust order must find that the divesiture of the 
stock is necessary or appropriate to eftectuate the policies of the Sherman Act, 
or the Clayton Act, or both, and must also find that the special tax treatment 
provided by section 1111 is required to reach an equitable antitrust order in the 
suit or proceeding. Section 1111(f) (1) further provides that no stock shall be 
divested stock if the court finds that divestiture is required because of an inten- 
tional violation of the Shernian Act or the Clayton Act, or both. 

Section 1111(f) (2) excepts certain stock from the definition of divested stock 
even though it may otherwise qualify as divested stock under the rules of section 
1111(f) (1). This section provides that shares of stock shall not be divested 
stock unless the court finds, as to such shares of stock, that following the dis- 
tribution or distributions of such shares to a shareholder (or to a group of 
shareholders found to be cohesive by reason of their busiuess interests or other 
relationships or for other reasons found by the court) and following the appli- 
cation of other provisions of the antitrust order, there will not be power in 
such shareholder, or group of shareholders, to influence the commercial relations 
of more than one of the corporations whose stock is being distributed, or of the 
distributing corporation and one or more of the corporations whose stock is be- 
ing distributed, to the competitive advantage of the distributing corporation or 
one or more of the corporations whose stock is distributed. Under section 
1111(f) (2) the court may limit such finding to some of the shares distributed 
pursuant to the antitrust order, and only those shares as to ivhich the finding 
was not made will fail to qualify as divested stock by virtue of section 
1111(f) (2). 

Section 1111(g) provides that for purposes of determining control under sec- 
tion 3fil of the code, dispositions of divested stock received in a distribution to 
which section 1111(a) applies shall not be taken into account if such dispositions 
are required by an antitrust order. Thus, if corporation X transfers assets to 
corporation Y in exchange for all of corporation Y's stock and distributes the 
corporation Y stock to its shareholders in a distribution to which section 1111(a) 
is applicable, corporation X will be deemed to have acquired control of corpora- 
tion Y for purposes of section 351 of the code even though, in obedience to the 
antitrust order, the shareholders of corporation X immediately dispose of the 
corporation Y stock received by them. 

Section llll (h) provides certain cross references. 
Section 1111 applies only to distributions of stock which take place after the 

date of enactment. 



850 

Section 1118. Successive distributior&s of divested stock 
Section 1112 provides that if (1) a corporation is a distributee of divested 

stock in a distribution to which section 1111(a) (2) applies, and (2) such dis- 
tributee is required to redistribute the stock received by an antitrust order within 
1 year from the time of receipt (or such longer period as the Secretary of the 
Treasury may provide), and (3) su&h redistribution is also a distribution of 
divested stock to which se&. tion 1111(a) (2) applies, then no gain or loss shall be 
recognized to (and no amount shall be includible in the income of) the redistribut- 
ing corporation on the receipt of such divested stock. 

Section 1112 further provides that a shareholder receiving divested stock 
from a redistributing corporation shall have his tax deter&uined as if he had 
received such stock directly from ihe corporation originally distributing it. 
Thus, the allocation of basis in the hands of the conduit corporation, and the 
earnings and profits of such corporation have no etfect on the determination of 
the tax of a shareholder receiving divested stock through it. 

Section 1112 applies only to distributions of stock which take place after the 
date of enactment. 
Antendn&ent to section 1888, 2&oi&tinp period of property 

Section 13 of the bill also amends section 1228 of the code to make it applicable 
to sto&. k distributions to which proposed sections 1111 and 1112 apply to limit 
the income realized. 

XII. GIFT TAX TO BE INCLUDED IN GROSS ESTATE IN CERTAIN CASES, 
ETC. (SEC. 14) 

A. INCLUSION OF GIFT TAX IN GROSS ESTATE 

Under present law a gift made within g years of the donor's death is pre- 
sumed to have been m. ade in contemplation of death. If it is found to have been 
so made the value of the gift is required to be included in the donor's gross 
estate and, as described below, a credit against the estate tax is allowed for 
the gift tax paid at the time the gift was made. This treatment was designed 
to place the estate of the decedent in the same position it would have been had 
no gift, in fact, been made. Present law, however, does not fully accomplish this 
purpose. Under such circumstances, the donor's overall estate tax burden is 
reduced because the gift tax is permitted to offset estate tax liability even though 
the amount of the gift tax per se is not included in the estate tax base. 

This provision of the bill, which is added by your committee, requires that 
where a gift is subsequently included in the donor's gross estate (for example, 
where it was made in contemplation of death) the gift tax paid on that gift also 
is to be included in the gross estate. Your committee believes that this amend- 
ment serves to restore the estate to the same position it would have been if no 
gift had been made. In such a ease the gross estate would have been larger, not 
only by the value of the gift, but also by the amount of the gift tax. This amend- 
ment eliminates vrhat your committee believes is a device whereby taxpayers 
have been able to reduce their estate tax burden simply by making deathbed 
gifts. Under the bill this amendment vvill apply with respect to gifts made after 
the date of enactment of this bill. 

B. CREDIT FOR GIFT TAX 

Present law allows a credit against the estate tax for any gift tax paid with 
respect to gifts of propertv which subsequently are required to be included in 
the gross estate. The credit is subject to two limitations. First, it cannot 
exceed the gift tax paid with respect to that property. Second, the credit cannot 
exceed the estate tax attributable to the inclusion of the gift in the gross estate. 
This is determined by a ratio which generally relates the value of the gift to the 
value of the gross estate. However, because the estate tax is imposed upon the 
taxable estate, not the gross estate, in a ease where debts must be paid from 
probate property the ratio does not truly reflect the proportion of the taxed 
property which the gift property actually represents. 

Thus under this ratio an estate with unpaid debts at the date of the decedent's 
death may receive a smaller gift tax credit than that received by another estate 
having the same taxable estate but no indebtedness, even though both decedents 
made the same gifts and paid the same gift tax. This mav be illustrated by the 
following example: 



Decedent A Decedent B 

1, Gross estate 
Less outstanding debts 

Net estate 

2, Amount of gift included in gross estate 
3. Prior gifts (above annual exclusion) 
4, Gift tsx paid on gift in line 2 
6. Net estate 
6. Estate tsx on net estate in line 5 
7. Gift, tsx credit with limitation b=sed on gross estate 

$250 000 
100, 000 

150, 000 

50, 000 
30, 000 

5, 250 
160, 000 
17, 500 
' 3, 600 

$150, 000 

150, 000 

50, 000 
30, 000 

150, 000 
17, 500 
s 5, 250 

50, 000 
X$17, 500=$3, 500. 

250, 000 

' 50000 
160, 000 

X$17, 600=$5, 833 (but not to exceed the gift tax paid). 

Your committee believes that full credit should be permitted for gift tax paid 
vvhere the gift property subsequently is included in the donor's gross estate. To 
accomplish this purpose, and thereby eliminate what the Treasury Department 
concedes is an inequity in the present law, the bill makes two amendments with 
respect to the above-described ratio. 

First, a technical amendment is made to section 2012(a) to relate gifts to the 
taxable estate rai. her than the gross estate. This provision is made applicable 
with respect to decedents dying after the date of enactment of this bill. How- 
ever, because of the next amendment, described below, this technical amendment 
trill continue to be effective only vvith respect to such decedents in the case of 
gifts made before the enactment of this bill. Second, the bill adds a new provi- 
sion to the Internal Revenue Code which makes the above-described ratio inop- 
erative where a gift tax, as well as the gift property, is included in the gross 
estate. Because gift tax vvill be included in the gross estate only with respect 
to gifts made after the date of enactment of this bill, this second amendment 
also will apply only vvith respect to gifts made after the date of enactment of 
this bill. 

XIII. IMPORT TAX OV LEAD AND ZINC (SEC. 15) 

The lead and zinc mining industry of the United States has for several years 
tried all of the various avenues provided by law which might lead to the regula- 
tion of imports so that domestic mines and smelters might operate on a sound 
and stable basis. The Tariff Commission recently concluded its fourth study 
since mid-1954. Two of these studies were pursuant to section 7 of the Trade 
Agreements Act, or escape-clause investigations. In both of these the Commis- 
sion was unaniruous in a finding of injury to the domestic industry. 

On June 19, 1958, the President announced that he was suspending considera- 
tion of the Commission's recommendation with respect to lead and zinc, stating 
that a final decision would be appropriate after the Congress completed its con- 
sideration of the minerals stabilization plan, presented with his approval bv 
the Secretary of the Interior. 

Congress did not approve the proposed minerals stabilization plan, and on 
September 22, 1958, the President announced that he had accepted the unani- 
mous finding of the Commission that escape clause relief was warranted. Ef- 
fective October 1, 1958, the President limited imports of unmanufactured lead 
and zinc to 80 percent of the average annual commercial imports during the 
5-year period 1958 — 57. 

Such quotas have been in effect since that date and in recent months the 
I&'inance Committee has received many appeals for changes in the method of im- 
port regulation. Without regard to the merits of the quota system during its 
first year of operation, there is evidence from many sources thht a change now 
is not only desirable but imperative. 

The Tariff Commission in its report issued in March 1960, unanimously made 
the following statement (pp. 109 — 110): 

In summary, import quotas afiecting such a large and complex industry 
as lead and zinc have not proved a satisfactory means of curtailing ex- 
cessive imports of these metals. The quotas adopted are rigid and in- 
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flexible and, being incapable of adjusting the changing elements of domestic 
supplies to the changing and varied needs of industrial consumers, have 
tended to increase, rather than to reduce instability of market prie&. s, and 
thereby to thwart the best interests both of domestic producers and con 
surners of lead and zinc. The system of import quotas has been dis- 
criminatory in its effects upon various producers, importers, and consumers, 
and has created unusual difliculties for some while it has brought windfall 
advantages to others. In zine smelting, especially, t. he absolute quota 
system has tended to eliminate small, though eilicient, producers who, with 
little or no control over domestic ore supplies, are rendered increasingly 
dependent upon precarious foreign ore supplies. On the one hand, this 
has tended to reduce nearby markets for ores produced by domestic mines 
in areas near the location of such smelters. On the other hand, it has 
tended to concentrate control over domestic ore supplies in the hands of a 
few powerful integrated corporations, and, with imports strictly limited by 
quotas, to increase their control over domestic supplies and market prices. 
Finally, import quotas have seriously interfered with normal trade rela- 
tions between smelters or importers and their suppliers and betrveen pro- 
ducers or importers and their customers, thereby forcing unusual, un- 
natural, vexing, and often uneconomic, adjustments. 

At the public hearing before the Tariff Comnrission in January 1960, all 
interested parties, domestic and forei'"n alike, spoke against continuance 
of import quotas. Even the representatives of the domestic lead- and 
zine-mining industry, which the quotas were designed to protect, made no 
defense of them and proposed import duties or import taxes in place of 
quotas. 

The Finance Committee, because of the urgency of the matter, adopi, ed an 
anrcndmcnt to H. R. 5547 which would con&bine the best features of several pro- 
posals made respectively by representatives of the Department of the Interior, 
by the mining industry, and by the processing industry. It is assumed that the 
amendment would serve to replace the quotas norv in effect. 

The amendment would add to chapter 88 of the Internal Revenue Code of 
1054 (relating to import taxes) a n& w subchapter l&rovi&ling for the following: 

Import taxes on lead: 
On lead-bearing ores, flue dust, and mat&os of all kinds, 1. 4 cents per 

pound on lead content. 
On lead bullion and lead in pigs, bars, et&. , 2 &cnts per pound on lead 

content. 
And, in addition, if the average market price of lead falls below lgr/z 

cents per pound, further taxes at the rate of 0. 7 cent per pound on the lead 
content of ores, flue dust, etc. , and 1 cent per pormd on the lead content of 
bullion, pigs, bars, etc. However, when the price of lead is determined to 
be 14r/z cents per pound or rrrore, the additional taxes shall cease to be 
imposed. A compensatory tax of 2 cents per pound rvould be imposed on 
lead products. 

Import taxes on zine: 
On zine fume, 1. 05 cents per pound on ziuc content. 
On zinc-bearing ores, containing not more than 8 per centum of zinc, 

1. 05 cents per pound on the zine content. 
On the zine in blocks, pigs, or slabs, 1. 5 cents per pound. 
On zinc scrap and skimmings, 1. 05 cents per pound. 
In addition, if the average market price of zine falls below 12&/z cents 

per pound, further taxes shall be imposed at the rate of 0. 7 cent per pouml 
on the zinc content of zinc fume and the same on zinc-bearing ores; 1. 0 cent 
per pound on zinc in blocks, pigs, or slabs; aud 0. 7 cent per pound on zinc 
scrap and skimmings. IVhen the price of zine is determined to be 18' cents 
per pound or more, these additional taxes shall cease to be imposed. A com- 
pensatory duty of 1. 8 cents per pound on the zinc content of manrrfactured 
products would also be applied. 

The above amendment adopted by the Finance Conrmittee contains features of 
one industry recommended proposal for a straight tax regardless of the price 
of lead or zine as well as features of another industry proposal for an entirely 
flexible or reruovable tax. It retains the advantage of a moderate permanent tax 
plus a small additional renrovable tax based on the respective prices of lead and 
zine. It avoids the disadvautages of a full permanent tax which would continue 
in effect even when prices arc adequate an&1 protection not nevessary; at the 



same time it would prevent the sudden substantial price changes which would 
inevitably accompany the assessing of the full tax whenever the price dropped 
below the peril point. 

The amendment contains elements of the proposal made in 1957 by representa- 
tives of the Department of the Interior and incorporates the moderate maxi- 
mums recommended by the members of the Tariff Commission which oifered sug- 
gestions for the replaceiiient of the present quotas. The maximum taxes in the 
amendment also approximate those in the earlier suggestions of the spokesmen 
for the executive departments. 

Before making its decision the Committee gave careful consideration to an- 
other proposal made by a portion of. the industry which would levy taxes at a 
somewhat higher rate but which would be removed entirely when prices reached 
specified levels. This proposal would assess taxes on lead-bearing ores at the 
rate of 2. 8 cents per pound on the lead content and 4 cents per pounil on lead 
in bars, pigs, etc. ; and taxes on zinc at the rate of 2. 8 cents per pound on the 
zinc content of ores and 4 cents per pound on zinc in blocks, pigs, etc. These 
taxes would not be applied at all when prices reach the respective levels of 
15i/~ cents per pound for lead or a combined price of 29 cents per pound for 
lead and zinc, or of 16+a cents per pound for zinc or a combined price of 29 
cents for lead and zinc. 

The committee rejected this proposal in favor of the amendment which provides 
for a perinanent tax plus an additional removable tax. 

XVI. DISTILLED SPIRITS AND WINES FOR USE OF FOREIGN 
EMBASSIES, LEGATIONS, ETC. (SEC. 16) 

A. GENERAL STATEMENT 

Under present law, foreign diploinats stationed in this country are not per- 
mitted to purchase doinestic distilled spirits and wine without paying the U. S. 
tax although U. S. diplomats stationed in most foreign countries are allowed to 
purchase similar commodities in those countries tax free. On the other hand, 
foreign diplomats stationed in the United States inay obtain imported distilled 
spirits and wine from a customs bonded ivarehouse tax free. 

This. situation has resulted in two discriminations. First, taxed domestic 
distilled spirits and wine are unable to compete successfully against tax-free 
imported spirits and wine for the diplomatic trade. Second, foreign diplomats 
stationed in this country are placed in a less favorable position with respect to 
the purchase of domestic spirits and wine than are U. S. diplomats stationed in 
a foreign country. 

Your committee's bill removes both of these inequities. It provides a proce- 
dure whereby foreign diplomats may obtain domestic distilled spirits and wine 
on a tax-free basis. This is done by permitting them to withdraw such commodi- 
ties from a customs bonded warehouse tax and duty free in the sanie manner 
imported spirits and wine presently may be withdrawn. Under the bill, domestic 
spirits and wine withdrawn tax free may be used only for the official or family 
use of foreign governments, organizations, and individuals who are permitted to 
import distilled spirits or wine tax free. 

Amendments made bv this section will take effect 8 months after the date of 
enactment of this bill. 

B. TECHNICAL STATEMENT 

This section was added to the House bill by your committee to provide a 
procedure whereby American distilled spirits and wines may be withdrawn free 
of tax for consumption in the United States for the official or family use of 
foreign governments, organizations, and individuals who are entitled to import 
distilled spirits or wines free of tax. 

The section redesignates section 5066 of the Internal Revenue Code of 1954 as 
section 5067 and adds a new section 5066 entitled "Distilled Spirits and Wines for 
Use of Foreign Embassies, Legations, etc. " 

Subsection (a) of new section 5066 provides for the entry into customs bonded 
warehouses of distilled spirits bottled in bond for export, bottled distilled spirits 
eligible for export with benefit of drawback, and of specified bottled wines 
labeled for export. Such distilled spirits and wines will be entered into custoins 
bonded warehouses in which imported distilled spirits and wines are permitted 
to be stored in bond. 
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In general the distilled spirits and wines will be handled under the procedures 
applicable to the exportation of such commodities and the entry into customs 
bonded warehouses, as provided in subsection (a), of distilled spirits and wines 
will be held to have the same effect as though the distilled spirits or wines so 
entered were exported. 

Paragraph (1) of subsection (b) provides for the withdrawal from customs 
bonded warehouses of distilled spirits and wines enteretl into such warehouses 
under the provisions of subsection (a). This subsection provides that pursuant 
to regulations, distilled spirits or wines so entered may be withdrawn for con- 
sumption in the United States by and for the official or family use of foreign 
governments, organizations and individuals who may now or hereafter be en- 
titled to withdraw imported distilled spirits or wines from such warehouses free 
of tax. The distilled spirits and wines will be withdrawn in the same manner 
and under the same conditions and procedures as distilled spirits or wines im- 
ported and withdrawn free of tax by such governments, organizations, and in- 
dividuals. It is intended that all conditions applicable to the withdrawal of 
imports (for example the reciprocity condition contained in sec. 7fill of the In- 
ternal Revenue Code) be applicable in respect to withdrawal of domestic dis- 
tilled spirits and wines from such customs warehouses. 

Paragraph (2) of subsection (b) provides that no distilled spirits or wines 
withdrawn from such customs bonded warehouses for use of such governments, 
organizations, or individuals or otherwise brought into the United States free of 
tax for such use, shall be sold, possessed, or disposed of for use or uses other 
than as provided in subsection (b). This provision applies to all distilled 
spirits and wines, whether imported or domestic, which are withdrawn from 
such customs bonded warehouses for use of such governments, organizations, or 
individuals or which are otherwise brought into United States free of tax for 
such use. This provision is intended to make applicable criminal and forfeiture 
provisions of the Internal Revenue Code with respect to all such distilled spirits 
or wines, imported or domestic, which are sold, possessed, or disposed of for use 
or uses other than as provided in this section. 

MINORITY VIEWS OF SENATOR DOUGLAS AND SENATOR GORE 

THE DU PONT AilIEiVDMENT (SEC, 13) 
We are opposed to the amendment (sec. 13 of the bill) which would provide 

very great tax relief for the individual stockholders of the Du Pont Corp, in the 
event the court ordered Du Pont to divest itself of its General Motors holdings. 

COURT CA. SE STILL PEiVDIiVG 

In the first place, there is no present need for this bill. Tlie case is still pend- 
ing in the courts. No divestiture has yet been ordered. An appeal from a district 
court decision, which did not order divestiture, is still pending. The case will not 
be before the Suprenre Court for some time and even after it is heard it will 
have to be sent back to the district court for whatever action is ordered. 

It would certainly seem the better course of action to wait for these court 
decisions in order to determine what relief, if any, is justified. Further, if no 
divestiture is ordered, no relief will ever be necessary. 

TAX EFI'ECTS IF DIVESTITURE IS ORDFRED 

What would be the tax effects of this bill if the courts ordered Du Pont and its 
family-controlled corporations, Christiana and Delaware Realty Corps. , to divest 
themselves of General Motors stock? We should first establish some facts. 

Of the 63 million shares of General Motors stock now owned by Du Pont, 
roughly 66 percent is ow~ed by imlividuals, 20 percent by Christiana and Dela- 
ware Realty (controlled by the Du Pont family), and 6 percent by other corpora- 
tions. At the present time these shares are worth about $46 apiece, or $2, 8 billion. 
The original cost of the General Motors stock to the Du Pont Corp. was about 
'$2. 10 per share. 

Vneter present law 
What would be the tax consequences under present law if divestiture were 

ordered? 
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(1) Under the present law, the shares owned by individuals would be taxed as 
dividend income, estimated (for purposes of revenue effect determination) to be 
at an average rate of 50 percent to these shareholders. This would bring in 
revenues of $900 million. 

(2) If Christiana and Delaware Realty were ordered to divest themselves 
of General Motors stock, these shares would also go to individuals and the tax 
would also be at the dividend income rate again, for revenue eftect determina- 
tion, to be at an average of 50 percent for these individuals. This would bring 
in revenues of approximately $400 milllion. 

(3) The 6 percent of the stock now owned by corporations other than Christi- 
ana and Delaware Realty would be taxed at only about 16 cents per share, or 
a tax of about $604, 000. This is true because dividends distributed between 
corporations are taxed on the basic value of the shares ($2. 10 in the case of 
Du Pont) and there is an 85-percent intercorporate dividend deduction ($2. 10 
less 85 percent equals 32 cents times effective tax rate of 50 percent equals 
16 cents). 
Under the Du Pont amendment 

Under the Du Pont amendment to the bill, these tax consequences would be 
enormouslv reduced. 

(1) The shares owned by individuals would be taxed at the "basis cost" to 
Du Pont. Since this is $2. 10 and these groups would pay about a 50 percent 
effective tax rate on the average, the tax would be about $1. 05 per share instead 
of $22. 50 per share. The tax revenues would be reduced from about $900 million 
under present law to about $43 million under the bill, or a loss in revenues of 
over $850 million. 

(2) The shares owned by Christiana and Delaware Realty would also be 
taxed at $1. 05 instead of $22. 50. This would bring in $19 million instead of 
about $400 million, or a tax loss of about $380 million. 

If Christiana and Delaware Realtv were not required to divest, the tax would 
be only 16 cents per share (i. e. , 52 percent of 15 percent of $2. 10). On holdings 
of 18. 3 million shares, the total tax for Christiana and Delaware Realty would 
be only $3 million. 

(3) The 6 percent of the shares owned by other corporations would be taxed 
at the same effective rate as under present law, or about 16 cents per share, and 
there would be no effective tax changes. 

The total tax losses would be the difference between taxes at $1. 3 billion and 
taxes at $62. 6 million, or about $1. 23 billion. 

The following table may help to make this clear. 

Tax effects if Du Pont mere ordered to divest itself of General 3Iotors stoctc 

Class 

Shares of 
Qeneral 

Motors stock 
now Indi- 
rectly held 
(millions) 

Percent 
Estimated 
tax under 

present law 
(millions) 

Estimated 
tax under 

amendment 
to this bill 
(millions) 

Individuals 
Stockholders of Christiana and Delaware Realty 
Other corporations 

Total 

40. 9 
18. 3 
3. 8 

65 
29 
6 

100 

8900 
400 

. 6 

1, 300 

343 
19 

. 6 

62. 6 

CONCLUSIONS 

Certainly such potential tax relief is neither necessary nor in the public 
interest. This is especially true since the courts have not even settled the case. 
The eftect of such a tax law, in this as well as in other cases, would be an 
incentive to violate the antitrust laws. A company would know that there 
vrould be no tax penalty for such violation, even when divestiture was ordered. 
Since there would be no penalty, what incentive would there be for any corpora- 
tion to carry out either the spirit or the letter of the law v 

If some different treatment is felt to be necessary in cases of divestiture 
under the antitrust laws than now exists, it would seem that paying at the 



capital gains rate of 25 percent would be niore appropriate than any other 
method of treatnient. This would yield close to, '$700 million. 

Tax relief of the enormous amounts contemplated is against the public inter- 
est. Never have such enormous amounts been give~ by so niany to, . o few. 

IMPORT TAX ON I. EAD AND ZINC (SEC. 15) 

Section 15 of the subject bill contains the substance of the bill S. 8698 which 
was introduced on June 18, 1900. There have been no public hearings on this 
bill and, in our opinion, no adequate study by the Finance Committee. 

Similar bills have been introduced in the past and, in fact, approved by the 
Finance Committee. In this connection, we ivould call attention to our minority 
vieivs &ontained in Senate Report 1058, 85th Congress, 1st session. VVe consider 
those vieivs to be still valid. 

Section 15 represents an attempt to undermine our reciprocal trade program 
and a return to logrolling on tariffs. It may veil harm our entire doinestic 
ecouomy without furthering our foreign policy objectives or providing efFective 
aid to this particular industry. This section would impose a fixed duty on 
lead and zinc with a fiexible additional tax to be applied when the &lomestic 
prices of these comiuodities fall below specified levels. The duty is quite large 
as compared ivith the present price of these commodities and ivould signal a 
return to a protective tariff. 

IVe should never forget that the last increase in the protective tariff; namely, 
the Smoot-Hawley Act of 1980, directly stimulated reprisals all over the world. 
This further shrank the volume of world trade and among other consequences 
stiinulated the Empire Preference Agreements within the British Empire. It 
distinctly increased economic nationalism and inteusified the world depression. 

If the present proposal is enacted, and similar proposals follow, they would 
invite and in all probability would have similar bad effects. 

Adoption of this proposal would be a major reversal of the Cordell Hull 
reciprocal trade policy. It is well known that the tariff issue has in the past 
given rise to some of the worst abuses in our legisla. tive history. 

By the establishment of the Tariif Commission and the re& iprocal trade pro- 
grani, Congress put our trade and tariff policy upon a sounder footing. Under 
the program of Cordell Hull we moved toward greater world trade, to the ad- 
vantage of our own as well as of other countries. Then to protect American 
industry from temporary and localized losses, we set up the procedures of the 
so-called peril-point and escape clause. This transferred to the President and 
to the Tariff Commission the vexatious task of dealing with the claims to pro- 
tection of a wide variety of industries. 

Despite the decrease in domestic production, the United States remains the 
world's leading consumer of lead and zinc. 

The preservation of the lead and zinc mining industry is important. It is 
important to those who are engaged iu this industry, both those who invest 
their capital and those who invest their labor. It is also important for national 
strategic reasons. 

Higher U. S. tariffs on lead and zine will directly operate to decrease our ex- 
ports to the four countries from which we import inost of our lead and zinc, 
namely, Canada, Mexico, Peru, and Australia. Since the amount of goods 
which these four countries can sell to us will be appreciably reduced, this 
will automatically reduce the amounts which they can buy from us. Interna- 
tional trade is ultimately a process of balance in barter, in ivhich the goods 
and services of a given country such as ours are exchanged for the goods and 
services of other countries. These countries cannot buy from us unless they 
can sell to us and when we cut our purchases from them, they will have to cut 
theirs from us. 

As for national strategic considerations, it v ould appear that the United 
States is in a favorable position. Several programs have been undertaken in 
recent years toward this end. Lead and zin&. have been stockpiled through a 
Government purchase program and direct subsidies have been granted for ex- 
ploration and development work. 

The Federal Government has not been oblivious to the needs and difficulties 
of the domestic lead and zinc mining industry, Several programs have been 
undertaken to assist the industry. Exploration grants as of December 81, 1959, 
had amounted to $6, 129, 000 for lead-zinc and $8, 828, 000 for lead-zinc-copper, 
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or a total of almost $10 million. Numerous companies have had their explora- 
tions certified as discoveries as a result of this program. The Government has 
also, under the Defense Production Act of 1950, authorized loans to increase 
the production of lead and zinc. 

In addition to the above programs for the direct and specific benefit of the 
lead and zinc mining industry, the companies operating in this field also have 
available the tax deductions for exploration and development, in addition to 
percentage depletion allowances. The percentage depletion allowance in the 
Internal Revenue Code of 1954 was increased to 28 percent for production 
within the United States but the old 15-percent level for operations outside the 
United States was retained. 

In considering a program designed to benefit lead and zinc mining, we must 
keep in mind not only domestic economic and national strategic considerations, 
but foreign policy objectives as well. 

As we have pointed out, the United States is the world's largest consumer and 
importer of lead and zinc. !ilost of thc lead which enters international trade is 
mined in Australia, Mexico, Canada, Peru, Morocco, the Union of South Africa, 
and Yugoslavia. Most of the zinc ore &vhich enters international trade is mined 
in Canada, Australia, Mexico, Peru, the Belgian Congo, and Italy. Cooperation 
with most of these countries in economic matters is a part of overall U. S. foreign 
policy. The type of unilateral action represented by this section will adversely 
af'feet the economy of some of these countries and will run counter to other 
programs vhich the Government of the United States is fostering in these 
countries. 

It might also be pointed out here that, as in so many other instances, efforts 
to cure the problems faced by the lead and zinc mining industry in the United 
States cannot be considered in isolation. In most of the foreign countries 
listed above as furnishing lead or zinc for international trade, a la. rge part of 
the ore is produced by concerns in which U. S. mining or smelting and refining 
companies have substantial financial nterest. During this session of the Con- 
gress, the Senate has approved the bill, H. R. 10087, which liberalizes provisions 
of law relating to the foreign tax credit and thus acts as an inducement to 
further U. S. investment abroad in the extractive industries where the branch, 
rather than the subsidiary, is the customary form of organization. Section lo 
of the subject bill now st orks at cross purposes by attempting to destroy a part 
of the market for these foreign mines. The upshot of both these actions taken 
together, however, will be an increased burden on the American consumer, with 
lead and zinc producers, foreign and domestic alike, taking advantage of the 
additional, artificially induced profits. 

The worldwide imbalance between production and consumption of lead and 
zinc in recent years is a worldwide problem. It cannot be solved by unilateral 
action by the United States. Efforts are being made, however, to solve this 
problem. Several meetings have already been held under the auspices of the 
United Nations. Meetings were held in London in September 1958, in Geneva in 
November 1958, in New York in April and May 1959, and again in Geneva early 
this year. 

At the November 1958 meeting, it was agreed that this problem should be 
treated as a matter of urgency. At the May 1959 meeting, several representa- 
tives of governments and private companies announced cuts in production and 
export of lead and zinc. At the meeting held in Geneva early this year, several 
lead producers oftered to reduce the amounts of lead they would market and 
it was expected that the estimated lead surplus would be cut in half during the 
first 9 months of 1960. Another meeting is to be held early in September of 
this year. 

To sum up, we do not feel that such a direct attack on the Cordell Hull 
reciprocal trade program as the one embodied in section 15 of this bill should 
be enacted by the Congress, and certainly not without thorough study. Should 
the solution to the domestic lead and zinc problem be sought along the lines 
proposed, the artificially high and rigid price levels induced thereby may well 
be hurtful to the whole economy and, indeed, may result in the widespread use 
of substitutes for lead and zinc, thereby dealing a death blow to domestic 
mining of these minerals. Seeking a solution to the world problem of imbalance 
between production and consumption of lead and zinc by unilateral U. S. action 
of the type outlined in section 15 of this bill will not further our foreign policy 
objectives. 
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The provisions of this section vvould signify a return to the legislative de- 
termination of tarilf schedules. We predict that it will open up the floodgates 
aud that a host of other increases will be proposed. For if the tariffs on lead 
and zinc are skyrocketed by special legislation, then Ive can expect that the 
producers of textiles, copper, and a myriad of other products, metallic, manufac- 
tured, and agricultural, will demand and quite possibly obtain similar favors, 
We will indeed have opened Pandora's box. 

In the process, the reciprocal trade program will go down the drain. The 
painful eiforts to bind the free world closer together economically will be 
defeated and the world will tend to relapse into economic nationalism. 

We do not believe that the people of this country want this. We are convinced 
that it would be against the longrun best interests of the United States. Section 
15 should be stricken from the bill. 

PAvI. H. DOOGLAs, 
ALBERT GORE. 

[H. R. 10960]" 

DETERMINATION OF RETAIL PRICE FOR PURPOSES OF 
EXCISE TAX ON CIGARS 

(Senate Report iVo. 1915, Eighty-Sixth Congress, Second Session, Calendar No. 1992] 

[August 25 (legislative day August 24), 1960] 

Mr. BTRB of Virginia, from the Committee ou Finance, submitted the following 
report to accompany H. R. 10960. 

The Committee on Finance, to whonr Ivas referred the bill (H. R. 10960) to 
amend section 5701 of the Internal Revenue Code of 1954 with respect to the 
excise tax upon cigars, having considered the same, report favorably thereon 
without anIendment and recommend that the bill do pass. 

I. SVM XIARY OE BILL 

The I'ederal excise tax on large cigars is paid by the u&anufacturer but based 
on the intended retail price of the cigars. Seven different tax brackets provide 
tax rates, increasing with the intended retail price of the cigar. This intended 
retail price of the cigar is determined in the principal market of the cigar, or the 
locality where most of a particular brand is sold. Under present law this price 
is deterniined by excluding State and local retail sales taxes fronI the price. Un- 
der this bill the price is determined by excluding "any State or local taxes inr- 
posed on cigars as a commodity. " This excludes not only retail sales taxes but 
taxes such as manufacturers and wholesalers sales taxes in determining the in- 
tended retail price of large cigars. This amendment is to apply to cigars removed 
on or after the ninth day of the erst ruonth beginning after the date of enact- 
ment of this bill. 

The Treasury Department favors the enactnIent of this bill. 

IL GENERAL STATEMENT 

Under present law (sec. 5701(b) (2) ) the tax on large cigars (those weighing 
more than 3 pounds per thousand) begins at $2. 50 per thousand for those in- 
tended to retail at not more than 21/ cents, and in seven tax brackets increases 
to $20 per thousand for those intended to retail at more than 20 cents each. In 
determining the retail price at which cigars are sold for purposes of these seven 
tax categories, present law states that "regard shall be had to the ordinary retail 
price of a single cigar in its principal market, exclusive of any State or local 
taxes imposed on the retail sale of cigars. " The principal market of a cigar, 
according to Treasury Department interpretation (Rev. Rul. 55-20, C. B. 1955 — 1, 
p. 516), is the locality in which the bulk of such cigars are sold singly at retail. 

As indicated above, the ordinary retail price of a single cigar in its principal 

-" Puhuc Laxr 99 — 779, page 709, this Bulletin. 
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market is to be determined by excluding any retail State or local taxes imposed 
on the sale of the cigar in its priucipal nmrket. However, the Treasury Depart- 
ment is connection with a Minnesota statute imposing a 15-percent tax (now 20 
percent) on the wholesale price of certain tobacco products, including cigars, 
has ruled that the price &vhich determines the Federal tax category is not to 
exclude any State or local wholesale or manufacturer tax imposed on cigars 
(Rev. Rul. 55 — 698, C. R. 19, », — 2, p. 4&4), 

The problem which has been called to the attention of your committee involves 
a 20-percent llichigan ivholesale tax on cigars. It is understood that one 
manufacturer located in Michigan produces a cigar intended to retail at 15 cents 
exclusive of State or local taxes. H&&wever, as a result of the Michigan whole- 
sale tax of 20 percent, the cigars now sell at retail in Michigan for &nore than 
15 cents (including tax). lioreover, Michigan is the principal market in this 
case. Under present law the Federal cigar tax is $10 per thousand for cigars 
selling at retail for more than 8 cents but not more than 15 cents and is $15 
per thousand for those in the category above 15 cents hut not above 20 cents. 
As a result, in the case in question the Michigan wholesale tax in eifect has 
increased the Federal tax from $10 to $15 per thousand. However, manu- 
facturers of competing ciga. rs, also intended for sale at 15 cents exclusive of 
State or local taxes, can be sold in Michigan and elsewhere without the payment 
of the additional Federal tax of $5 per thousand if their principal market is in 
an area where there is no State or local wholesale tax. 

Your committee does not believe that differences in State or local taxes on 
cigars in general should make a difterence in the Federal rate of taxation for 
cigars. To permit such taxes to be taken into account creates an artificial 
distinction among various cigars and leads to competitive discrimination. 

For the reasons given above, your committee has amended the code (sec. 
5701(b) (2) ) to provide that in determining the retail price for tax purposes 
regard is to be had for the ordinary retail price of a single cigar in its principal 
market, exclusive of any State or local taxes imposed on cigars as a commodity, 
whether they are taxes on the wholesale, retail, or manufacturers' price. How- 
ever, this is not intended to provide any exclusion for taxes such as those on 
gross receipts, income, or personal property, 

This provision is to be effective with respect to cigars removed from the 
factory or released from customs custody on or after the ninth day of the first 
month which be~s after the date of enactment of this bill. 

The Treasury Department has indicated that while some revenue will be 
lost as a result of preventing certain cigars from being forced into higher tax 
brackets as a result of State wholesale taxes, it does not believe that this 
result was the intent of Congress and, therefore, does not believe that this 
should be considered as a revenue loss in the usual sense in which this term is 
used. 

[H. R. 10960]" 

DETERMINATION OF RETAIL PRICE FOR PURPOSES OF 
EXCISE TAX ON CIGARS 

[Conference Report iVo. 2214, Eighty-Sixth Congress, Second Sessionl 

[August 60, 1960] 

3Ir. Mri. r, s, from the committee of conference, submitted the following Confer- 
ence Report to accompany H. R. 10960. 

The committee of conference on the disagreeing votes of the two Houses on the 
amendments of the Senate to the bill (H. R. 10960) to amend section 5701 of 
the Internal Revenue Code of 1954 with respect to the excise tax upon cigars, 
having met, after full and free conference, have agreed to recommend and do 
reconunend to their respective Houses as follows: 

s& Public Law 86 — 779, page 709, this Bulletin. 
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That the Senate recede from its amendment numbered 2. 
That the House recede from its disagreement to the amendment of the Senate 

numbered 1 and agree to the same. 
Ameuclment numbered 8: 
That the House recede from its disagreement to the ameudment of the Senate 

numbered 8, and agree to the same with an amendment as follows: 
On page 3 of the Senate engrossed amendments, line 17, strike out "Sac. 5" 

and insert Sec. I&; and the Senate agree to the same. 
Amendmeut numbered 4: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 4, and agree to the same with an amemlment as follosvs: 
On page 0 of the Senate engrossed amendments, line 5, strike out "SEc. 6" and 

insert Sec. 5; aud the Senate agree to the same. 
Anrendment numbered 5: 
That the House recede from its disagreement to the amendmeut of the Senate 

numbered 5, and agree to the same with the following amendments: 
On page 11 of the Senate engrossed amendments, line 2, strike out "SEc. 'l" 

and insert the following: Sec. 0 
On page 11 of the Senate engrossed amendments, line 12, strike out "marie" 

and insert the following: marl 
On page 11 of the Senate engrossed amendments, strike out lines 16, 17, and 

18, and insert the following: 
"(b) Land Used in Earming. — Eor purposes of subsection, (a), the term 'land 

used in farming' tneans land esed (before or simultaneously &cith the expendi- 
tures described in subsection. (a) ) by the taxpayer or his tenant for the pro- 
duction of crops, fruits, or other agricultural products or for the sustenance of 
livestock. 

And the Senate agree to the same. 
Amendment numbered 6: 
That the House recede from its disagreement to the amendruent of the Senate 

numbered 6, and agree to the same with an amendment as follows: 
Ou page 12 of the Senate engrossed amendments, line 20, strike out "SEc. 8" 

and insert Sec. 7; and the Se~ate agree to the same. 
Amendment numbered 7: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 7, and agree to the same with an amendment as follows: 
On page 15 of the Senate engrossed amendments, line 18, strike out "SEc. 9" 

and insert Sec. 8; and the Senate agree to the same. 
Amendruent numbered 8: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 8, and agree to the same with an amendment as follows: 
On page 17 of the Seuate engrossed amend&cents, line 7, strike out "SEc. 10" 

and insert Sec. 9; and the Senate agree to the same. 
Amendment numbered 0: 
That the House recede from its disagreement. to the amendment of the Senate 

numbered 0, and agree to the sarue with an amendment as follows: 
On page 18 of the Senate engrossed amendments, line 5, strike out "SEc. 11" 

and insert Sec. 10; and the Senate agree to the same. 
Amendment numbered 10: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 10, and agree to the same with an amendment as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 
Sec. 11. The Pension, Eund, Piumbers' Local Union rVembered 775, uhich was 

created 3lag 1, 1957, as a result of an agreeme~t between Plumbers' Local Union 
Numbered 775, of S»ffolk County, Xew York, affrliated with the United Associa- 
tion of Journeymen, and Apprentices of the Plumbing and Pipe Eitting Industry 
of the United States and Canada, and the Suffolk County Plumbing and Heating 
Contractors Association, Inc. , and which has been held by the Internal Revenue 
Service to constitute a &Iualifted trust under section 401(a) of the Internal Reve- 
nue Code of 195$, and to be exempt from taxation under section 501(a) of such 
Code, shall be held and considered to have been a qualified trust ender such 
section I&01(a), and to have been exempt from taxation under such, section 
501 (a), for the period beginni»g r)Iay 1, 1957, and ending ofay 11, 1959, but only 
if it is shown to the satisfaction of the Secretary of the Treasury or his delegate 



that the trust has not in this period been, operated in a manner tchich mould 
jeopardize the interests of its beneficiaries. 

And the Senate agree to the same. 
That the House recede from its disagreement to the amendment of the Senate 

to the title of the bill and agree to the same. 
W. D. MILLS, 
AtME J. FGSAND, 
CEoj:L R. KING, 
NGAII M. MAsoN, 
JGNN W. BYRNEs, 

jjfanagers on the Part of the House. 
HARav F. Bvan, 
ROST. S. KERR, 
J. ALLEN FEEAE, Jr. , 
RoaT. S. KNEE, 

By Harry F, Byrd, 
JGHN J. WzLLLAms, 
FSANK CAELSON, 

Managers on the Part of the Senate. 

STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 

The managers on the part of the House at the conference on the disagreeing 
votes of the two Houses on the amendments of the Senate to the bill (H. R, 
10960) to amend section 5701 of the Internal Revenue Code of 1954 with respect 
to the excise tax upon cigars, submit the following statement in explanation 
of the effect of the action agreed upon by the conferees and recommended in 
the accompanying conference report: 

CERTAIN DIVIDENDS FROM FOREIGN CORPORATIONS 

Amendment No. 1: This amendment adds a new section to the bill as passed 
by the House which amends section 248 of the Internal Revenue Code of 1954 
by adding a new subsection (d). Under the new subsection (d), the 85-percent 
intercorporate dividends received deduction is to apply with respect to dividends 
paid by a foreign corporation out of its earnings and profits if such earnings 
and profits were accumulated by a predecessor domestic corporation which 
was subject to the income tax under chapter 1 of the 1954 Code (or correspond- 
ing provisions of prior law). The new section of the bill also contains a tech- 
nical amendment to section 861(a) (2) of the 1954 Code. These amendments 
apply to dividends received after December 81, 1959, in taxable years ending 
after such date. 

This new section added by Senate amendment No. 1 is substantially the same 
as H. R. 12086 as passed by the House. 

The House recedes. 

DEFINITION OF BUSINESS LEASE 

Amendment No. 2: Senate amendment No. 2 would add a new section to the 
bill, relating to exceptions to the definition of business lease. 

The new section would add. a sentence at the end of section 514(b) (8) (A. ). 
This sentence provides that a lease to a medical clinic by a scientific organ- 
ization engaged in medical research of premises adjacent to those occupied 
by such scientific organization shall be considered a lease entered into pri- 
marily for purposes substantially related to the organization's exempt pur- 
poses and functions (and thus shall not be considered a business lease), if the 
treatment of patients of the medical clinic, their medical histories, and donated 
services of doctors of the medical clinic are utilized by the scientific organiza- 
tion for medical research purposes. 

The Senate recedes. 

PROVISIONS RELATING TO POSSESSIONS OF THE UNITED STATES 

Amendment No. 8: This amendment adds a new section 5 to the bill, relating to 
limitation on reduction in income tax liability incurred to the Virgin Islands 
and to the estate and gift tax treatment of certain citizen residents of possessions. 
Except as noted below (and except for technical clarifying amendments), the 
text of Senate amendment No. 8 is the same as H. R. 5547, as passed by the 
House. 
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Both H. R. 5547 and the Senate amendment, with two exceptions, provide that 
tax liability incurred to the Virgin Islands pursuant to the income tax provisions 
equivalent to those of the United States, as made applicable in the Virgin Islands 
bv the Naval Appropriations Act, approved July 12, 1921, or pursuant to section 
28(a) of the Revised Organic Act of the Virgin Islands, is not to be reduced or 
remitted in any way, directly or indirectlv, whether by grant, subsidy, or other 
similar payment, by any law enacted in the Virgin Islands. 

The first exception relates to United States and Virgin Islands corporations 
and, in general, provides that subsidies can be paid to these corporations under 
iuuch the same conditions as those under which income tax exemptions are pres- 
ently available in the case of U. S. corporations carrying on a trade or business iu 
most other U. S. possessions (sec. 931 of the code). The second exception re- 
lates to citizens of the United States (both those who are citizens by reason of 
the special act of Congress relating to the possession, and those who are citizens 
by reason of birth in the continental United States, naturalization, etc. ) who are 
bona fide residents of the Virgin Islands and permits the granting of subsidies 
in much the same manner as bona fide residents of Puerto Rico may claim an 
exemption from U. S. income tax with respect to their income derived from sources 
within Puerto Rico (sec. 933 of the code). With respect to this second excep- 
tion, the Senate amendment contains a provision (not in the House bill) under 
which gain or loss from the sale or exchange of any security (as defined in sec- 
tion 165(g) (2) of the code) shall not be treated as derived from sources within 
the Virgin Islands. 

Both H. R. 5547 and the Senate amendment provide (in effect) that U. S. citi- 
zens who are residents of a possession, and whose citizenship is derived from 
citizenship of that possession, are to be subject to the estate and gift tax imposed 
by the United States, in general, to the same extent as in the case of nonresidents 
not citizens of the United States. 

The effect of this, in the ease of the estate tax, is to impose the U. S. estate 
tax with respect to the portion of the gross estate of these citizens of U. S. pos- 
sessions who are residents of the possessions at the time of their death, only 
with respect to that part of their gross estate which at the tinie of their death 
is situated in the United States. The effect, in the case of the gift tax, is that 
one of these citizens and residents of a U. S. possession at the time he makes a 
gift will be subject to the gift tax if, but only if, the property transferred is 
situated within the United States. For this purpose stock issued by a corpora- 
tion is considered property situated within the United States ouly in the case of 
domestic corporations, but the making of a gift of stock of a domestic corpora- 
tion, or any other intangible property with a situs within the United States is 
subject to the gift tax only if the donor resident of the possession is engaged in 
business in the United States at any time during the year in ivhich the gift of the 
stock is made. 

Thc House recedes with a clerical amendment. 

MODIFICATION OF FILING REQUIREMENTS FOR DECLARATIONS OF 
ESTIikIATED TAX BY INDIVIDUALS 

Amendment No. 4: Senate amendment No. 4 adds a new section to the bill, 
relating to requirement of declaration of estimated tax by individuals. 

Present law (sec. 6015 of the code) provides that, for an individual with no 
more than $100 of gross income from sources other than wages or salaries, a 
declaration is required if his gioss inconie is expected to be more than $5, 000; 
however, no declaration is required by a married person if the gross income 
of the married person and his spouse is expected to be not more than $10, 000 
(nor from;i head of a household or a surviving spouse if his gross income is 
expected to be not more than $10, 000). For an individual with more than $100 
of income not subject to withholding, a declaration is required if his gross 
income from all sources is expected to be more than $600 per exemption plus 
$400. 

Under Seuate amendment No. 4, section 6015(a) is amended so as to (1) 
provide that no declaration is to be required if the estimated tax can reasonablv 
be expected to be less than $40, (2) eliminate the gross income test of $400 
plus $600 times the number of exemptions, and (3) increase from $100 to $200 
the minimum gross income which can reasonably be expected to be received 
from sources other than wages without becoming liable to file a declaration. 

The House recedes with a clerical amendment. 



EXPENDITURES BY FARMERS FOR FERTILIZER 

Amendment No. 5: This amendment adds a new section to the bill as passed 
by the House which adds a new section 180 to the Internal Revenue Code of 
]954. Under the new section 180 a taxpayer engaged in the business of farming 
may elect to treat as expenses which are not chargeable to capital account ex- 
penditures (otherwise chargeable to capital account) which are paid or in- 
curred by him during the taxable year for the purchase or acquisition of fer- 
tilizer, lime, ground limestone, marl, or other materials to enrich, neutralize, or 
condition land used in farming, or for the application of such materials to such 
land. The expenditures so treated are to be allowed as a deduction. For this 
purpose, "land used in farming" means land used (before or simultaneously with 
the expenditures described in the preceding sentence) by the taxpayer or his 
tenant for the production of crops, fruits, or other agricultural products or for 
the sustenance of livestock. 

The House recedes with clerical amendments and with a technical amend- 
ment clarifying the definition of the term "and used in farming. " 

CHARITABLE CONTRIBUTIONS FOR CERTAIN STUDENTS MAINTAINED 
IN TAXPAYER'S HOME 

Amendment No. 6: This amendment adds a new section to the bill as passed 
by the House amending section 170 of the Internal Revenue Code of 1954 (relat- 
ing to charitable contributions and gifts). Subsection (a) (1) of the new sec- 
tion of the bill amends section 170(c) of the 1954 Code so as to include within 
the definition of "charitable contribution" amounts treated as paid under the 
new subsection (d) (described below) for the use of organizations described in 
section 170(c) (2), (3), or (4), i. e. , religious, charitable, scientific, literarv, edu- 
cational, veterans, fraternal, etc. , organizations. 

Subsection (a) (2) of the new section of the bill inserts a new subsection (d) 
in section 170 of the 1954 Code and redesignates the present subsections (d) and 
(e) as (e) and (f), respectively. Under paragraph (1) of the new subsection 
(d), amounts paid by a taxpayer to maintain an individual (other than a de- 
pendent or a relative) as a member of his household during the period that the 
individual is a full-time student in the 12th or any lower grade at an educational 
institution located in the United States and is a member of the taxpayer's house- 
hold under a written agreement between the taxpayer and an organization de- 
scribed in paragraph (2), (3), or (4) of section 170(c) of the 1954 Code to imple- 
ment a program of the organization to provide educational opportunities for 
students in private homes, are to be treated as amounts paid for the use of the 
organization (and thus will be treated as charitable contributions). 

Paragraph (2) of the new subsection (d) contains two limitations on the 
amounts paid within the taxable year to which paragraph (1) applies. First, 
the amounts to which paragraph (1) applies are limited, for each taxable year, 
to an amount equal to $50 times the number of calendar months during the tax- 
able year which fall within the period in which the student is a member of the 
taxpaver's household under the agreement described above. Second, paragraph 
(1) does not apply to any amount paid bv the taxpayer within the taxable year 
if the taxpayer receives any money or other property as compensation or re- 
imbursement for maintaining the student in his household during such period. 

Under the Senate amendment these new provisions apply with respect to tax- 
able years beginning after December 31, 1959. 

The House recedes with a clerical amendment. 

CAPITAL CONTRIBUTIONS TO FEDERAL NATIONAL MORTGAGE 
ASSOCIATION 

Amendment No. 7: This amendment inserts in section 162 of the Internal 
Revenue Code of 1954 (relating to trade or business expenses) a new subsection 
(d), relating to capital contributions to the Federal National Mortgage Associa- 

The new subsection provides that, for purposes of subtitle A of the 1954 
Code, whenever the amount of capital contributions evidenced by a share of 
stock issued pursuant to section 303(c) of the Federal National Mortgage As- 
sociation Charter Act exceeds the fair market value of the stock as of the issue 
date of such stock, the initial holder of the stock is to treat the excess as or- 
dinary and necessary expenses paid or incurred during the taxable year in carry- 
ing on a trade or business. 



Ainendment Xo. 7 also amends the 1954 Cocle to insert a new section 1054 in 
the provisions of such code relating to special rules as to the basis of property, 
The ne&v s« tion 1054 provides that, in the ease of any share of stock described 
above, tl«. basis of. such share in the hands of the initial holder is to be an 
amount cqu;il to ihe capital contributions evidenced by such share, reduced bV 

the amount (if any) required by the new section 162(d) to be treated (with 
respect to such share);is ordinary and necessary expenses paid or incurred in 
carrying on a trade or business. 

These ainendments arc to apply with respect to taxable years beginning after 
December 81, 195&9. 

The substance of this amendment is the same as the substance of H. R. 7885, 
which passed the House of Representatives on June 27, 1960. 

The House recedes with a clerical amendment. 

MECHANICAL LIGIITERS FOR CIGARETTES, CIGA. RS, AND PIPES 

Amendment No. 8: Section 4201 of the Internal Revenue Code of 1954 (relat- 
ing to tax on pens and mechanical pencils and lighters) imposes, upon the sale 
by the manufacturer, producer, or importer of mechanical lighters for cigarettes, 
cigars, and pipes, a tax equal to 10 percent of the price for which so sold. 

This amendment provides that the tax on the sale by the manufacturer, pro- 
&hicer, or importer of the mechanical lighters described above is to be 10 cents 
for each lighter but not more than 10 percent of the price for which so sold. 

This change in tax is to apply only with respect to articles sold by the manu- 
facturer, producer, or importer thereof on or after the first day of the first 
inonth which begins more than 10 days after the date of the enactment of this 
act. 

The House recedes with a clerical amendment. 

REAL ESTATE INVESTMEXT TRUSTS 

Amendment No. 9: This amendment amends the Internal Revenue Code of 
1954 to provide substantially the same tax treatinent for real estate investment 
trusts as present faw provides for regulated investinent coinpanies. Real estate 
trusts are organizations specializing in investments in real estate and real estate 
mortgages, while the regulated investment companies specialize in investments in 
stock and securities. 

Under present law, regulated investment companies which distribute 90 per- 
cent or more of their ordinary income are taxed only on their retained earnings. 
Thus, the distributed earnings are taxed only to the shareholders. This same 
general type of tax treatment is accorded by amendment Xo. 9 to real estate 
investment trusts, effective with respect to taxable years of real estate invest- 
ment trusts beginning after December 81, 1960. 

The substance of this amendment is the same as the substance of H. R. 12559, 
ivhich passed the House of Representatives on June 29, 1960. 

The House recedes ivith a clerical amendment. 

PENSION I'UND, PLLMBERS' I, OCAL UXION Xf'. JIBERED 775 

Amendment No. 10: This amendment adds a neiv section to the bill as passed 
by the House which provides that the pension fund, Plumbers' Local Union Xo. 
775, shall be held and considered to have been a qualified trust under section 
401(a) of the Internal Revenue Code of 19&4, and to have been exempt from 
taxation under section 501(a) of such code, for the period beginning May 1, 
1957, and ending Jfay 11, 19. &9. 

The House recedes with an aineudment. Under the conference agreement, 
the trust is to be deemed to constitute a qualified trust (and to be exeinpt from 
tax) for the period spe& ified, but only if it is shoivn to the satisfaction of the Sec- 
retary of the Treasury or his delegate that the trust has not in this period been 
&operated in a manner which ivould jeopardize the intere. ts of its beneficiaries. 

W. D. if ILLS, 
Aiziz J. FomNn, 
Cacti R. KrNo, 
XOAH if. MAsoN, 
Jo&IN W. BYRNES, 

Iffanagers o&& the Pai t of the Ho«se. 
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[H. R. 10087] " 
OVERALL LIMITATION ON FOREIGN TAX CREDIT 

[House of Representatives Report No. 1858, Eighty-Sixth Congress, Second Session] 

[March 8, 1900] 

Mtt. Minns, from the Committee on Ways and Means, submitted the following 
report to accompany H. R. 1008Z. 

The Committee on Ways and Means, to whom was referred the bill (H. R. 
100SZ) to amend the Internal Revenue Code of 1954 to permit taxpayers to 
elect an overall linfitation on the foreign tax credit, having considered the same, 
report favorably thereon with an amendment and recommend that the bill as 
amended do pass. 

The committee amendment strikes out all after the enacting clause and sub- 
stitutes therefor a new text which appears in the reported bill in italic type. 

I. SUMMARY OF THE BILL 
Under present law income taxes paid to a foreign country may be taken as a 

credit against income taxes otherwise due the United States. However, the 
taxes of each foreign country which may be taken as a credit are limited to the 
same proportion of the U. S. tax (before this credit) which the income from 
that foreign country is of the taxpayer's total taxable income. This is known 
as the "per country" limitation. This bill provides an alternative limitation 
known as the "overall" limitation which a taxpayer may elect. This limitation 
applies to taxes of all foreign countries taken together and allows as a credit 
the same proportion of the U. S. tax (before this credit) which the income from 
all foreign countries is of total taxable income. This has the effect of permit- 
ting taxpayers to treat the taxes of the various foreign countries collectively, 
rather than separatelv for each country. 

Under the bill taxpayers may choose to apply either the per country or overall 
limitation, but once they have elected the overall limitation they must continue 
to apply this limitation for 5 years (unless they receive permission of the 
Treasury Department to change after a shorter interval). Also after having 
applied the overall limitation for a period and subsequently having shifted to the 
per country limitation, the taxpayer then must also continue to apply this per 
country limitation for a 5-year period (unless the Treasury consents to a change 
after a shorter interval. ) 

The election under the bill to apply the overall limitation is to be available 
for the calendar year 1901 and subsequent years. 

It is estimated that provision for this election will result in an annual revenue 
loss of between $20 and $40 million. 

This bill has been reported unanimously by your committee. 

II. REASOXS FOR THF. BILL 

Present law, in general, provides that foreign income, war profits, or excess 
profits taxes paid to any foreign country or to a possession of the United States 
may be credited against the U. S. tax otherwise due (or alternatively may be 
treated as a deduction in arriving at the income subject to the U. S. tax). How- 
ever, present law provides a limitation on the extent to which these foreign, 
etc. , taxes may be credited against U. S. tax in order to prevent the foreign tax 
from oiTsetting U. S. tax on domestic income. Thus the limitation restricts the 
extent to which the foreign taxes may be credited to what the U. S. tax otherwise 
would be on the foreign source income. For example, if $200 of taxable income 
ls derived from domestic sources and $100 from foreign sources, the extent to 
which the foreign taxes may offset U. S. taxes is limited to what the U. S. tax 
would be on the $100 of foreign source income. Thus, the maximum amount 
of foreign taxes which may be credited against the U. S. tax of f150 (assuming 
a flat 52-percent rate) on the $300 of taxable income is $52; namely, the amount 
of tax the United States would impose on the $100 of foreign source income. 

The limitation in present law has been called a "per country" limitation he- 

s' Public Law 86 — Z80, page Z20, this Bulletin. 



cause the lii»itation is applied separately with respect to the tax of each foreign 
country (and each possession of the United States). Thus, present law pro- 
vides that the arriount of tax paid (or accrued) to each foreign country which 
can be claimed as a credit is to be the same proportion of the total tentative 
U. S. tax which the taxpayer's taxable income from sources within the foreign 
country in question is of his total taxable income, 

Prior to the adoption of the 1954 Code, two limitations were iniposed on the 
extent to which foreign taxes could be taken as a credit against U. S. taxes, 
One limitation was the "per country" limitation referred to above and the other 
was a so-called overall limitation. The "overall" limitation was computed in 
the same manner as the per country limitation, except that this limitation applied 
to the aggregate taxes paid all foreign countries and possessions of the United 
States. Thus, this limitation (exprcssed in terms of current definitions of in- 
come) restricted the amount of the foreign taxes which could be claimed as 
crediis against U. S. taxes to the same proportion of the taxpayer's tentative U. S. 
tax which his taxable income from all foreign countries ~ was of his total taxable 
income. 

Congress in 1954 concluded that it was inappropriate for both of these limita- 
tions to be applied in determining the foreign taxes allowable as a credit and at 
that time repealed the so-called overall limitation. The report of your commit- 
tee at that time stated as the reason for this action: 

As a practical matter '. " ". '" the overall limitation is operative only 
when a taxpayer earns income in one foreign country and incurs a loss 
in another. The effect of the limitation is unfortunate because it dis- 
courages a company operating profitably in one foreign country from 
going into another country where it may expect to operate at a loss 
for a few years. Consequently, your committee has . removed the 
overall limitation. 

While the per country limitation may be preferable to taxpayers where they 
are operating at a profit in one foreign country and at a loss in-another, more 
frequently taxpayers find themselves in situations where averaging out the 
high and low taxes of different foreign countries iu which they operate would 
be more advantageous. Thus, if $100 of a taxpayer's income is taxed at a 42 
percent rate in foreign country A and another $100 of his income is taxed at 
a rate of 62 percent in foreign country B, such a taxpayer under the per country 
limitation will not be able to claim credits for all of his foreign taxes unless 
he is able to carry the noncredited taxes back or forward and use them in 
other years. This occurs under the per country limitation because while the 
full $42 paid in country A may be claimed as a credit, only $52 of the $62 paid 
in country B may be so claimed. Thus in this ease in the current year the 
total foreign taxes claimed as a credit against U. S. tax may not exceed $94. 

On the other hand, under the overall limitation the income and taxes with 
respect to countries A and B are added together before applying the limitation 
and since on $200 of foreign income the U. S. tax (again assuming a fiat 52 
percent rate) would be $104, the full $42 paid country A and the full $62 paid 
country B may be credited. 

These two limitations represent basically different concepts of the relation- 
ship between domestic and foreign income. The overall limitation in effect 
treats the taxpayer's income as being divisible into two parts, domestic and 
foreign. Thus, under this limitation a foreign tax credit is allowed for any 
foreign income taxes so ion" as these taxes do not represent more than the 
U. S. tax rate applied to the taxpayer's total foreign income. The per country 
limitation, on the other hand, treats the taxpayer's iucome as being divisible 
into many parts, his domestic income and his income from each foreign country, 
arid applies the limitation separately to each. 

In most, cases American firms operating abroad think of their foreign business 
as a single operation and in fact it is understood that many of them set up 
their organizations on this basis. It appears appropriate in such cases to per- 
mit the taxpayer to treat his domestic business as one operation and all of 
his foreign business as another and to average together the high and low taxes 
of the various countries in which he may be operating by using the overall 
limitation. 

~' Teehnh ouy this is income from sources without the United Stotes. 
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In addition, making the overall limitation generally available for foreign 
operations only provides treatment which is already available in the ~ase of 
the so-called foreign base corporation, or foreign subsidiary serving as a holding 
company for its subsidiaries carryiiig on active business enterprises. In the 
case of a foreign base corporation tbe Treasury regulations provide that the 
gazes paid by its subsidiaries are to be treated as if thev were paid to the 
foreign country where the foreign base company is incorporated, and thus 
aggregated for purposes of applying the limitation. 

On the other hand it is recognized that iu some cases tazpayers may think 
of their businesses in various foreign countries as separate ventures. This, of 
course, is especially likely when a company begins in a different foreign country 
a business which is risky and which is likely to result in losses at least for an 
initial period of years. In such cases the company is more likely to think of 
such a business as being separate and apart from its other niore stable opera- 
tions in other foreign countries. It seems appropriate in such cases to permit 
taxpayers to use the per country limitation, thus for tax purposes treating each 
as a separate operation. 

Your committee does not, however, believe the taxpayer should be in a posi- 
tion to shift back and forth between the overall and per country limitations 
merely because one results in a larger credit in one year and the other in the 
next. Instead it believes that the taxpayer should in general adopt either a 
unitary concept of his foreign operations or one which treats the business in 
each foreign couutry separately and retain the same concept for future years. 
Because the basic nature of a business can change over a period of time, however, 
the bill permits a taxpayer (in addition to an initial change at any time from 
the per country to the overall limitation) to change from one type of limitation 
to the other only once every 5 years (unless consent of the Treasurv is received 
for a change within this interval). 

IIl. GENERAL EXPLANATION 

The hill amends section 904 of the code to provide two alternative limitations 
on the foreign tax credit, the "per country" limitation (already applicable under 
present law) and an "overall" limitation. The per country limitation restricts 
the portion of foreign income, war profits, and excess profits taxes which inay 
be credited against U. S. tax to the same portion of the total tentative U. S. tax 
(i. e. , the tax computed without this credit) which the taxable income from the 
foreign country (or U. S. possession) is of the taxpayer's total taxable income. 
The overall limitation is computed in the same manner except that instead of 
computing this limitation separately vvith respect to the taz paid each country 
it is computed on an aggregate basis. Thus, under this limitation the aggregate 
amount of foreign taxes which may be claimed as a credit against U. S. taz is 
limited to the same proportion of the taxpayer's total tentai. ive U. S. taz which 
his taxable income from all foreign countries ' is of his total tazable income. 

These two alternative limitation, , cau be illustrated by the same exaniple 
used in the prior section, namely, the case of a taxpayer operating abroad 
through a branch who has $200 of foreign inconie, $100 of which is subject to a 
$42 tax in country A and $100 of which is subject to a $02 tax in country B. 
In addition, assume be has $100 of domestic income. The tentative U. S. tax on 
the $300 of income nould be 150 (assuming a fiat 52 percent rate). The 
formula for the per country limitation is as follows: 

Taxable income from country in question 
Tentative U. S. tax X Total taxable income 

Applying this formula in the case of the tax paid to couutry A gives the follovving 
result: 

$150 X — = $52. 
$100 
$300 

In this case the actual tax paid is less than the $52 vv hich niav be credited under 
the limitation, with the result, that the full $42 of tax paid may be credited. 
However, in country B, although the formula will provide the same $52 limita- 
tion, in this case the limitation is applicable and reduces from $02 to $52 the 

-"~ Technically this is income from sources yvithout the United States. 
585785 — oi — — 56 
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aiuount of taxes which may be credited. Thus, the total taxes in this case 
which may be taken currently as a credit under the per country limitation are 
$42 plus $52 or $94. 

Under the overall limitation, on the other hand, the formula is as follows: 

Taxable income from all foreign countries 
Tentative U. S. tax X Total taxable income 

Applying this formula in the illustration used here gives the following result, ; 

$156&& — =$104. $200 
$600 

Thus, in this case, since the foreign taxes paid ($42 plus $62) do not exceed 
the $104 limitation, the entire amount may be claimed as a credit. 

Under the bill the per country limitation is to be applied unless the taxpayer 
elects the overall limitation. This in eftect means that the present limitation 
is to apply unless the taxpayer desires to change to the overall limitation. This 
overall limitation may be elected for the first time for taxable years beginning 
on or after January 1, 1961. However, once this overall limitation is elected, 
it will continue to apply for a 5-year period, unless the taxpayer receives the 
consent of the Secretary or his delegate to change back to the per country limita- 
tion at an earlier date. As noted previously, this is intended to prevent the 
taxpayer from shifting back and forth from year to year solely because the 
change results in a higher credit. It is anticipated that the Secretary or his 
delegate, in exercising his consent under this provision to shift from the overall 
limitation hack to the per country limitation, will permit such shifts where the 
basic nature of a taxpayer's business changes. Thus, for example, it would 
appear reasonable to permit the taxpayer to shift back to the per country limi- 
tation if he were about to enter new operations in a different foreign country 
and anticipated that the operation in that country would prove quite risky, with 
the possibility of it resulting in a loss for a number of years. 

Once a taxpayer has changed back from the overall limitation to the per country 
limitation he again must wait 5 years before electing the overall limitation, 
unless he receives the consent of the Secretary to change after a shorter interval. 
Again, it is intended that the Secretary or his delegate exercise this consent, for 
example, in those cases where the basic nature of the business changes. 

Under present law foreign taxes which, because of the per country limitation, 
cannot be credited against U. S. tax in the current year, may be carried back 2 
years and credited in those years to the extent that the per country limitations 
with respect to those years permit, and then any foreign taxes still remaining 
may be carried forward to the 5 years immediately succeeding the year in which 
the taxes arose and successively applied in those years to the extent that the 
applicable per country limitations permit. 

Your committee's bill continues this carryback and carryforward where the 
limitation in the year to which the taxes are carried is of the same type as that 
applicable in the year when the taxes were paid or accrued. Thus, if the tax-. 
payer has elected the per country limitation for the current year, he may carry 
any foreign taxes which cannot be credited in that year back to the 2 prior 
years, if a per country limitation also was applicable in such years, and then, 
to the extent of any remaining taxes, may carry them forward to the 5 suc. 
ceeding years again if the per country limitation applies. Similarly, taxes may 
be carried back or forward from a year in which the overall limitation has been 
elected if the years to which the taxes are carried are also years in which the 
overall limitation applies. 

In addition, the bill permits taxes to be carried back or forward from a year 
in which the per country limitation applies to a year in which the overall limi- 
tation applies. However, in order to prevent complications in the administra- 
tion of this provision, and also in the interest of simplifying taxpayer compliance, 
the bill does not permit taxes to be carried from a year in which the overall 
limitatio~ applies to a year in which the per country limitation applies. This 
will make it unnecessary to provide a special country-by-country allocation 
rule for the taxes paid or accrued in a year in which the overall limitation ap- 
plied and which then (if no restrictions were imposed under the carryback or 
carryover rules) could be carried to a year in which the per country limitation 
applies. In such a year it would be necessary to know the "uncredited" taxes 
on a country-by-country basis since the limitation in that vear applies separately 
to each country. Since there is no problem in carrving taxes which cannot be 
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credited in a per country year to vears in which the overall limitation applies, 
this is permittecl undei your committee's bill. 

It has been necessary to allocate taxes to separate foreign countries, however, 
where they are being carried back from a per country pear to an overall year 
and partially credited, and then any balance subsequently being carried forward 
to a per country year. In such a case the taxes considered as being credited in 
the overall year are allocated on the basis of the percentage the taxes of each 
foreign country not credited in the year thev are paid or accrued are of the 
total foreign taxes not credited in that year. To illustrate this point, assume 
that in a year when the per country limitation was applicable $10 of taxes paid 
to country A cannot. be credited in the year they were paid or accrued and $15 
of taxes paid or accrued to country B cannot be credited in that year. Assume 
that this $25 of taxes is carried back to a prior year in which the overall limi- 
tation applied and in which $5 of this $25 may be credited. In this case $20 
remains available as a carryforward to subsequent years when perhaps the per 
country limitation applies. In this ease the question is how much of the $20 
in taxes should be attributed to country A and how much to country B. The 
formula referred to above indicates that since two-fifths of the taxes which 
were not used in the year paid or accrued are attributable to taxes paid to coun- 
try A and three-fifths to country B, the same ratio is to be applied to the $20. 
Thus, two-fifths of $20 or $8 will be attributed to taxes paid country A and 
three-fifths or $12 to taxes paid in country B. 

Under the bill a provision is added to provide that the statute of limitations 
for a year to which foreign taxes are carried back as a result of the unused 
credit is not to close for purposes of the foreign taxes credited in that year until 
1 year after the statute runs for the year from which the taxes are carried 
(or that is, generally, the year in which the taxes were paid or accrued). The 
purpose of this is to prevent taxpayers from claiming a double benefit with 
respect to an amount where the statute has run with respect to one year and 
not the other. Thus, for example, if the per country limitation were applicable 
in 1961, taxes which could not be credited in that year could be carried back 
and credited in 1959 if in both cases the per country limitation applied. How- 
ever, if after the statute of limitations has run for the year 1959 the taxpayer 
changes his election with respect to 1961 and elects the overall limitation, then 
no carryback to a per country limitation year would be available and taxes not 
credited would be available in full as a carryforward to years in which the 
overall limitation applied. This would be true despite the fact that this same 
amount which is being carried forward has been claimed as a credit in the prior 
year with respect to which the statute of limitations has run. The extendin of 
the statute of limitations with respect to the credits in the earlier year until 1 
year after the statute of limitations has run for the year in which he taxes 
arose will prevent this double benefit and give the Internal Revenue Service 
time to review the application of the foreign tax carryback in the earlier year, 
This double benefit is prevented not only in the case of changes from the per 
country to the overall limitation but also in cases of the change from a credit 
to a deduction. 

The bill also provides that tbe choice to take the foreign tax credit in lieu 
of the deduction, and the choice to take the overall limitation in lieu of the per 
country limitation, must in general be made or changed within the 9-year statute 
of limitations (or the statute which applies to the tax itself) and not within the 
special 10-year statute provided by section 6511(d) (3). The bill provides that 
for periods to which the 1954 Code is applicable (generally the calendar year 
1954 and subsequent years) this 10-vear statute is to be available only for 
purposes of determining the size of the credit. and not for purposes of makin 
a choice between per country or overall limitation or a choice between a deduc- 
tion or credit. 

Although generally the bill is to be available only with respect to taxable years 
beginning on or after Zanuary 1, 1961, the provision described above, preventing 
a double benefit as a result of the ru~ning of the statute of limitations, is made 
applicable to taxable vears beginning on or after, lanuary 1, 1958. The calen- 
dar year 1958 is tbe earliest taxable vear to which unused foreign taxes may 
be carried. In any case this year will be open at least until 1962. Also as 
indicated above, the bill provides that generally the 9-year statute, but in no 
case the 10-year statute, is to be available for choices between the selection of 
the deduction or credit, or overall or per country limitation for taxable years 
beginnin after 1)e& ember 81, 1958, and ending after August 16, 19, ji. 
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IV. TECHNICAL EXPI ANATION OF THE BILL 

FIRsT SEcTION OF TIIE BILL 

The first section of the bill makes amendments to section 904 of the Internal 
Revenue Code of 1954 (relating to limitation on foreign tax credit). Subsection 
(a) strikes out subsection (a) of section 904 and inserts in lieu thereof new 
subsections (a) and (b). 

Bite& native limitotious. — The new section 904(a) (1) contains the existing pro- 
visions of section 904(a) but prefaced with a clause to the etfect that such pro- 
visions (referred to in the heading as the per country limitation) shall apply 
in the case of a taxpayer who does not elect the overall limitation provided by 
a new paragraph (2) of section 904(a). Under the per country limitation, the 
amount of the credit in respect of the tax paid or accrued to any foreign country 
or possession of. the United States mav not exceed the same proportion of the 
tax against Ivhich such credit is taken which the taxpayer's taxable income from 
sources within such country or possession (but not in excess of the taxpayer's 
entire ta~able income) bears to his entire taxable income for the same taxable 
year. 

In the ease of a taxpayer who elects the overall limitation provided by the new 
paragraph (2), the total amount of the credit with respect to taxes paid or 
accrued to all foreign countries and U, S. possessions may not exceed the same 
proportion of the tax against which such credit is taken as the taxpayer's tax- 
able income from sources without the United States (but not to exceed total 
taxable income) bears to the taxpayer's entire taxable income for the same 
taxable year. 

In computing the per country limitation, only income from sources within 
the country in question is taken into account in the numerator of the ratio. In 
computing the overall limitation, on the other hand, all income from sources 
without the United States is to be taken into account. Thus income which is 
from sources without the United States but not from sources within any foreign 
conntry or possession of the United States (for example, high seas income) is 
not taken into account under the per country limitation but is taken into account 
under the overall limitation. 

Election of overall limitation. — Section 904(b) (1) provides that a taxpaver 
may elect the overall limitation for any taxable year beginning after Decem- 
ber 91, 1960, and that the election remains in effect for all subsequent years up 
to (but not including) a taxable year for which the election is revoked. It may 
be revoked with the consent of the Secretary of the Treasury or his delegate for 
any taxable year, or without such consent only for a taxable year following the 
fifth taxable year to which the election applies. For such purpose, all the tax- 
able years count whether or not the taxpayer chooses the foreign tax credit for 
each taxable year. Thus, if A, a taxpayer, chooses the foreign credit and elects 
the overall limitation for taxable year 1961, A may revoke his election of the 
overall limitation without the consent of the Secretary or his delegate beginning 
with taxable year 1966, even though he chooses a deduction for foreign taxes for 
one or more of the intervening years. 

Section 904(b) (2) provides that, after a revocation of an election of the over- 
all limitation, a taxpayer may not reelect such overall limitation before the 
fifth taxable vear which begins after the taxable year for which the revocation 
was made unless the Secretary or his delegate consents to an earlier reelection. 
For such purpose, all the taxable years count whether or not the taxpayer chooses 
the foreign tax credit for each taxable year. Thus, if in the illustration in the 
preceding paragraph, A revokes the election for 1966, A cannot again elect (with- 
out consent) the overall limitation for any taxable year earlier than 1971. 

Section 904(b) (6) provides that either the election of the overall limitation 
or the revocation of such an election may be made only in such manner as the 
Secretary or his delegate by regulations prescribes. Such election or revocation 
for any taxable year may be made or changed at any time before the expiration 
of the period prescribed for making a claim for credit or refund of U. S. income 
tax imposed for such taxable year. 

Conforming amendments. — Subsections (b) and (c) of the first section of the 
bill redesignate subsections (b) and (c) of existing section 904 as subsections 
(c) and (d), respectively, and insert "the applicable limitation under subsec- 
tion (a)" in lieu of "the limitation under subsection (a)" in such subsections. 

CarrybIaclcs and carryovers Ic7&ere overall limitation, is elected. — Subsection 
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(d) of the erst section of the bill amentls section 904 by adding a new subsection 
(e), relating to the ca&rybacl- and carryover of taxes where tl&e overall limita- 
tion is elected. 

The new section 904(e) provides special rules for carrybacks and carryovers 
of foreign taxes where the overall limitation is elected. Section 904(e) (1) 
provides that, for the purpose of determining the carryover or carryback under 
tbe f&rst sentence of section 904(d), the foreign taxes for a taxable year to 
which the overall limitation applies shall be aggregated on an overall basis 
rather than taken into account on a per country basis. 

Section 904(e) (2) provides that no amount of foreign taxes paid or accrued 
for any taxable year to which the overall limitation applies, however, shall be 
dee&ned paid or accrued under section 904(d) in any taxable year to which the 
per country limitation applies. Such per country limitation years shall be 
taken into account with respect to a carryover or carryback from the overall 
lim tatiou year only to detern&ine the number of preceding or succeeding taxable 
years that have elapsed. 

To illustrate paragraphs (1) and (2) of section 904(e), assume that A elects 
the overall limitation for taxable years 1961, 1962, 1968, 1964, and 196&5, revokes 
the election for taxable year 196&6, and re-elects the overall limitation for taxable 
year 1971. The excess of the aggregate of taxes paid or accrued to foreign 
countries in 1961 over the overall limitation (as provided in sec. 904(a) (2) ) 
for such year may not be carried back to 1959 or 1960 since 1959 and 1960 are 
per country lin&itation years. Such excess, however, may be carried over to 
1962, 1968, 1964, and 1965, since such years are overall limitation years, but 
may not be carried over to 1966 since 1966 is a per country limitation year. 
If there were an excess of the aggregate taxes over the overall limitation for 
1965, such excess could be carried back to 1968 and 1964; however, such excess 
could not be carried over to 1966 through 1970. 

Section 904(e) does not prevent the carrying of foreign taxes from a per 
country limitation year to an overall limitation year. Thus, if in the previous 
illustration there were an excess of taxes paid or accrued to each of countries 
X and Y for 1967 over the per country limitations for such year under section 
904(a) (1), such excess amounts would be aggregated and carried back to 196o 
(an overall-limitation year), and to the extent not used in 1965, would be carried 
on a per country basis to 1966 (a per country limitation year), but with the 
adjustments required by section 904(e) (8), 

To determine the aggregate of the excess amounts of foreign taxes paid or 
accrued for a per country limitation year for purposes of carrying such aggre- 
gate to or through an overall limitation year, erst determine the excess of such 
taxes over the limitation under section 904(a) (1) for each country or posses- 
sion. The sum of such excess amounts is the aggregate. For example, assume 
that the taxpayer elected the overall limitation for 1961 and revoked such elec- 
tion for 1966. Assume further that his income for 1966 (a per country limita- 
tion year) consists of the amounts derived from the sources indicated as 
follows: 

Taxable income from sources within country A $480 
Taxable income taxed bv country A although from sources on the high 

seas 120 
Taxable income from sources within country 0 5&00 

Taxable income fro&u sources v ithin the United States — 100 

Total taxable income 1, 200 

The taxpayer has paid or accrued income taxes of $800 to country A, and $290 
to country II. The U. S. income tax before the credit under section 901 is 
assumed to be $600. The excess of tax paid or accrued to country A over the 
section 904(a) (1) limitation is $60 determined as follows: 
Total tax paid or accrued to country A $800 

Per country limitation under sec. 904(a) (1) (~& 200 X$600 
/ $480 

Excess over the per country limitation under sec. 904(a) (1) 00 
It is to be noted that the numerator of the fraction is $480 rath r than $600. 
The $120 of high seas income taxed by country A is not tal-en into account as 
being income from sources within A. 



The excess of tax paid or accrued to country B over the section 904(a) (1) 
limitation is $40 determined as follows: 

Total tax paid or accrued to country B $290 
1' $500 

The limitation determined under sec. 904(a) (1) q 200 X $600 250 
t 

Excess over the per country limitation under sec. 904(a) (1) 40 

The aggregate of the excess amounts of foreign taxes for 1966 is $100 
($60+$40), which may be carried back to 1964 (an overall limitation year), and 
to the extent not absorbed in 1964 may be carried back to 1965 (another overall 
limitation year). To the extent such aggregate excess is not absorbed in 1965, 
it can be carried over on a country-by-country basis (adjusted as provided by 
sec. 904(e) (8) for the intervening years 1964 and 1965) to 1967, and to the 
extent that the excess is not absorbed in 1967, may be carried to 1968, etc. , 
through taxable years 1971. 

Where an amount paid or accrued to any foreign country or possession of the 
United States for a taxable year to which the per country limitation applies is 
carried through 1 or more taxable years to which the overall limitation applies, 
section 904(e) (8) provides that such amount shall be properly adjusted for such 
overall limitation years, under regulations prescribed by the Secretary of the 
Treasury or his delegate, on the basis of the ratio which the excess taxes paid 
or accrued (over the per country limitation) to a foreign country or possession 
for the taxable year from which carried bears to the aggregate of the excess 
taxes for all foreign countries and possessions for the taxable year from which 
carried. 

The application of subsection (e) (8) may be illustrated by the following 
example: 

Assume that a corporation elects the overall limitation for ta~able years 1961, 
1962, 1968, 1964, and 1965. It revokes its election with respect to 1966. Also 
assume that the amount of tax paid or accrued for 1966 to foreign countries A 
and B exceeds the respective per country limitation for such year as follows: 
Country A, $60; country B, $40. 

The aggregate of such excess amounts ($100) is carried back to 1964. As- 
sume that (without taking the 1966 carryback into account) the foreign taxes 
paid or accrued for 1964 (plus excess amounts which are carried to 1964 under 
sec. 904(d) from years prior to 1966) is $150 and that the overall limitation for 
such year is $160. Thus $6 of the countrv A carryback to 1964 is absorbed in 1964 

( X10=$6 . Similarly, $4 of the country B carryback to 1964 is absorbed 

in 1964( X10=$4 . Thus, the country A carryback from 1966 to 1965 is F $40 ( $100 
$54 ($60 — $6) and the country B carryback from 1966 to 1965 is $86 ($40 — $4). 

Assume further that the foreign taxes paid or accrued to all countries and 
possessions during 1965 (plus excess amounts which are carried to 1965 under 
sec. 904(d) from years prior to 1966) totals $200 and that the overall limitation 

for such year is $280. Under t ese facts 
q 

X$80 or $18 of country A carry- ( $100 
back to 1965 is used up and 

~ 
X$80 or $12 of country B carrvback to 1965 is 

f $40 
( $100 

used up. Thus, the country A 1966 carryover to 1967 (a year to which the per 
country limitation applies) is $86 ($60 — ($6+$18) ). The country B 1966 carry- 
over to 1967 is $24 ($40 — ($4+$12) ). 

SEGTIQN 2 oF THE BILL 

References in section, 001 io limitatioN of section 90$, — Subsection (a) of sec- 
tion 2 of the bill amends subsections (a) and (b) of section 901 to make it 
clear that the reference in each such subsection to the "limitation of section 904" 
is to be read as a reference either to the per country limitation of section 904(a) 
(1) or to the overall limitation of section 904(a) (2), whichever is applicable. 

Time for choosing between credit and deduction. — Subsection (b) of section 
2 of the bill amends the second sentence of section 901(a) of the 1954 Code to 
make it clear that the choice as to whether to take a foreign tax credit for any 
taxable year, or to take the foreign taxes as a deduction for such year, must be 
made or changed before the expiration of the period prescribed for making a 
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claim for credit or refund of the tax imposed for such taxable year by chapter 
1 of the 1954 Code. This period will usually expire at the time prescribed by 
section 6511(a) (generally, 3 years from the time the return was filed). If, 
however, the time for filing such a claim for credit or refund is extended by agree- 
ment (as provided under sec. 6511(c) ), then the time for making the choice as 
to claiming a credit or a deduction for foreign taxes will extend to the expira- 
tion of the time agreed upon. 

It is to be noted that the period prescribed by the second sentence of section 
901(a) is not extended by section 6511(d) (3). Section 6511(d) (3) provides, 
in eKect, a 10-year period of limitation for claims for credit or refund of over- 
payments attributable to foreign taxes. IIowever, for this 10-year period to be 
applicable, the choice to take the foreign tax credit (in lieu of the deduction) 
must have been timely made (that is, niade within the time prescribed by the 
second sentence of sec. 901(a) ). 

In applying the second senteqgp of section 901(a) in a ease where a carry- 
back or carryover of taxes undeP%ection 904 is involved, the taxable year which 
js determinative of the period for making the choice between a credit and a de- 
duction is the taxable year from which the excess taxes may be carried (and not 
the taxable years to which they may be carried). In addition, the excess taxes 
for such taxable year may not be used as a credit in another taxable year to which 
carried unless the taxpayer chose to take a credit (rather than a deduction) 
for such other taxable year within the period prescribed by the second sentence 
of section 901(a) for making the choice for such other taxable year. 

For example, assume that foreign taxes in excess of the per country limitation 
of section 904(a) (I) are paid or accrued for 1961. Even though, under section 
904(d), such excess may be carried back to 1959 and 1960, and may be carried 
over to 1962, 1963, 1964, 1965, and 1966, the determinative year for the period 
for making the choice of taking a credit or deduction with respect to these taxes 
is 1961 (in the normal case this period will expire March 15, 196o, in the case of 
a corporation, and Apifil lo, 1965, in the ease of any other taxpayer). Assuming 
a timely election for 1961, no amount may be used as a credit for any taxable 
year to which the 1961 taxes may be carried unless, for that other year also, the 
choice of the foreign tax credit route (in lieu to the deduction route) was also 
made within the time prescribed for such other taxable year. 

Deficiencies attributable to foreign tax carrybacks. — Subsection (c) of section 
2 of the bill adds a neiv subsection (i) to section 6501 of the code. This new 
subsection, which is similar to the existing section 6501(h), relating to net 
operating loss carrvbacks, provides in effect that in the case of a deficiencv 
attributable to the application to the taxpayer of a carryback of taxes paid or 
accrued to foreign countries or possessions of the United States in excess of the 
applicable limitation under section 904(a) of the code (the per country or the 
overall limitation, as the ease may be), such deficiency may be assessed at any 
time before the expiration of 1 year after the expiration of the period within 
which a deficiency may be assessed for the taxable year froni which such excess 
may be carried. 

For example, assume that taxpayer T chooses to hare the benefits of the 
foreign tax credit for taxable years 1959, 1960, and 1961. Assume further that 
by reason of the application of the per country limitation for 1961 there is a 
carryback to 1959 of $60 taxes paid to country X and $50 taxes paid to country 
Y. Assume also that all of the tazes so carried back may be used for 1959. On 
the basis of these carrybacks, T obtains a refund of his 1959 U. S. tax in the 
amount of $110. 

On December 1, 1964, T elects for 1961 the overall limitation provided by the 
new section 904(a) (2). Since under the new section 904(e) (2) the ezcess 
(if any) for an overall limitation year may not be carried to 1959, a per country 
limitation year, the election results in a deficiency for 19o9 of $110. Disregard- 
ing the new section 6o01(i), and assuming no special circumstances, the period 
for assessing the deficiency for 1959 would have expired. Under the new sec- 
tion 6501(i), however, the deficiency attributable to the election to take the over- 
all limitation in lieu of the per country limitation could be assessed. 

The new section 6501(i) applies, under section 3 of the bill, to taxable years 
beginning after 1957. Thus, for example, it would apply to a case where the tax- 
payer has received the benefit of a per country limitation carryback from 1960 
to 1958 and, after the expiration of the general period for assessing deficiencies 
for 1958, the taxpayer changes his choice as to claiming the foreign tiiz credit 
for 1960 and instead claims a deduction for foreign taxes for 1960. 
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SECTIDN 8 oF THE BII. L 

Section 3 of the bill provides the etfective date for the amendments made by 
the first two sections of the bill. 

The first sentence of section 3 provides that the amendments made by the 
first section of the bill, and the amendments made by subsection (a) of section 
2 of the bill, are to applv with respect to taxable years beginning after Decem- 
ber 81, 1960. 

The second sentence of section 8 provides that the amendment made by sub- 
section (b) of section 2 of the bill (relating to time for choosing between the 
foreign tax credit and the deduction for foreign taxes) is to apply with re- 
spect to taxable years beginning after December 31, 1953, and ending after August 
16, 1954. (This is the same effective date as was provided, in general, for the 
1954 Code. ) 

As explained above, section 2(c) of the bill inserts a new subsection (i) in sec- 
tion 6501 of the 1954 Code, relating to the p+iod for assessing deficiencies at- 
tributable to the carryback of excess foreign taxes. Under the third sentence 
of section 8 of the bill, the new section 6501(i) will apply to the assessment of de- 
ficiencies for taxable years beginning after December 31, 1957. 

[H. R. 10087] " 
OVERALL LIMITATION ON FOREIGN TA. X CREDIT 

fSenate Report No. 1393, Eighty-Sixth Congress, Second Session, Calendar No. 14os] 

[May 19, 19603 

MR. BTRD of Virginia, from the Committee on Finance, submitted the follow- 
ing report together with Minority Views to accompany H. R. 10087. 

The Committee on Finance, to whom was referred the bill (H. R. 10087) to 
amend the Internal Revenue Code of 1954 to permit taxpayers to elect an overall 
limitation on the foreign tax credit, having considered the same, 'report favor- 
ably thereon with amendments and recommend that the bill as amended do pass. 

I. SUMMARY OF THE BILL 

A. . IN GENERAL 

Under present law income taxes paid to a foreign country may be taken as a 
credit against income taxes otherwise due the United States. However, the 
taxes of each foreign country which may be taken as a credit are limited to 
the same proportion of the U. S. tax (before this credit) which the income from 
that foreign country is of the taxpayer's total taxable income, This is known 
as the "per country" limitation. This bill provides an alternative limitation 
knolvn as the "overall linlitation which a taxpayer may elect. This limitation 
applies to taxes of all foreign countries taken together and allows as a credit 
the same proportion of the U. S. tax (before this credit) which the income from 
aB foreign countries is of total taxable income, This has the eifect of permitting 
taxpayers to treat the taxes of the various foreign countries collectively, rather 
than separately for each country. 

B. COMMITTEE AMENDMENTS 

Under the House bill taxpayers could make their initial shift from the per 
country limitation to the overall limitation at any tinle. Once under the overall 
limitation they could of their own volition shift back to the per country 
limitation after an interval of 5 vears (or after a shorter period if they had the 
permission of the Treasury Department). After having shifted back to the per 
country lilnitation they could of their own volition again return to the overall 
limitation after a 5-year interval (or lesser time with the consent of the Treasury 
Department). Your committee's amendments provide that taxpayers may not of 
their own volition shift back and forth between these limitations after 5-year 
intervals. Under the bill as amended by your committee taxpayers may at their 

-"" Public Lave 86 — 780, page 720, this Bulletin. 
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own election make an initial shift from the per country to the overall limitation 
but thereafter they can change from the overall limitation to the per country 
limitation, or vice versa, only with the consent of the Treasury Department. It 
is expected that this consent will be given where there are basic changes in a 
taxpayer's business as, for example, where he engages in substantial operations 
in a new foreign country or where existing investments are lost due to national- 
ization, expropriation, or &var. 

Under the Ilouse bill foreign income taxes, which may not be credited against 
U. S. taxes in the current year, may be carried back or forward from a year in 
which the per country limitation is used to either a year in which the per country 
or overall limitation is used. However, under the House bill foreign taxes may 
not be carried from an overall-limitation year to a per-country-limitation year. 
Under your committee's amendments taxes may not be carried either from a per- 
country-limitation year to an overall-limitation year or from an overall-limitation 
year to a per-country-limitation year. They may, however, be carried from a 
year in which the per-country limitation applies to another year in which the 
per-country limitation applies, or from a year in which the overall limitation 
applies to another year in which the same limitation applies. 

Your committee has also amended the bill to provide that to the extent foreign 
taxes are above those imposed by the United States because of the special 14 
point tax differential provided by the United States for Western Hemisphere 
trade corporations, they cannot be used to offset U. S. taxes at a 52 percent rate 
on income earned in countries where the foreign taxes involved are less than 
those imposed by the United States. This amendment has application only 
where consolidated returns are filed. 

Under both the House and your committee's version oi' the bill, the overall 
limitation is to be available for the calendar year 1961 and subsequent years. 

Your committee has also added to the bill an amendment relating to another 
problem. It has provided that where individuals have received reimbursements 
from certain types of nonprofit corporations for moving expenses, these amounts 
are not to be included in gross income of the individuals. This rule is to apply 
only to the extent the amounts received did not exceed the actual moving 
expenses and only if the individuals were not advised by an agent of the employer 
that the amount was properly includible in gross income. The amendment is 
further limited to expenses paid by nonprofit corporations formed exclusively 
to operate scientific laboratories for the Atomic Energy Commission and operat- 
ing on funds provided by the Commission, 

C. REvENUE EFFEUT 

It is estimated that this bill will result in an annual revenue loss of between 
$15 and $20 million. 

D. TREASURY VIEWS 

The Treasury Department has indicated that it has no objections to the bill as 
amended by your committee. 

H. REASONS FOR THE OVERALL LIMITATION ON THE FOREIGN 
TAX CREDIT 

A. IN GENERAL 

Present law, in general, provides that foreign income, war profits, or excess 
profits taxes paid to any foreign country or to a possession of the United States 
may be credited against the U. S. tax otherwise due (or alternatively may be 
treated as a deduction in arriving at the income subject to the U. S. tax). How- 
ever, present law provides a limitation on the extent to which these foreign, etc. , 
taxes may be credited against U. S. tax in order to prevent the foreign tax from 
offsetting U. S. tax on domestic income. Thus the limitation restricts the extent 
to which the foreign taxes may be credited to what the U. S. tax otherwise would 
be on the foreign source income. For example, if $200 of taxable income is 
derived from domestic sources and $100 from foreign sources, the extent to 
which the foreign taxes may offset U. S. taxes is limited to what the U. S. tax 
would be on the $100 of foreign source income. Thus, the maximum amount of 
forei n taxes which may be credited against the U. S. tax of $156 (assuming a 
fiat 52-percent rate) on the $300 of taxable income is $52; namely, the amount 
of tax the United States would impose on the $100 of foreign source income. 
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The limitation in present law has been called a "per country" limitation be- 
cause the limitation is applied separately with respect to the tax of each foreign 
country (and each possession of the United States). Thus, present law provides 
that the amount of tax paid (or accrued) to each foreign country which can be 
claimed as a credit is to be the same proportion of the total tentative U. S. tax 
which the taxpayer's taxable income from sources within the foreign country in 
question is of his total taxable income. 

Prior to the adoption of the 1954 Code, two limitations were imposed on the 
extent to which foreign taxes could be taken as a credit against U. S. taxes. One 
limitation was the "per country" limitation referred to above and the other was 
a so-called overall limitation. The "overall" limitation was computed in the same 
manner as the per country limitation, except that this limitation applied to the 
aggregate taxes paid all foreign countries and possessions of the United States. 
Thus, this limitation (expressed in terms of current definitions of income) 
restricted the amount of the foreign taxes which could be claimed as credits 
against U. S, taxes to the same proportion of the taxpayer's tentative U. S. tax 
svhich his taxable income from all foreign countries was of this total taxable 
income. 

Congress in 1954 concluded that it was inappropriate for both of these limita- 
tions to be applied in determining the foreign taxes allowable as a credit and 
at that time repealed the so-called overall limitation. The report of your com- 
mittee at that time stated as the reason for this action: 

The eftect of the (overall) limitation is unfortunate because it dis- 
courages a company operating profitably in one foreign country from 
going into another country where it may expect to operate at a loss for a 
few years. Consequently, your committee has removed the overall 
limitation. (Parenthesis added. ) 

While the per country limitation may be preferable to taxpayers where they 
are operating at a profit in one foreign country and at a loss in another, more 
frequently taxpayers find themselves in situations where averaging out the high 
and low taxes of different foreign countries in which they operate would be more 
advantageous. Thus, if $100 of a taxpayer's income is taxed at a 42 percent 
rate in foreign country A and another $100 of his income is taxed at a rate of 62 
percent in foreign countrv B, such a taxpayer under the per country limitation 
will not be able to claim credits for all of his foreign taxes unless he is able to 
carry the noncredited taxes back or forward and use them in other years. 
This occurs under the per country limitation because while the full $42 paid in 
country A may be claimed as a credit, only $52 of the $62 paid in country B may 
be so claimed. Thus in this case in the current year the total foreign taxes 
claimed as a credit against U. S. tax may not exceed $94. 

On the other hand, under the overall limitation the income and taxes with 
respect to countries A and B are added together before applying the limitation 
and since on $200 of foreign income the V. S. tax (again assuming a flat 52 
percent rate) would be $104, the full $42 paid country A and the full $62 paid 
country B may be credited. 

These two limitations represent basically diferent concepts of the relation- 
ship betsveen domestic and foreign income. The overall limitation in eiYeet 
treats the taxpaver's income as being divisible into two parts, domestic and 
foreign. Thus, under this limitation a foreign tax credit is allowed for any 
foreign income taxes so long as these taxes do not represent more than the U. S. 
tax rate applied to the taxpayer's total foreign income. The per country limita- 
tion, on the other hand, treats the taxpayer's income as being divisible into 
many parts, his domestic income and his income from each foreign country, and 
applies the limitation separately to each. 

In most eases American firms operating abroad think of their foreign business 
as a single operation and in fact it is understood that many of them set up their 
organizations on this basis. It appears appropriate in such eases to permit the 
taxpayer to treat his domestic business as one operation and all of his foreign 
business as another and to average together the high and low taxes of the 
various countries in which he may be operating by using the overaH limitation. 

In addition, making the overall limitation generally available for foreign 
operations only provides treatment which is already available in the case of 
the so-called foreign base corporation, or foreign subsidiary serving as a holding 

"-' Techuicaliy this is income from sources without the United States. 
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company for its subsidiaries carrying on active business enterprises. In the 
case of a foreign base corporation the Treasury regulations provide that the 
taxes paid by its subsidiaries are to be treated as if they v. ere paid to the foreign 
country where the foreign base company is incorporated, and thus aggregated 
for purposes of applying the limitation. 

On the other hand it is recognized that in some eases taxpayers may think of 
their businesses in various foreign countries as separate ventures. This, of 
course, is especially likely when a company begins in a different foreign country 
a business which is risky and which is likely to result in losses at lease for an 
initial period of years. In such cases the company is more likely to think of 
such a business as being separate and apart from its other more stable operations 
in other foreign countries. It seems appropriate in such cases to permit tax- 
payers to use the per country limitation, thus for tax purposes treating each as 
a separate operation. 

B. CoiI5BTTEE AMEivDifEivrs 

L Xo auto»iatie elections every 5 years 
Your committee a rees with the basic concept expressed in the House commit- 

tee report, namely, that taxpayers should either adopt a unitary concept of foreign 
operations or one which treats the business in each foreign country separately. 
However, it sees no reason to permit taxpayers of their own volition to shift 
back and forth between the two types of limitations over 6-year intervals as the 
House bill would do. Where the basic nature of the business changes, or where 
conditions in the foreign country change, under the bill as amended by your cora- 
mittee it will still be possible to change from one type of limitation to the other 
by obtaining the consent of the Treasury Department. Your committee has been 
assured that the Secretary of the Treasury will be reasonable in exercising this 
authority and will permit, for example, taxpayers to shift back to the per coun- 
try limitation where they are about to enter substantial operations in a new for- 
eign country and anticipate that the operations in that country will prove quite 
risky with the possibility of their resulting in a loss for a number of years. 
Also, it is understood that he will permit taxpavers to shift back to the per 
country limitation where substantial losses are realized with respect to existing 
investments because of nationalization, expropriation, or war. Similarly, it is 
expected that the Secretary or his delegate will develop appropriate rules allow- 
ing a taxpayer, upon a proper showing, to shift back to the overall limitation 
where he previously had the consent of the Secretary to use the per country 
limitation. 

8. No carrybaeks or earryforwards from per-country to overall-limitation years 

Like the House bill, the bill as amended by your committee does not permit 
foreign taxes to be carried from an overall-limitation year to a pcr-country- 
limitation year. In addition, however, your committee's bill does not permit 
foreign taxes to be carried from a per-country-limitation year to an overall- 
limitation year. This restriction was added because otherwise there would be a 
windfall gain to those taxpayers who have accumulated unused carryovers, which 
they could not use when the per-country-limitation svas applicable, and which 
they might now be able to use if they shift over to the overall limitation. In many 
cases the greater averaging obtainable under the overall limitation would enable 
taxpayers to use these accumulated unused foreign taxes as credits when they 
otherwise could not do so. The Treasury Department has estimated that this 
aspect of the bill alone would have resulted in an immediate revenue loss for the 
first year after enactment of approximately $30 million. Your committee's 
amendments foreclose this windfall and possible revenue loss by permitting un- 
used foreign taxes to be carried only from a year in which the per-country- 
&imitation applies to another year in which this same linsitation applies or from 
a year in which the overall limitation applies to another year in which this sanse 
limitation applies. 

8. Application of overall limitation to western Eemisphere trade corporations 

Your committee has also amended the House bill in its application of the overall 
limitation to Western Hemisphere trade corporations filing a consolidated return 
with other domestic corporations. Under present law these corporations are 
given a 14-percentage-point tax differential or, in general, are taxed at 3S percent 
rather than 52 percent. 



Under the House bill where a consolidated return is filed, foreign taxes which 
cannot be credited against U. S. tax, because this lower rate is in effect, can be 
used to offset U. S. taxes at 52 percent on other foreign-source income where the 
foreign tax rates involved are not this high. For example, assume that the income 
of a Western Hemisphere trade corporation is $100 before the imposition of 
foreign taxes of $45. Assume another domestic corporation also earns $100 in 
another foreign country and is subject to the same $45 foreign tax, but that this 
company is not a Western Hemisphere trade corporation. The Western Hemi 
sphere trade corporation in this case would generally be subject to a U. S. tax 
(before foreign tax credit) of about $38 (ignoring the surtax exemption). There- 
fore, in this case only $38 of the $45 of foreign taxes could be credited against 
U. S. tax, leaving $7 of foreign taxes which cannot be credited. In the ease of the 
other corporation, the U. S. tax before foreign tax credit would be $52 (again 
ignoring the surtax exemption). Against this could be credited the full $45 
tax paid the foreign country, leaving a net U. S. tax of $7. If the income of the 
two corporations in this example were included in a consolidated return, it would 
be possible in effect to credit the $7 of foreign tax not be credited in the case of 
the Western Hemisphere trade corporation against the $7 of U. S. tax otherwise 
due in the case of the corporation subject to the 52 percent tax. To prevent this 
result, the amendments made by your committee provide that foreign taxes which 
cannot be credited against U. S. taxes in the case of Western Hemisphere trade 
corporations as a result of the special 14-point-tax differential provided for these 
corporations may not be used to oftset U. S. tax on other foreign-source income 
either in the current year or in years to which the unused credits may be carried. 
This is applied only where a consolidated return is filed and only where the 
overall limitation is used. 

The foreign taxes which may not be taken into account for this purpose are 
only those which cannot be credited because of the 14-point-tax difterential which 
Western Hemisphere trade corporations have. Thus, if the foreign taxes on $100 
of income of a Western Hemisphere trade corporation were $62, the amount in 
excess of $o2 (ignoring the surtax exemption), or $10, would be allowed as a 
credit against any U. S. tax on other foreign-source income. 

If more than one Western Hemisphere trade corporation is involved, the 
taxes of this group of corporations are averaged before determining any for- 
eign taxes lvhich may not be taken into account. This can be illustrated by an 
example of a Western Hemisphere trade corporation having $100 of income on 
which the foreign taxes are $20, and another Western Hemisphere trade corpora- 
tion, included in the same consolidated group, also with income of $100 but 
foreign taxes of $45. In this case the U. S. tax on this $200 of income before 
credit would be at an effective rate of about 38 percent, or amount to about 
$76. The combined foreign taxes on this income would be $65 ($20+$45). 
All of these taxes could be credited even though in the case of one of the 
companies the taxes were in excess of a 38-percent tax. This is because the 
a~crape tax on the combined income of the two Western Hemisphere trade 
corporations is not in excess of a 38-percent effective rate. 

III. GENERAL EXPLANATION OF THE OVERALL LIMITATION ON THE 
FOREIGN TAX CREDIT 

A, IN GENERAL 

The bill amends section 904 of the Internal Revenue Code to provide two 
alternative limitations on the foreign tax credit, the "per country" limitation 
(already applicable under present law) and an "overall" limitation. The per- 
country limitation restricts the portion of foreign income, war profits, and excess 
profits taxes which may be credited against U. S. tax to the same portion of the 
total tentative U. S. tax (i. e. , the tax computed without this credit) which the 
taxable income from the foreign country (or U. S. possession) is of the tax- 
payer's total taxable income. The overall limitation is computed in the same 
manner except that instead of computing this limitation separately with respect 
to the tax paid each country it is computed on an aggregate basis. Thus, under 
this limitation the aggregate amount of foreign taxes which may be claimed as a 
credit against U. S. tax is limited to the same proportion of the taxpayer's total 
tentative U. S. tax which his taxable income from all foreign countries is of 
his total taxable income. 

er Technically this is income from sources without the United States. 



These two alternative limitations can be illustrated by the same example 
used in the prior section, namely, the case of a taxpayer operating abroad 
through branches who has $200 of foreign income, $100 of which is subject to a 
$42 tax in country A and $100 of which is subject to a $62 tax in country B, In 
addition, assume he has $100 of domestic income. The tentative U. S. tax on 
the $800 of income would be $156 (assuming a fiat 52-percent rate), The 
formula for the per country limitation is as follows: 

Taxable income from country in question Tentative U. S. tax X Total taxable income 
Applying this formula in the case of the tax paid to country A gives the following 
result: 

$156 X — =$o2. $100 
$800 

In this case the actual tax paid is less than the $52 which may be credited 
under the limitation, with the result that the full $42 of tax paid may be 
credited. However, in country B, although the formula will provide the same 
$52 limitation, in this case the limitation is applicable and reduces from $62 to 
$52 the amount of taxes which may be credited. Thus, the total taxes in this 
case which may be taken currently as a credit under the per-country limitation 
are $42 plus $52 or $94. 

Under the overall limitation, on the other hand, the formula is as follows: 
Taxable income from all foreign countries Tentative U. S. tax X Total ta~able income 

Applying this forumla in the illustration used here gives the following result; 

$156 X — =$104. $200 
$800 

Thus, in this case, since the foreign taxes paid ($42 plus $62) do not exceed the 
$104 limitation, the entire amount may be claimed as a credit. 

Under the bill the per-country limitation is to be applied unless the taxpayer 
elects the overall limitation. This in eifect means that the present linfitation 
is to apply unless the taxpayer desires to change to the overall limitation. This 
overall limitation may be elected for the first time for taxable years beginning 
on or after January 1, 1961. Once this overall limitation is elected, under the 
House bill it would continue to apply for a 5-year period unless the taxpayer 
received the consent of the Secretary of the Treasury or his delegate to change 
back to the per-country limitation at an earlier date. Under the amendments 
made by your committee, however, once this overall limitation is elected, the 
taxpayer may change back to the per-country limitation only with the consent 
of the Secretary or his delegate. Once a taxpayer has changed back from the 
overall limitation to the per-country limitation under the House bill he can, 
after waiting 5 years, of his own volition again elect the overall limitation (or 
at a shorter interval if he receives the consent of the Secretary or his delegate 
to make such a change). Under your committee's amendments, however, once 
having been permitted to go back to the per-country limitation by the Secretary or 
his delegate, he must again receive this consent in order to shift back to the over- 
all limitation. 

Under present law foreign taxes which, because of the per-country limitation, 
cannot be credited against U. S. tax in the current year, may be carried back 2 
years and then any foreign taxes still remaining may be carried forward to the 
5 immediately succeeding years, The House bill would provide that foreign 
taxes may not be carried from a year in which the overall limitation applies to 
another year in which the per-country limitation applies, 

The amendments made by your conimittee similarly do not permit unused 
foreign taxes to be carried from a year in which the overall limitation applies to 
a year in which the per-country limitation applies. However, in addition, the 
amendments made by your committee do not permit unused foreign taxes to be 
carried from a year in which the per country limitation applies to a year in 
which the overall limitation applies. 

The House bill provides no special restriction as to the application of the 
overall limitation in the case of Western IIemisphere trade corporations. Your 
committee's bill provides that where one or more Western Hemisphere trade 
corporations files a consolidated return with other corporations and the overall 
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limitation applies, the amount of foreign taxes paid by the Western Hemisphere 
trade corporation in excess of the amount of U. S. tax on the consolidated return 
attributable to them is not to be taken into account for purposes of the foreign 
tax credit. Thus, assume that a Western Hemisphere trade corporation has paid 
foreign taxes of $45 on $100 of income (the income being that on the consolidated 
return attributable to the Western Hemisphere trade corporation) and that the 
U. S. tax on the consolidated inconfe attributable to the corporation is $88 (this 
ignores the effect of the surtax exemption and possibly other items). In this 
case the excess of the $45 foreign tax over the $88 U. S, tax, or $7, is not to be 
taken into account for purposes of the foreign tax credit. If two or more 
Western Hemisphere trade corporations are involved in a consolidated return, 
the income and taxes of the two are averaged together in applying this 
restriction. 

The bill also provides that the foreign taxes not to be taken into account in 
general are only those imposed at rates between 88 percent and 52 percent. This 
result is accomplished by providing that the restriction referred to above is not 
to apply to the extent that the foreign taxes paid by the Western Hemisphere 
trade corporation (or corporations) is in excess of the tax it would have to pay 
the United States (before any foreign tax credit and without regard to the 
2-percent penalty tax on consolidated returns) if the corporation were not a 
Western Hemisphere trade corporation. 

B. STETCTE OF hIMIT$TIONs 

Both the House and your committee's version of the bill provide that the stat- 
ute of limitations for a year to which foreign taxes are carried back as a result 
of the unused credit is not to close for purposes of the foreign taxes credited in 
that year until 1 year after the statute runs for the year from which the taxes 
are carried (or that is, generally, the year in which the taxes were paid or 
accrued). The purpose of this is to prevent taxpayers from claiming a double 
benefit with respect to an amount where the statute has run with respect to 
1 year and not the other. Thus, for example, if the per country limitation were 
applicable in 1961, taxes vvhich could not be credited in that year could be carried 
ba. ck and credited in 1959 if in both cases the per country limitation applied. 
However, if after the statute of limitations has ran for the year 1959 the 
taxpayer changes his election with respect to 1961 and elects the overall limita- 
tion, then no carryback to a per country limitation vear would be available and 
taxes not credited would be available in full as a carryforward to years in which 
the overall limitation applied. This would be true despite the fact that this 
same amount which is being carried forward has been claimed as a credit in the 
prior year with respect to which the statute of limitations has run. The extend- 
ing of the statute of limitations with respect to the credits in the earlier year 
until 1 year after the statute of limitations has run for the year in which the 
taxes arose will prevent this double benefit and give the Internal Revenue Service 
time to review the application of the foreign tax carryback in the earlier year. 
This double benefit is prevented not only in the case of changes from the per 
country to the overall limitation but also in cases of the change from a credit to 
a deduction. 

Both versions of the bill also provide that the choice to take the foreign tax 
credit in lieu of the deduction, and the choice to taLe the overall limitation in 
lieu of the per country limitation, must in general be made or changed within the 
8-year statute of limitations (or the statute which applies to the tax itself) and 
not within the special 10-year statute provided by section 6511(d) (8). The bili 
provides that for the periods to which the 1S54 Oode is applicable (generally the 
calendar year 1954 and subsequent years) this 10-year statute is to be available 
only for purposes of determining the size of the credit, and not for purposes of 
making a choice between per country or overall limitations or a choice between 
a deduction or credit. 

G. EFFEcTIVE DETES 

Although generally, under both the House and your committee's versions, the 
bill is to be available only with respect to taxable years beginning on or after 
January 1, 1961, the provision described above, preventing a double benefit as a 
result of the running of the statute of limitations, is made applicable to taxable 
years beginning on or after January 1, 1958. The calendar vear 1958 is the 
earliest taxable year to which unused foreign taxes may be carried. In any case 
this year will be open at least until 1S62. Also as indicated above, the bill pro- 



vides that generally the 3-year statute, but in no case the 10-year statute, is to 
be available for choices betiveen the selection of the deduction or credit, or over- 
all or per country limitation for taxable years beginuing after December 31, 1053, 
and ending after August 10, 10i4. 

IV. REIMBURSE3IENT FOR MOVING EXPEXSES RECEIVED BY E(l- 
I'LOYEES OI' CERTAIN CORPORATIO. '&(S FORIIED EXCLI&SIVELY TO 
OPERATE I. ABORATORIES I OR THE ATOMIC ENER('Y C()MMISSION 

A situation has been called to the attention of your coumiittee inv&&lving niov- 
ing expenses received by eniployees of a corporation formed to perform research, 
development and production tasks for the Atomic Energy Comniission on the 
ordnaiice aspect of atomic weapons. The coi'poration concerned engages only in 
activities assigned to it by the Atomic Energy Commission, and it operates under 
a coutract which specifically provides that all costs an(l expeuses of operation 
ivill be reimbursed by the Atomic Energy Commission from appropriations by 
Congress. Also, under the contract the services of the corporatiou involved 
are to be reudered without profit of any kind. 

Iu hiring the prot'essional and skilled employees required for the type of 
work in which the corporation is involved, the corporation paid the traveling 
and moving expenses incurred by the new employees in moving to accept em- 
ployment. Until Itevenue Ruling O5 — 140 (C, B. 1955 — 1, 317) was issued in March 
of 1955, the oificials of the corporation had assumed that such expense reimburse- 
nient (vas not taxable income. This was based on the fact that an Internal 
Revenue Service ruling issued in 1949 to a laboratory, which was an Atomic 
Energy Commission installation, and which initially had held that reimbursed 
travel expense to a new employee from a person under contract to the Atomic 
Energy Commission was taxable income, was modified by the Commissioner in 
1951. In the 1951 ruling it was held that reinibursement for travel expense on 
transfers between different nonprofit contractors in the Atomic Energy Commis- 
sion complex was not considered to be taxable income. 

In view of all of the circumstances involved in this ease, your committee 
believes that it would be unfortunate to impose iuconie tax with respect to the 
reimbursement of moving expenses for the employees of this corporation. It 
has, therefore, added a new section to the bill relating to amounts received by 
an individual, after December 31, 1949, and before the date of enactment of this 
bill from a corporation meeting certain qualifications, as reilubursement for 
moving himself and his immediate family, household goods, and personal effects 
to a new place of residence in order to accept employnient with the qualifyiug 
corporation. This section provides that moving expenses of the type referred 
to above are to be excluded from the gross income of the individual to the 
extent that the reilnbursement did not exceed the actual expenses paid or in- 
curred for these purposes. 

This provision is not, however, to apply in any case where the individual 
involved was advised at the time of his employment by an authorized ofiicial 
of the corporation that the amount of the reiniburseinent would be includible 
in gross income. In the case in question it is understood that new employees 
on or about September 1, 1955, were advised specifically that the amounts 
reimbursed to them for moving and travel expenses were taxable income an(l 
thus many, if not all, of the new employees hired after that date will not receive 
the treatment accorded by this provision. 

The conditions which must be met by a corporation to qualify under this 
provision are (1) it must be formed exclusively for the purpose of, and be 
exclusively engaged in, operating without profit a scientific laboratory for the 
Atomic Energy Commission, and (2) it must be operated solely on funds appro- 
priated to the Atomic Energy Commission by Congress. 

This amendment was added by your committee as a section in the Technical 
Ainendments Act of 1958 but was deleted in the conference on that bill on the 
understanding that the Treasury Departluent objected to this provision. The 
Treasury Department has now indicated that it does not object to the enactnient 
of this provision. 

V. TECHNICAL EXPLANATIOX OF THK BILL 

FIRST SEcTIov oF THE Bli. l. 

The first section of the bill makes amendments to section 904 of the Internal 
Revenue C&xle of 1054 (relating to limi(ation on foreign tax credit). Subsection 
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(a) strikes out subsection (a) of section 904 and inserts in lieu thereof new 
subsections (a) and (b). 

Alternative timitatiov8. — The new section 904(a) (1) contains the existing pro- 
visions of section 904(a) but prefaced with a clause to the effect, that such provi- 
sions (referred to in the heading as the per-country limitation) shall apply in the 
case of a taxpayer who does not elect the overall limitation provided by a new 

paragraph (2) of section 904(a). Under the per-country limitation, the amount 
of the credit in respect of the tax paid or accrued to any foreign country or 
possession of the United States may not exceed the same proportion of the tax 
against which such credit is taken which the taxpayer's taxable income from 
sources within such country or possession (but not in excess of the taxpayer's 
entire taxable income) bears to his entire taxable Income for the same taxable 
year. 

In the case of a taxpayer who elects the overall limitation provided by the 
new paragraph (2), the total amount of the credit with respect to taxes paid 
or accruetl to all foreign countries and U. S. possessions may not exceed the same 
proportion of the tax against which such credit is taken as the taxpayer's 
taxable income from sources without the United States (but not to exceed 
total taxable income) bears to the taxpayer's entire taxable income for the 
same taxable year. 

In computing the per-country limitation, only income from sources within the 
country in question is taken into account in the numerator of the ratio. In 
computing the overall limitation, on the other band, all income from sources 
without the United States is to be taken into account. Thus income which is 
from sources without the United States but not from sources within any foreign 
country or possession of the United States (for example, high seas income) 
is not taken into account under the per-country limitation but is taken into 
account under the overall limitation. 

E/ection of overall limitation. — Section 904(b) (1) provides that a taxpayer 
may elect the overall limitation for any taxable year beginning after Decem- 
ber 31, 1960, and that thc election remains in effect for all subsequent years 
up to (but not including) a taxable year for which the election is revoked. 
It may be revoked with the consent of the Secretary of the Treasury or his 
delegate for any taxable year. 

Section 904(b) (2) provides that if a taxpayer has made an election of the 
overall limitation which with the consent of the Secretary or his delegate, has 
been revoked he may not make a new election of the overall limitation unless 
the Secretary or his delegate consents to such new election. 

Section 904(b) (6) provides that either the election of the overall limitation 
or the revocation of such an election may be made only in such manner as 
the Secretary or his delegate by regulations prescribes. Such election or revo- 
cation for any taxable year may be made or changed at any time before the 
expiration of the period prescribed by section 6511(a) (generally, 3 years from 
the time the return was filed) for making a claim for credit or refund of U. S. 
income tax hnposed for such taxable year. Since the initial election of the 
overall limitation does not require consent of the Secretary or his delegate, 
the initial election made for a taxable vear (whether or not the first taxable 
year beginning after December 61, 1960) may be revoked without the consent 
of the Secretary or his delegate before the expiration of the period prescribed 
for making a claim for credit or refund of U. S. income tax imposed for the 
taxable year in which the initial election was made. After such a timely revo- 
cation the taxpayer could make his initial election of the overall limitation for 
a later taxable year without the consent of the Secretary or his delegate. If, 
however, a taxpaver has made his initial election of the overall limitation, and 
the period prescribed for making a claim for credit or refund of U. S. income 
tax imposed for the taxable year to which the initial election first applied has 
expired, the taxpayer may not revoke such election for any taxable year without 
the consent of the Secretary or his delegate. Moreover, if the taxpayer revokes 
such election for any taxable year with the consent of the Secretary or his 
delegate, he may not make a new election without the consent of the Secretary 
or his delegate even though the period prescribed for making a claim for credit 
or refund of U. S. income tax imposed for such taxable year has not expired. 
In such case the taxpayer may make an election of the overall limitation for 
any subsequent taxable year only with the consent of the Secretary or his 
delegate. 

Conforming amendmeat8. — Subsections (b) and (c) of the first section of the 
bill redesignate subsections (b) and (c) of existing section 904 as subsections 
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(e) and (d), respectively, and insert "the applicable limitation under subsection 
(a)" in lieu of "the limitation under subsection (a)" in such subsections. 

Carrybacks aud carryovers where overall limitation is elected. — Subsection (d) 
of the first section of the bill amends section 904 by adding a new subsection (e), 
relating to the carryback and carryover of taxes where the overall limitation is 
elected, and a new subsection (f), a cross-reference. 

The new section 904(e) provides special rules for carrybacks and carryovers 
of foreign taxes v here the overall limitation is elected. Section 904(e) (1) 
provides that, for the purpose of determining the carryover or carrvbaek under 
the first sentence of section 904(d), the foreign taxes for a taxable year to which 
the overall limitation applies shall be aggregated on an overall basis rather 
tha. n taken into account on a per-country basis. 

Section 904(e) (2) provides that no amount of foreign taxes paid or accrued 
for a taxable year to which the per-country limitation applies shall be deemed 
paid or accrued under subsection (d) in any taxable year to which the overall 
limitation applies, and that no foreign tax paid or accrued for a taxable year 
to which the overall limitation applies shall be deemed paid or accrued under 
subsection (d) in any taxable year to which the per-country limitation applies. 
The taxable years in which such taxes are not deemed paid or accrued under 
the preceding sentence shall, however, be taken into account to determine the 
nunsber of preceding or succeeding taxable years that have elapsed for purposes 
of subsection (d). 

To illustrate paragraphs (1) and (2) of section 904(e) assume that A. elects 
the overall limitation for taxable years 1961, 1962, 1963, 1964, and 1965, revokes 
the election for taxable vear 1966, and reelects the overall limitation for taxable 
year 1969. The excess of the aggregate of taxes paid or accrued to foreign 
countries in 1961 over the overall limitation (as provided in sec. 904(a) (2) ) for 
such year may not be carried back to 1959 or 1960 since 1959 aud 1060 are per- 
country limitation years. Such excess, however, may be carried over to 1962, 
1963, 1964, and 1965, since such years are overall limitation years, but mav not 
be carried over to 1966 since 1966 is a per-country limitation year. If there 
were an excess of the aggregate taxes over the overall limitation for 1965, such 
excess could be carried back to 1963 and 1964; such excess could not be 
carried over to 1966 through 1968 but could be carried over to 1969 and 1970, 
overall limitation years; it could not be carried to 1971 and later years because 
5 sueeeeding taxable years would have elapsed with respect to the carryover 
from 1965. If there were an excess of any foreign or U. S. possession taxes over 
the per-country limitation for 1967 such excess could not be carried back to 1'965, 
nor over to 1969, 1970, 1971, or 1972. Such excess could be carried, however, 
back to 1966 and over to 1968 since such years are per-country limitation years. 

Cross reference. — Section 904(f) is a cross reference to section 1503(d) added 
by section 2 of the bill relating to a special rule for application of the foreign 
tax credit in the ease of an affiliated group which includes Western Hemisphere 
trade corporations for vears in which the overall limitation applies. 

SEcTIoN 2 or THE BILL 

8peciai rule for application of overall limitation on foreign, tax crcdit. — 
Seetion 2 of the hill amends section 1503 of the Internal Revenue Code of 
1954 (relating to computation and payment of tax in case of consolidated 
returns) by adding a new subsection (d). The new subsection (d) provides 
that, if an affiliated group includes auy Western Hemisphere trade corpora- 
tions for a taxable year to which the overall limitation on the foreign tax 
credit applies, the amount of taxes paid or accrued to foreign countries and 
possessions of the United States by such Western Hemisphere trade corpora- 
tions which is in excess of a specified amount shall not be taken into account 
for the purpose of section 901 (relating to the allowance of the foreign tax 
credit). Such specified amount is the tax which would be computed under 
section 1503(a) (without regard to the foreign tax credit) on the aggregate 
consolidated taxable income attributable to the Western Heruisphere trade 
corporations. The rule stated in the second sentence of this paragraph does 
not applv, however, to the extent that the amount of taxes paid or accrued 
to foreign countries and U. S. possessions by the Western Hemisphere trade 
corporations exceeds the amount of tax which vvould be computed under sec- 
tion 1503(a) (but without the 2-percent surtax) on the aggregate consolidated 

585726' — 61 57 
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taxable income which would be attributable to such corporations if they 
were not Western Hemisphere trade corporations. 

Example. — Assume that an affiliated group of corporations makes a con- 
solidated return for taxable year 1962, chooses the foreign tax credit under 
section 901, and elects the limitation under section 904(a) (2). Assume also 
that, of the four corporations in the group, two are Western Hemisphere trade 
corporations. To simplify this illustration, the surtax exemption is disregarded. 
With that qualification the foreign tax credit is computed as follows: 

Consolidated taxable income attributable to the Western Hemisphere trade 
corporations before the section 922 deduction $1pp 

f 14 
Section 922 deduction( — X $100 27 

Consolidated taxable income attributable to Western Hemisphere trade 
corporations after the section 922 deduction ($100 minus $27) 

U. S. tax computed on consolidated taxable income attributable to Western 
Hemisphere trade corporations ($73X0. 52) 38 

U. S. tax which would be computed on the consolidated taxable income 
attributable to such corporations if they were not Western Hemisphere 
trade corporations but without the 2 percent surtax under section 
1, )03(a) ($100X0. 52) $52 

Income, war-profits, and excess profits taxes paid or accrued by such cor- 
porations to foreign countries or U. S. possessions 60 

The amount of such foreign taxes taken into account under sec. 901 
($38+ ($60 — $52) )— 46 

Consolidated taxable income not attributable to Western Hemisphere trade 
corporations (i/s of which is assumed to be from sources outside the 
United States) 100 

Consolidated taxable income ($100+$73) 
U. S. income tax before the foreign tax credit (0. 52 X $173) 

($100X0. 02) 
Income, war-profits, excess profits taxes paid or accrued to foreign coun- 

tries or U. S. possessions by other than the Western Hemisphere trade 
corporations 20 

Foreign taxes taken into account and allowed as a credit subject to the 
overall limitation ($46+$20) 66 

Consolidated taxable income from sources outside U. S. ($73+$50) 123 
The foreign tax credit for 1962 as limited by the overall limitation 

123 
X $92 65 

The excess foreign taxes over such limitation available to be carried to 
another taxable year ($66 — $65) 1 

173 
plus 

92 

Szcrroz 3 or TaE Bn. z. 

References in section 001 to limitation of section 90!» — Subsection (a) of 
section 3 of the bill amemls subsection (a) and (b) of section 901 to make it 
clear that the reference in each such subsection to the "limitation of section 
904" is to be read as a reference either to the per-country limitation of section 
904(a) (1) or to the overall limitation of section 904(a) (2), whichever is 
applicable. 

Time for choosing bettoeen credit and deduction. — Subsection (b) of section 
3 of the bill amends the second sentence of section 901(a) of the 1954 Code 
to make it clear that the choice as to whether to take a foreign tax credit for 
any taxable year, or to take the foreign taxes as a deduction for such year, 
must be made or changed before the expiration of the period prescribed for 
making a claim for credit or refund of the tax imposed for such taxable year 
by chapter 1 of the 1954 Code. This period will usually expire at the time 
prescribed by section 6511(a) (generally, 3 years from the tinie the return was 
filed). If, however, the time for filing such a claim for credit or refunds is 
extended by agreenient (as provided under sec. 6511(c)), then the time for 
making the choice as to claiming a credit or a deduction for foreign taxes will 
extend to the expiration of the time agreed upon. 

It is to be noted that the period prescribed by the second sentence of section 
901(a) is not extended by section 6511(d) (3). Section 6511(d) (3) provides, 
in effect, a 10-year period of liinitation for claims for credit or refund of over- 
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payment attributable to foreign taxes. EEowever, for this 10-year period to be 
applicable, the choice to take the foreign tax credit (in lieu of the deduction) 
must have been timely made (that is, made within the time prescribed by the 
second sentence of sec. 901(a) ) . 

In applying the second sentence of section 901(a) in a ease where a carryback 
or carryover of taxes under section 904 is involved, the taxable year which is 
determinative of the period for making the choice between a credit and a 
deduction is the taxable year from which the excess taxes may be carried (and 
not the taxable years to which they may be carried). In addition, the excess 
taxes for such taxable year may not be used as a credit in another taxable year 
to which carried unless the taxpayer chose to talse a credit (rather than a deduc- 
tion) for such other taxable year within the period prescribed by the second 
sentence of section 901(a) for making the choice for such other taxable year. 

For example, assume that foreign taxes in excess of the per-country liinitation 
of section 904(a) (1) are paid or accrued for 1961. Even though, under section 
904(d), such excess may be carried back to 19o9 and 1960, and may be carried 
over to 1962, 1968, 1964, 1965, and 1966, the determinative year for the period 
for making the choice of taking a credit or deduction with respect to these taxes 
is 1961 (in the normal ease this period will expire March 15, 1965, in the case 
of a corporation, and April 15, 1965, in the ease of any other taxpayer). Assum- 
ing a timely choice for taking a credit for 1961, no amount may be used as a 
credit for any taxable year to which the 1961 taxes may be carried unless, for 
that other year also, the choice of the foreign tax credit route (in lieu of the 
deduction route) was also made within the time prescribed for such other taxable 
year. 

Degcienoie8 attributable to foreign tax carrybaclcs. — Subsection (c) of section 
3 of the bill adds a new subsection (i) to section 6501 of the code. This new 
subsection, which is similar to the existiug section 6501(h), relating to net 
operating loss carrybacks, provides in effect that in the ease of a deficiency 
attributable to the application to the taxpayer of a carryback of taxes paid or 
accrued to foreign countries or possessions of the United States in excess of 
the applicable limitation under section 904(a) of the code (the per-country or 
the overall limitation, as the ease may be), such deficiency may be assessed at 
any time before the expiration of 1 year after the expiration of the period 
within which a deficiencr may be assessed for the taxable year from which 
such excess may be carried. 

For example, assume that the taxpayer T chooses to have the benefits of the 
foreign tax credit for taxable years 1959, 1960, and 1961. Assume further that 
by reason of the application of the per-country limitation for 1961 there is a 
carrvback to 1959 of $60 taxes paid to country X and $50 taxes paid to country Y. 
Assume also that all of the taxes so carried back may be used for 1959. On the 
basis of these carrybacks, T obtains a refund of his 1959 U. S. tax in the amount of 
$110. 

On December 1, 1964, T elects for 1961 the overall limitation provided by the 
new section 904(a) (2). Since under the new section 904(e) (2) the excess (if 
any) for an overall limitation year may not be carried to 1959, a. per-country 
limitation year, the election results in a deficiency for 19o9 of $110. Disregard- 
ing the new section 6501(i), and assuming no special circumstances, the period 
for assessing the deficiency for 1959 would have expired. Under the new section 
6501(i), however, the deficiency attributable to the election to take the overall 
limitation in lieu of the per-country limitation could be assessed. 

The new section 6501(i) applies, under section 4 of the bill, to taxable years 
beginning after 1957. Thus, for example, it would apply to a case where the 
taxpayer has received the benefit of a per-country limitation carryback from 
1960 to 1958 and, after the expiration of the general period for assessing 
deficiencies for 1958, the taxpayer changes his choice as to claiming the foreign 
tax credit for 1960 and instead claims a deduction for foreign taxes for 1960. 

SEOTION 4 OF THE BILL 

Section 4 of the bill provides the etfective date for the amendments made by 
the first three sections of the bill. 

The first sentence of section 4 provides that the amendments made by the first 
section anti section 2 of the bill, and the amendments made by subsection (a) 
of section 8 of the bill, are to apply with respect to taxable years beginning after 
December 81, 1960. 



The second sentence of section 4 provides that the amendment made by sub- 
section (b) of section 8 of the bill (relating to time for choosing between the 
forei n tax credit and the deduction for foreign taxes) is to apply with respect 
to taxable years beginning after December 81, 1958, and ending after August 16, 
1954. (This is the same effective date as was provided, in general, for the 1954 
Code. ) 

As explained above, section 8(c) of the bill inserts a new subsection (i) in 
section 6501 of the 1954 Code, relating to the period for assessing deficiencies 
attributable to the carryback of excess foreign taxes. Under the third sentence 
of section 4 of the bill, the new section 6501(i) will apply to the assessment of 
deficiencies for taxable vears beginning after December 81, 1957. 

SEGTIQN 5 oF THE BILL 

This section, for which there is no corresponding provision in the House bill, 
provides an exclusion from gross income of amounts received as reimbursement 
for moving expenses of new employees of certain corporations, to the extent that 
such amounts do not exceed the actual expenses paid or incurred by the em- 
ployee for such purposes. Under existing law, payments or reimbursements to 
a new employee of moving or relocation expenses come within the statutory 
description of gross income, and the expenses incurred by a new employee in 
moving his family and household goods are not expenditures for which deduc- 
tions may be taken in computing income taxes. U. S. v. 8herrill O. and Dorw 3f. 
WoodIIll, U. S. v. Glenn S. and, 3fargaret H. Mills (255 F. 2d 870 (C. A. 10th 
1958) ) (cert. denied 858 U. S. 824, Rev Rul. 55 — 140, C. B. 1955 — 1, 817, amplified 
in Rev. Rul. 59 — 236, C. B. 1959 — 2, 234) . 

Section 5 of the bill as added by your committee provides that, notwithstanding 
any other law or rule of law, a reimbursement of moving expenses under the 
circumstances described below shall be treated as an amount which was not 
includible in the gross income of the individual, to the extent that such reim- 
bursement did not exceed the actual moving expenses paid or incurred by the 
individual. 

The applicability of section 5 is limited to reimbursements received from a 
corporation which was (1) formed exclusively for the purpose of, and was 
engaged exclusively in, operating without profit a scientific laboratory for the 
Atomic Energy Commission and (2) operated solely on funds appropriated to 
the Atomic Energy Commission. 

This section further provides that the general rule, and not the exception 
provided in section 5, will apply where the individual was advised, at the time 
of his employment, by an authorized officer, employee, or agent of such corpora- 
tion that the aInount of such reimbursement would be includible in gross income. 

t 
MIXORITY VIEWS OI' H. R. 10087 

As is so often the case, the subject bill, H. R. 10087, cannot be considered in 
isolation nor can it be taken at face value. Under the guise of assisting the eco- 
nomic advancement of the underdeveloped countries, this bill would provide a 
privileged minority of American taxpayers with tax concessions not available to 
all. It is part and parcel of the larger problem of the proper method of taxing 
the income earned abroad by U. S. corporations. At the present time, certain 
foreign taxes are allowed as credits against the U. S. income tax, and, further- 
more, the incidence of the U. S. tax varies, both as to rate and as to time levied, 
with the organization of the foreign operating arm of the U. S. corporation. 

Specifically, this bill would allow a U. S. corporation, in taking credit for 
foreign income, war profits, and excess profit taxes against U. S. income taxes, 
to apply either the per-country limitation, now in effect, or the overall limitation 
at the option of the corporation. This bill was originally section 5 of the bill, 
H. R. 5, the so-called Boggs bill which is still pending in the House of Represent- 
atives. For some reason this part of H. R. is now singled out for special treat- 
ment. The Treasury opposed the provisions of this bill when such provisions 
were embodied in section 5 of the Boggs bill, in hearings before the Ways and 
Means Committee. 

The foreign tax credit, considered as a tax package, constitutes one of the 
glaring loopholes in our tax laws. 

Allowing any item of expense or expenditure as a credit against taxes violates 
all principles of taxation. All such items, if considered at all, should be treated 



as deductions in arriving at the net income subject to applicable tax rates. The 
foreign tax credit should be abolished, it being basically unsound in principle 
and discriminatory in practice. Failing this, many changes should be made to 
tighten existing laws and procedures governing this method of handling the 
mcome tax on income earned abroad. The bill now under consideration does not 
do this. On the contrary, it nibbles away a bit more around the periphery of 
the foreign tax credit loophole for the benefit of a few taxpayers of whom not 
one has demonstrated an inequity under present law. 

The Congress of the United States, since our present income tax laws first 
became effective in 1913, has always maintained the right to tax the income of 
U. S. citizens or corporations on a worldwide basis. The Congress has never 
surrendered the right to tax, or to legislate concerning the taxation of, income 
of U. S. corporations earned anywhere in the world. 

This principle is seldom openly attacked. Instead, those who would profit 
from a broadening of the foreign tax credit loophole seek to do so on grounds 
varying from expediency to economic foreign policy. Most of the arguments, 
however, boil down to excuses for requesting tax benefits to which the corpora- 
tions concerned are not entitled. 

The proper handling of multijurisdictional taxation, foreign or domestic, has 
long presented a problem. Prior to 1918 all foreign taxes, including income taxes, 
were treated as deductible expenses just as were taxes levied by State or local 
governments within the United States. As a matter of expediency' or accommo- 
dation, and on the grounds that American corporations operating abroad vere 
allegedly at a competitive disadvantage with foreign corporations, foreign in- 
come taxes in 1918 were placed in a separate category from ta~es imposed by 
domestic jurisdictions and it was provided by law that foreign income taxes 
could be either credited a, ainst American income taxes or allowed as deductions 
from taxable income at the option of the taxpayer. Taxes levied by domestic 
jurisdictions, States and local governments, continued to be treated as deduc- 
tions. This operates a discrimination against business within the United States 
in competition with business in foreign countries. 

This approach to the handling of foreign income taxes has remained the basic 
law, although a great many changes have been made from time to time to broaden 
this favor. At the present time, then, our tax laws provide a haven for foreign 
income, war profits, and excess profits taxes which is not available to other kinds 
of taxes. Because of this, many U. S. corporations have established foreign 
branches or subsidiaries to compete in the U. S. marl-et. 

Allowing credit for these foreign taxes rather than treating them as deductions 
has given rise to many abuses. Companies such as the Arabian American Oil 
Co. , for example, have been able to persuade the governments of the host coun- 
tries in which their prim ipal operations are conducted to classify royalties, sub- 
sidies and other charges as income taxes, thus denying the U. S. Government 
many millions of dollars in taxes. Some such large corporations pay very little, 
if any, taxes to the U. S. Government. Many abuses connected with subsidiaries, 
including the use of third country tax havens have been made possible. 

Many arguments have been advanced for continuing and broadening the 
foreign tax credit loophole. Generally speaking, thev can be grouped under 
three general head ngs: 

(1) The foreign tax credit is necessary to prevent double taxation. This ar- 
gument assumes that double taxation, that is, the taxation of the same income 
by more than one government, is wrong per se. Our tax lau s recognize no such 
principle. There is essentially no difference, so far as a taxpayer is concerned, 
between a State income tax and an income tax levied by a foreign government. 
So-called double taxation is not avoided in the case of State taxes by allowing 
such taxes to be deducted as an item of business expense. What is accom- 
plished is an accommodation which works satisfactorily. The foreign tax credit 
represents an accommodation, just as does the allowance of the State income 
tax as a deduction. Either is a compromise. The tax credit, however, is wrong 
in principle. 

(2) It Is said that a dollar earned anywhere should be subject to the same tax. 
This objective, if it is a proper objective, is not achieved by the foreign tax credit. 
A dollar earned through a subsidiarv operating abroad does not bear the same 
tax burden as does a dollar earned in New York or New Orleans. 

(3) It is said that the foreign tax credit encourages private investruent abroad. 
This is the argument which is most often advanced today to justify tax prefer- 
ences to companies operating abroad. It is true that a desirable ingredient of 



our foreign economic policy is an increased private investment abroad. Achiev- 
ing this increased investment by means of tax incentives is not, however, the 
most appropriate method. Such incentives do not necessarily direct investment 
into the most desirable channels or into the most desirable areas of the world. 
There is a great deal of difference, insofar as the furtherance of our national 
objectives is concerned, between encouraging a manufacturer to begin assembling 
automobiles in Germany and encouraging a food processor to open a plant in 
India. The foreign tax credit mav, as I have shown, promote undesirable de. 
velopment. There are better, more direct and more manageable means of pro 
moting desirable foreign investment and development. 

Several arguments can be made against the foreign tax credit. I would like 
to call attention to three which I consider pertinent. 

(1) The foreign tax credit allows the foreign government to determine the 
effective U. S. tax rate, operating frequently as a preemption. It has been alleged 
that many foreign governments have tended to adjust their tax rates to the 
V. S, rate. Be this as it may, we have given the foreign government, through the 
mechanism of the foreign tax credit, the power to decide whether the United 
States can collect taxes on income of U. S. corporations earned abroad at the rate 
of o2 percent, 20 percent, 10 percent, or 0 percent. 

(2) The benefits of foreign tax credits accrue to a relatively few companies. 
According to a study of this problem made in 1955, it was then estimated that 
40 percent of all foreign investment is accounted for by 10 U. S. corporations 
and 71 percent by 62 corporations. Any concessions made in the form of tax 
reductions would necessarily accrue very largely to these few corporations. It 
was estimated that 25 to 50 corporations would receive half the benefits from 
any tax reductions, and nearly all the benefits from such reductions would be 
received by 150 corporations. 

(3) Benefits accruing to corporations as a result of the foreign tax credit 
do not necessarily further national objectives. It was formerly felt that most 
of the benefits derived from the foreign tax credit accrued to the export opera- 
tions and thus benefited the entire American economy. This does not now 
appear to be the ease. On the contrary, the foreign tax credit now encourages 
the establishment of manufacturing concerns in foreign countries where goods 
are produced which are in direct competition with American exports or become 
competitive as imports into the United States. It would also appear that, except 
for those corporations engaged in the extractive industries, the foreign investment 
which is encouraged by the foreign tax credit takes place largely in Europe 
in countries which are already highly developed. The export of capital to such 
areas mav not further national objectives at all, but instead may add to the 
competition which already exists for American exports and, furthermore, directly 
complicates our critical balance-of-payments problem. The foreign tax credit 
may equally promote the desirable or undesirable. 

In amplification of the above reference to national objectives, it is pertinent 
to cite a few facts. 

3Iany who wish to increase private American investment abroad in the under- 
developed areas feel that such private investment can replace foreign aid. This 
is not possible. Private investment, with or without tax incentives, goes where 
it can produce a good return. In most of the underdeveloped countries the public 
sector must first be built up. Only then will there be a base on which private 
investment can build. 

During recent years new V. S. direct investment in the underdeveloped countries 
of Asia, the Middle East, and Africa has amounted to only about $100 million 
per year, and a great deal of even this small amount has gone into petroleum 
in a few countries. 

Tax forgiveness, which assists only those enterprises making substantial profits, 
will not accomplish our desired economic forei. n policy objectives. Even if it 
did, the results may be contradictory. Tax forgiveness, applied across the board, 
will pull American investment into the already industrialized countries. It will 
not lend ei'fective encouragement to reluctant investors to go into the underde- 
veloped countries where markets must be created. 

Net return, regardless of the tax structure, is a governing factor in sending 
capital abroad. As an illustration of the inefficacy of the tax incentive, I might 
cite the fact that U. S. investment in Western Europe increased 135 percent from 
1950 to 1959, while at the same time investment in Latin America increased only 
92 percent, and the Western Hemisphere Trade Act gives Latin American invest- 
ments a tremendous tax advantage. 
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As I have pointed out, there are serious objections to the foreign tax credit in 
principle. Aside from the principles involved, however, there are further serious 
defects in our laws relating to foreign tax credits. The most serious of these 
are: 

(1) Xo tax is levied on the income of subsidiaries until such income is remitted 
in the form of dividends to the parent company in the United States. 

(2) Because of the way in which foreign taxes paid by subsidiaries are cred- 
ited, it is often possible, particularly if a third country tax haven is employed, 
to reduce the effective 52 percent U. S. tax rate to an effective rate of slightly more 
than 40 percent. 

(3) The W estern Hemisphere trade corporation is a historical accident and 
should be abolished. 

To return to the subject bill, H. R. 10087, more specifically, the main reason 
which has been advanced for its adoption is that some companies regard their 
foreign operations as one operation and they, therefore, should be allowed to 
adopt the overall limitation. Other conlpanies, it is said, regard operations in 
each foreign country as a separate operation and these companies should, there- 
fore, if they so desire, be allo~ed to use the per-country limitation. It is certainly 
a strange concept of tax law lvhich allo~s a company to choose any method of 
computing its tax which it desires merely because such a method comports with 
the concept which that colnpany holds as to its own operations. This is about 
as logical as allowing an individual to regard himself as a corporation for tax 
purposes in any rear his income puts him in a bracket higher than 52 percent, and 
pay his income tax accordingly. 

In 1954 the per-country limitation was decided on. Insofar as we may wish, 
and are able, to use tax policy to further national economic policy, this limitation 
is more appropriate than is the overall limitation. When a corporation opens up 
a new plant or undertakes a new operation in a new country, it is quite lil-ely 
to undergo a loss for a few years in that country. In such a case the company 
is generally better oft under the per-country limitation than under the overall 
limitation. Existing law, to that extent, does encourage U. S. corporations to 
begin new operations in new, and it may be hoped underdeveloped, countries. 

The amendments adopted by the Senate Finance Committee are excellent and 
do much to make this bill more nearly acceptable. Despite these improvements 
in the bill, however, it still represents an effort to enlarge an existing loophole 
in the tax laws without justification. This bill will restdt in a loss of revenue 
to the V. S. Government of between $20 and $40 million. In effect, a gift of this 
amount will be made to corporations which have showu neither need nor deserts 
to such largess. This is another example of a special bill to give ta. x relief to 
"somebody" (usually a few) when the crying need is for more equitable tax laws 
for all. 

ALBERT GORE. 

[H. R. 10087] " 
OVERALL LIMITATION ON FOREIGN TAX CREDIT 

[Conference Report No. 2199, Eighty-Sixth Congress, Second Session) 

[August 29, 1960] 

MR. MTLLs, from the committee of conference, submitted the following confer- 
ence report to accompany H. R. 100S7. 

The committee of conference on the disagreeing votes of the two Houses on 
the amendments of the Senate to the bill (H. R. 10087) to amend the Internal 
Revenue Code of 1954 to permit taxpayers to elect an overall limitation on the 
foreign tax credit, having met after full and free conference, have agreed to 
recommend and do recommend to their respective Houses as follows: 

That the House recede from its disagreement to the amendments of the Sen- 
ate numbered 1, 2, 9, 4, 5, 0, 7, 8, 9, 11, 12, 13, 14, 15, and 16, and agree to the 
same. 

Amendment numbered 10: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 10, and agree to the same with an amendment as follows: 

ss Public Law 86 — 780, Page 720, this Bulletin. 
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In lieu of the matter proposed to be inserted by the Senate amendment insert 
the following: 

Sec. 2. Section, 1508 of the Internal Revenue Code of 195$ (relating to com- 
p«tation and payment of tax in, case of consoHdated returns) is amended by add- 
ing at tke end, thereof the foBoming neiv subsection: 

"(d) Special Rule for ApyHcation of Foreign, Tax Credit When OreraB Limi- 
tation Applies. — 

"(1) In general. — If the affiliated group includes one or vivre Western 
Hemisphere trade corporations (as defined, in section 981), and if for the 
taxable year an electio~ under section 90$(b) (1) (relating to election of 
overall limitation on foreign tax credit) is in effect, then, the amount of 
taxes paid, or accrued to foreign countries and po~~essions of the United 
States by such Western, Hemisphere trade corporations ivliich may be taken 
into account for purposes of section. 901 skaB be reduced by the amount (if 
any) 'by which— 

"(A) the amount of such taxes (or, if smaller, the amount of the 
tax ivhich icoula be computed under szcbsection (a), if such corporations 
were not Western, Hemisphere trade corporations, with respect to the 
portion of tke consolidated taxable income attributable to sucli corpora- 
tions), exceeds 

"(B) the amount of the tax computed under subsection (a) with 
respect to the portion, of the consolidated taxable income attributable to 
such, corporations. 

"(9) Adjzistment iri case of certain public utilities. — So much of any 
reduction under paragraph (1) as is attributable to taxes paid or accrued to 
foreign countries and possessions of the United States by one or more cor- 
porations mhich are both Western Hemisphere trade corporations and regu- 
lated public utilities shaB be decreased by the excess of— 

"(A) the amount of the tax compzited under subsection, (a) mith re- 
spect to the portion of the consolidated, taxable income attributable to 
income derived, , by the corporations in, tlie affiliated group mliich are 
not Western. Hemisphere trade corporations, from sources within the 
foreign countries refer~ed to in paragraph (9) (B), over 

"(B) the amount of ta~es paid or accrued to such foreign countries 
by the corporations referred to in subparagraph, (A). 

Tkis paragraph shall apply only if the corporations described in subpara- 
graph (A) derive 80 percent or more, of the gross income (computed u'ith- 
out regard, to capital gains and losses) which they derive from sources 
within the foreign countries described in paragraph (9) (B), from regulated 
p«blic utilities and from operaHons as regulated yubHc utilities. 

"(8) Special rules, — 
"(A. ) For purposes of paragrapli (2), a corporation is a regulated 

public utility only if it is a regulated public utility unthin the meaning 
of subparagraph (A. ) (other than clauses (ii) and (iii) tliereof) or 
(D) of subsection, (c) (1). For purposes of the preceding sentezwe, 
subsection, (c) (2) shaB be applied as if subsection (c) (1) mere limited 
to subparagraphs (A) (i) and (D) thereof. 

"(B) For purposes of yaragrapli (2), tlie foreign co«ntries referred 
to in. this subparagraph, inclzide only any country from which any 
yublic utiHty referred to in the fzrst seritence of paragraph (2) derices 
the principal part of its income. 

"(C) For the purposes of paragraph (1) (A), the amount of tax zvhich 
wozdd be computed with respect to the portion of the consoHdated tax- 
able income attributable to any corporation or corporations shaB be 
determined mith, out regard to the increase of 2 percent provided in sub- 
section (a). " 

And the Senate agree to the same. 
Amendment numbered 17: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 17, and agree to the same with the following amendments: 
On page 4 of the Senate engrossed amendments, strike out line 5 and "any" 

on line 6 and insert Sec. 5. Any 
On page 4 of the Senate engrossed amendments, line 7, strike out "the date of 

the enactment of this Act" and insert the following . . October 1, 1955, 
On pa "e 4 of the Senate engrossed amendments, line 22, strike out "unless" 

and insert if 
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On page 5 of the Senate engrossed amendments, line 1, strike out "would be" 
ami insert wouM not be 

And the Senate agree to the same. 
Amendment numbered 18: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 18, and agree to the same with an amendment as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insez t 

the following: 
Sec. 6. (a) Subpart A. of part III of subchapter A. of chapter 61 of the In- 

ternal Revenue Code of 10&I (relating to information concerning persons sub- 
ject to special provisions) is amended by renumberirrg section 6068 as 6060, and 
by inserting after section, 6087 the folloioing new section: 

"SEC. SSSS. INFORIIIATION WITA RESPECT TO CERTAIN FOREIGN CORPORATIONS. 

"(a) Requirement. — 
"(1) In general. — A domestic corporation shall furnish, with respect to 

any foreign corporation wliick it controls (witliin the meaning of subsection 
(c) (1) ) and, with respect to any foreign subsidiary of any such foreign cor- 
poration (within the me~ning of subsection (c) (z) ), such information as 
tke Secretary or his delegate may prescribe by regulations relating to— 

"(A) the name, tke principal place of business, and the nature of 
business of such foreign corporation or foreign subsidiary, and tire 
country under wliose lazes incorporated; 

"(B) the accumulated profits (as defined in section 008(c)) of such 
foreign, corporation or foreign subsidiary, including the items of income 
(whether or not included in gross income under chapter 1), deductions 
(whether or not allowed in computing taxable income under chapter 
1), and any otlzer ~tems taken into account in computing such accu- 
mulated profitsl 

"(C) a balance sheet for suck foreign corporation or foreign sub- 
sidiary, listz'ng assets, liabAities, and capital; 

"(D) transactions between, suck foreign corporation or foreign sub- 
sidiary and- 

"(i) any foreign, corporation controlled by the domestic corpora- 
tion, 

"(ii) any foreign subsidiary of a foreign corporation controlled 
by the domestic corporation, , and. 

"(iii) the domestic corporation or any shareholder of the do- 
mestic corporation owning at the time the transaction takes place 
10 percent or more of the value of ariy class of stock outstanding 
of tke domestic corporation; and 

"(E) a description of the various classes of stock outstanding, and 
a list showing tlie name and address of, and number of shares held by, 
each citizen, or resident of the United States and each domestic corpora- 
tion who is a shareholder of record owning at any time during the 
annual accounting period 6 percent or more in value of any class of 
stock outstanding of such fore'gn corporation or foreign subsidiary. 

"(2) Period for wi4ch information, is to be furnished, etc, — The informa- 
tion required under parugrapli (1) shall be furniskcd— 

"(A. ) in the case of a foreigri corporation, for its annual accounting 
period ending with or within the domestic corporation's taxable year, 
and 

"(B) in the case of any foreign, subsidiary of sucli foreign, corpora- 
tion, for such szcbsidiary's annual accounting period ending with or 
ioithizi sucli foreign corporation's annual accounting period described 
in subparagrapti (A). 

The information, required under this subsection shall be furnished at su&1i 

time and in szich manner as the Secretary or kis delegate skall by regula- 
tions prescribe. 

"(6) Limitatiori. — No information shall be requirezl to be furnislied under 
this subsection with respect to any foreign corporation or foreign subsirii- 

ary for any annual accounting period unless sncii information icas require&I 

to be furnished under regulations in effect on the first day of such, annual 
accountirzg period. 

"(b) Effect of Ir'ailure to Frurnish, Information, . — If a domestic corporation fails 
to furnish, zoithin. the time prescribed under paragrapli (o) of subsection, (a), 
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any information uith, respect to any foreign corporation or foreign, subsidiary 
required under paragraph (1) of subsection (a), then, in applying section 902 
(relating to foreign tare credit for corporate stockholder in foreign corporation) 
to such, domestic corporation, (or to any person u. ko acquires from any person 
any portion of the interest of stick dorriestic corporation in any suck foreign 
corporation or foreign subsidiary, but only to the extent of suck portion, ) for 
any taxable year, tke amount of taxes paid or deemed paid by surh foreign 
corporation and foreign subsidiary with respect to which the domestic corpora- 
tion is required to furnish information during the annual accounting period or 
periods with respect to which suck information is required under such paragraph. 
(2) of subsection (a) shall be reduced by 10 perce~t. If suck failure continues 
90 days or more after notice by the Secretary or his delegate to the domes- 
tic corporation, then, the amount of the reduction under this subsection shall be 
10 percent plus an additional 5 percent for each 8 month period, or fraction 
thereof, rluring which suck failure to furnish information continues after the 
expiration of suck 90-day period. No tawes shall be reduced under this su. b- 

section more than once for the same failure. For purposes of this subsection, 
the time prescribed, under paragraph (2) of subsection (a) to furnish informa- 
tion (and tke beginning of the 90-day period after notice by the Secretary) shall 
be treated as being not earlier tkan the last day on u hick (as shoicn to the 
satisfaction of tke Secretary or his delegate) reasonable cause existed for 
failure to furnish, such, information. 

"(c) Control, Etc. — For piirposes of this section— 
"(1) If at any time during its taxable year a domestic corporation ouns 

more than 50 percent of the voting stock of a foreign corporation„ it shaLL be 
deemed to be in, control of such foreign corporation. 

"(2) If at any time during its annual accounting period a foreign, cor- 
poration, owns more than 50 percent of the voting stock of another foreign 
corporation, such other corporation shall be considered a foreign subsidiary 
of the corporation oicning such stock. 

"(d) Annual Accounting Period. — For purposes of this section, the annuaL 
accounting period of a foreign corporation or of a foreign subsidiary is the 
annual period on tke basis of which such foreign corporation or such, foreign 
subsidiary regularly computes its income in keeping its books. 

"(e) Cross Reference. — 
"For provisions relating to penallies for violations of this section, see section 7203. " 

(b) (1) The table of sections for such subpart is amended by strilcing out tile 
last item and inserting in lieu thereof the following; 

"Sec. 6088. Information with respect to certain foreign corporations. 
"Sec. 6089. Cross references. " 

(8) Section 902 of the internal Revenue Code of 1951f (relating to credit for 
corporate stockholrler in foreign corporation, ) is amenrled by adding at the end 
thereof the folios ging new subsection: 

"(e) Cross Refere~ce. — 
"For reduction of credit rvith respect to dividends paid out of accumulated prorits 

for years for which certain information is not furnished, see section 6033. " 
(c) The amenrlmcnts marie by subsections (a) and, (b) shall apply to taxable 

years of domestic corporations beginning after December 81, 1960, with respect 
to information relating to a foreign corporation or a foreign subsidiary described 
in section 6088(a) of the Internal Revenue Code of 1951f (as added by subsec- 
tion (a) ) for its annual, accounting periods beginning after December 81, 1960. 

And the Senate agree to the same. 
Amendment numbered 19: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 19, and agree to the same with the following amendments: 
On page 8 of the Senate engrossed amendments, strike out lines 5 and 6 and in 

lieu thereof insert the following: 
Sec. 7. (a) Section 6046 of the Internal Rerenue Code of 195$ (relating to 

information returns as to formation or reorganization of foreign corporations) 
is amended to read as follows: 

On page 10 of the Senate engrossed amendments, line 2, strike out the closing 
quotation marks, and after line 2 insert the following: 

"(d ) Cross Ref erence. — 
"For provisions relating to penalties for oiotations of this section, see section 7303. " 



(b) The table of sections for subpart 8 of part III of chapter 01 of the Internal 
Reoenue Code of 195$ is amended bg striking out the hIst item and inserting in 
lieu thereof the following: 

"Sec. 60)G. Returns as to creation or organization, or reorganization, 
of foreign corporations. " 

And the Senate agree to the sanIe. 
Amendment numbered 20: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 20, and agree to the same with an amendment as follows: 
On page 10 of the Senate engrossed anIendments, line 4, strike out "amend- 

ment" and insert amendments; and the Senate agree to the same. 
W. D. MILLS, 
A. IME J. FoRAND, 
CECIL R. KING, 
N. hl. kIAsoN, 
JOIIN W. BYRNES, 

3fanagers on the Part of the House. 
H. F. BYRD, 
ROBERT KERR, 

By H. F. BYRD, 
CLINTON P. ANDERSON, 
JOHN WILLIAMS, 
Ii RANK CARLSON& 

3$anagers on the Part of the Senate. 

STATEMEXT OF THE MANAGERS OX THE PART OF THE HOUSE 

The managers on the part of the House at ihe conference on the disagreeing 
votes of the two Houses on the amendments of the Senate to the bill (H. R. 
10087) to amend the Internal Revenue Code of 1954 to permit taxpayers to 
elect an overall limitation on the foreign tax credit, submit the following state- 
ment in explanation of the effect of the action agreed upon by the conferees and 
recommended in the accompanying conference report: 

Amendments Xos. 1, 2, 8, and 4: Under present law (subpt. A of pt. III of 
subch. X. of ch. 1 of the Internal Revenue Code of 1954) income taxes paid to 
a foreign couutry or a possession of the United States may be taken as a credit 
against income taxes otherwise due the United States. However, under section 
904 of such code, the taxes of each foreign country which may be taken as a 
credit are limited to the same proportion of the U. S. income tax (before the 
credit) which the taxable income from that foreign country is of the taxpayer's 
total taxable income. This is known as the "per-country" limitation. 

The bill as passed by both the House and the Senate provides an alternative 
limitation, to be applied at the election of the taxpayer. This alternative limi- 
tation, known as the "overall limitatiou, " applies to the amount of taxes paid to 
all foreign countries taken together, and allows as a credit against the U. S. 
incorue tax the same proportion of the U. S. tax (before the credit) Ivhich the 
taxable income from sources without the United States is of the total taxable 
income. 

Under the bill as passed by the House, taxpayers could make their initial 
shift from the per-country limitation to the overall limitation at any time. 
Once under the overall liInitation they could of their owu volition shift back 
to the per-country limitation after an interval of 5 vears (or after a shorter 
period if they had the permission of the Treasury Department). After having 
shifted back to the per country limitation they could of their own volition again 
return to the overall limitation after a 5-year interval (or lesser time with the 
consent of the Treasury Department). Senate amendments Nos. 1, 2, 3, and 4 
provide that taxpayers may at their own volition elect to make an initial shift 
from the per-country to the overall limitation at any time, but thereafter they 
can change from the overall limitation of the per-country limitation or vice 
versa, only with the consent of the Treasury Department. 

The House recedes. 
Amendments Nos. 5 and 6: These are clerical amendments. 
The House recedes. 
Amendments Xos. 7 and 8: Under the bill as it passed the House, the aruount 

of income taxes paid to foreign countries which was in excess of the amount 
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which could be credited against the U. S. income tax for the current year could 
be carried back or forward from a year in which the per-country limitation was 
used to a year in which either the per-country limitation or the overall limita- 
tion was used, but could not be carried from an overall limitation year to a per- 
country limitation year. Under Senate amendments Nos. 7 and 8, such excess 
cannot be carried either from a per-country limitation year to an overall limita- 
tion year, or from an overall limitation vear to a per-country limitation year 
(but may, as under the bill as passed by the House, be carried from one per- 
country limitation year to another per-country limitation year, or from one 
overall limitation year to another overall limitation year). 

The House recedes. 
Amendment No. 9: This is a technical amendment. The House recedes. 
Amendment No. 10: Senate amendment No. 10 adds a new subsection (d) 

to section 1508 of the Internal Revenue Code of 1954, relating to computation 
and payment of tax in ease of consolidated returns. This new subsection pro- 
vides that in the case of a consolidated return by an affiliated group of cor- 
porations which includes one or more Western Hemisphere trade corporations 
in a year in which the new overall limitation applies, the amount of taxes paid to 
foreign countries or United States possessions with respect to the income of 
Western Hemisphere trade corporations (xvhich are taxed at a 88 percent rate 
instead of the regular corporate 52 percent rate) in excess of a 88 percent rate, 
but not in excess of a 52 percent rate, should not be taken into account in com- 
puting the foreign tax credit of the afffliated group. The bill as passed the House 
contained no comparable provision. 

The House recedes with an amendment. The conference agreement retains 
the substance of the Senate amendment as a general rule which appears in 
paragraph (1) of the new subsection (d). As under the Senate amendment, 
the rule provided in this paragraph denies, where the overall limitation is used, 
the right to credit certain foreign taxes paid by the Western Hemisphere trade 
corporations against the U. S. taxes on income attributable to corporations in the 
same afffliated group which are not Western Hemisphere trade corporations, 
The taxes which may not be credited are those in excess of what the U. S. taxes 
are for these Western Hemisphere trade corporations (generally resulting in 
an effective tax rate slightly under 88 percent), but only to the extent these 
foreign taxes do not exceed the U. S. taxes which would be imposed on these cor- 
porations if they were not Western Hemisphere trade corporations (generally 
resulting in an effective tax rate slightly under 52 percent). » Thus if all the 
Western Hemisphere trade corporations in a consolidated group in the aggre- 
gate pay foreign taxes which, in terms of U. S. methods of computing income, 
result in a tax at the effective rate of, say, 82 percent then paragraph (1) would 
not come into operation. Hov ever, if the effective rate of the tax exceeds 88 
percent, " then paragraph (1) denies the use of such excess foreign taxes as 
credits against the U. S. taxes on other foreign income in the consolidated group. 
However, once this effective rate reaches 52 percent, '-" to the extent of any taxes 
over this effective rate, the taxes are eligible for crediting. The omission in this 
paragraph of any refermice to the computation of the U. S. taxes involved as being 
before allowance of the foreign tax credit does not have any substantive effect 
but merely conforms with the general references in the code to income taxes 
as those before the allowance of credits. 

Under the conference agreement, the reduction in the taxes of Western 
Hemisphere trade corporations which may be credited in the case of taxes on 
other income, i. e. , the general rule provided by paragraph (1), may itself be 
reduced where the Western IIemisphere trade corporations are also regulated 
public utilities. An adjustment is provided for in a new paragraph (2) of the 
subsection (d). This paragraph (2) makes, the reduction provided by para- 
graph (1) inapplicable in the case of excess foreign taxes of Western Hemi- 
sphere trade corporations which are also public utilities (the excess referred 
to is the taxes which, under par. (1) of the new subsec. (d), may not be credited 
against U. S. taxes on the income of corporations other than Western Hemisphere 
trade corporations) but only to the extent of the excess of U. S. taxes over the 
foreign taxes paid by corporations in the same aiffliated group which are other 

» All references to foreign taxes are intended to also include taxes of U. S. possessions. » This is determined without regard to the additional 2 percent tax on consolidated 
returns. » This is an approximation since it does not take into account the surtax exemption. 

»This is an approximation since it does not take into account the surtax exemption. 
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than Western Hemisphere trade corporations, with respect to income derived 
from these same foreign countries. 

The adjustment provided by paragraph (2) is to be available only when the 
corporatious involved, which are not Western Hemisphere trade corporations, 
receive 80 percent or more of the gross income (from the foreign countries speci- 
fied in the conference agreement) from regulated public utilities and from their 
own operations (where they are regulated public utilities). Income froni regu- 
lated public utilities for this purpose is intended to include dividend and interest 
income received from regulated public utilities as well as commissions, fees, 
etc. , received from such utilities as payments for the rendition of technical and 
management services. Capital gains and losses are not taken into account for 
the purposes of this computation. Moreover, it is not fntended, in the computa- 
tion of gross income for this purpose, that any amount be taken into account 
more than once. 

A new paragraph (8) in subsection (d) specifies in subparagraph (A) that 
the regulated public utility referred to is one which is described in section 
1508(c) (1) (A) (other than clauses (ii) and (iii) thereof) or (D). Thus, it 
must be a corporation engaged in the furnishing or sale of electric energy, gas, 
water, or sewerage disposal services or telephone or telegraph services and 80 
percent or more of its income must be derived from some combination of these 
sources. The rates must be established or approved by the agencies specified 
in the law or the requirements of the last sentence of section 1508(c) (2) 
(relating to treatment of unregulated rates) must be satisiied. 

Subparagraph (B) of paragraph (8) provides that the foreign countries 
referred to in paragraph (2) are those from which the public utility referred to 
in the first sentence of paragraph (2) derives the principal part of its income. 
Where more than two countries are involved, this means the country from 
which the utility derives more income than it derives from any other country. 

Subparagraph (C) of paragraph (8) provides that, for purposes of the com- 
putation of U. S. tax required by paragraph (1) (A), the 2 percent additional tax 
provided by section 1508 (a) is to be omitted. 

The adjustment provided in paragraph (2) can be illustrated by the following 
example: Assume that four Western Hemisphere trade corporations, which are 
regulated public utilities, operate in four different Latin American countries 
and have an aggregate consolidated taxable income of $100, 000 on which they 
paid foreign taxes of $45, 000. The U. S. tax in such a case (ignoring the surtax 
exemption) would be $88, 000. Assuming the overall limitation is used, only 
$88, 000 of the $45, 000 could be claimed as a foreign tax credit as the result of the 
application of subsection (d) (1). However, assume also that the other two cor- 
porations in the same consolidated group (which are not Western Hemisphere 
trade corporations and which meet the 80 percent gross income test of the new 
sec. 1508(d) (2) ) receive $50, 000 of consolidated taxable income from the 
same four countries on which they pay taxes to those countries of $22, 000. The 
U. S. tax in this case (again ignoring the surtax exemption but including the addi- 
tional 2 percent tax on certain consolidated income) would be $27, 000. Para- 
graph (2) provides in such a case that $7, 000 of excess foreign taxes paid by the 
four Western Hemisphere trade corporations ($45, 000 less $88, 000) is available 
to be claimed as a credit to the extent the U. S. taxes on the other income in the 
consolidated group from the same foreign countries ($27, 000) exceeds the taxes 
paid these foreign countries with respect to this income ($22, 000). Thus $5, 000 
of $7, 000 in this case could be claimed as a credit. 

Amendments Nos. 11, 12, 18, 14, 15, and 16: These are clerical amendments, 
The House recedes. 
Amendment No. 17: Senate amendment No. 17 added a new section to the bill 

as it passed the House. Under this new section, any amount received after 1949 
and before the enactment of the bill from a corporation (1) formed exclusively 
for the purpose of, and engaged exclusively in, operating without profit a 
scientific laboratory for the Atomic Energy Commission, and (2) operated 
solely on funds appropriated to the Commission, by an individual as reimburse- 
ment for moving himself and his immediate family, his household goods, and his 
personal effects to a new place of residence in order to accept employment with 
such corporation, is to be treated (for. Federal income tax purposes) as an 
amount not includible in gross income to the extent such amount did not exceed 
the expenses actually paid or incurred for such purposes. This provision was to 
apply unless the individual was advised at the time of his employment by an 
authorized oificer, employee, or agent of the corporation that the amount of re- 
imbursement would be includible in gross income. In any case in which a re- 
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fund or credit of an overpayment resulting from the application of this provi- 
sion is prevented by the operation of any law or rule of law (other than ch. 74 
of the Internal Revenue Code of 1954, relating to closing agreements and com- 
promises, and the corresponding provisions of prior law), such refund or credit 
may be made or allowed if claim is filed within six months from the enactment of 
the bill, but no interest is payable or allowable on any refund or credit payable 
by reason of the application of this waiver. 

The House recedes with amendments. Under the conference agreement, the 
new section added by the Senate amendment No. 17 is retained but applies only 
to amounts received before October 1, 1955 (rather than before the date of the 
enactment of the bill). In addition, this provision applies only to cases where 
the individual involved was advised (either expressly or by clear implication) 
at the time of his employment by an authorized official of the corporation that the 
amount of the reimbursement would not be includible in gross income. 

It is the understanding of the conferees that prior to about September 1, 1955, 
the o@cials of a corporation engaged exclusively in operating without profit a 
scientific laboratory for the Atomic Energy Commission had assumed that such 
expense reimbursement was not taxable income. It is further understood that 
professional and skilled emplovees who were hired by the corporation before that 
date were either expressly toil or given the clear impression that their 
reimbursed traveling or moving expenses were not taxable income to them. For 
example, the conferees have been advised that in many cases new employees 
were told all of their expenses of moving would be paid by the corporation, with 
no mention made as to the taxable nature of such reimbursed expenses. Iinder 
such circumstances it is the view of the conferees that prior to September 1955, 
corporate oificials of the corporation were, in elect, advising newly hired 
employees that they would not be taxable with respect to such expense 
reimbursement. 

Amemlment No. 18: Senate amendment No. 18 adds a new section to the bill 
as it passed the House redesignating section 6088 of the Internal Revenue Code 
of 1954 as section 6039 and inserting a new section 6088. Under the Senate 
amendment, the new section 6088 provides that, if a domestic corporation con- 
trols any foreign corporation, it must furnish such information with respect 
to such foreign corporation (and with respect to any foreign subsidiary of 
such foreign corporation) as the Secretary of the Treasury or his delegate 
prescribes by forms and regulation as necessary to carry out the provisions 
of the income tax laws. If such information is not furnished at the time 
required by the Secretary or his delegate, no credit is allowable to any person 
under section 902 (relating to foreign tax credit for corporate stockholder in 
foreign corporation) for taxes paid by such foreign corporation or its subsidiaries 
for their taxable years for which the domestic corporation failed to furnish 
information. 

The House recedes with an amendment substantially revising the new section 
6088. Under the conference agreement section 6088 specifies the information 
required to be furnished by the domestic corporation, concerning any foreign 
corporation it controls and any of such foreign corporation's subsidiaries, as such 
information as the Secretary or his delegate prescribes by regulations relating 
to specific listed items. In general, these include corporation name; country of 
incorporation; nature and place of business; profits, deductions, foreign taxes, 
and any other items taken into account to determine accumulated profits; a bal- 
ance sheet showing assets, liabilities, and capital; transactions with certain 
related persons; and certain shareholders who are citizens or residents of the 
United States or who are domestic corporations. 

Such information must be furnished as to the foreign corporation for its annual 
accounting period ending with or within the doruestic corporation's taxable 
year and as to the subsidiary for its annual accounting period ending with or 
within the foreign corporation's annual accounting period. The information 
must be furnished at such time and in such manner as the Secretarv or his 
delegate prescribes by regulations, but only such information shall be required 
for any annual accounting period as is required to be furnished under regulations 
in ei'feet on the first day of the period. 

Subsection (b) provides that, if the domestic corporation fails, by the time 
prescribed by regulations for a ta~able year, to furnish any information con- 
cerning any one or more of the foreign corporations or subsidiaries, then in 
applying section 902 (relating to foreign tax credit for corporate shareholder in 
foreign corporation) to such domestic corporation (or to any person who acquires 



from any person any portion of the interest of such domestic corporation in any 
such foreign corporation or subsidiary, but only to the extent of such portion) 
for any taxable year, the amount of taxes paid or deenled paid by each foreign 
corporation and subsidiary during the accounting period or periods for which 
the domestic corporation was required to furnish infornlation for the taxable 
year of the failure shall be reduced by 10 percent. If the failure continues 90 
days or more after notice by the Secretary of his delegate, the reduction is 10 
percent plus 5 percent for each 3 nlonth period or part thereof during which 
the failure continues after the 90-day period. No taxes, however, shall be 
reduced more than once for the saule failure. For purposes of the new section 
6038(b), the tinle to furnish infornlation, and the beginning of . the 90-day 
period is treated as delayed, however, until the last day (as shown to the 
satisfaction of the Secretary or his delegate) that reasonable cause exists for 
the failure. 

Under subsection (c) the dolnestic corporation is deemed to control a foreign 
corporation 50 percent of whose voting stock it owns, aud the foreign corporation 
is deemed to have as a subsidiary another foreign corporation 50 percent of 
whose voting stocl- it ou ns. 

Subsection (d), adapting the definition coutained in section 441 of the Internal 
Revenue Code of 1954, defines "annual accountiug period" of a foreign corpora- 
tion or its foreign subsidiary as the annual period on the basis of which such 
corporation keeps its bool-s. The term mav refer to an accounting period of less 
than 1 year, however, where for example the foreign income, war profits, and 
excess profits taxes are determined on the basis of an accountiug period of less 
than 1 year as described in section 902 (c) (2) . 

The new section 6038 applies to taxable years of a domestic corporation 
beginning after Decenlber 31, 1960, with respect to information as to a foreign 
corporation or foreign subsidiary for annual accounting periods beginning after 
December 31, 1960. 

Amendment Nos. 19 and 20: Senate amendment No. 19 adds a new section to 
the bill as it passed the House. The amendment would modify section 6046 of 
the Internal Revenue Code of 1954. Present section 6040 requires every attorney, 
accountant, fiduciary, bauk, trust company, financial institutiou, or other person, 
who advises as to the formation or reorganization of a foreign corporation, to 
file a return in accordance v ith regulations prescribed by the Secretary of the 
Treasury or his delegate. The regulations under this section provide that an 
attoruey need not furnish auy informatiou which he has obtained by virtue of 
the attorney-client relationship. As a result, existing section 6046 has had little 
practical effect. Attorneys are not free to furnish information which is the 
subject of privileged conmlunications, and in most cases those not entitled to 
invoke the privilege contend that they have merely given general advice or 
performed clerical services and therefore possess no substantive information. 

In order to obtain more comprehensive information concerning a greater 
number of foreign corporate organizations and reorganizations than is avail- 
able under the present section 6046, the sectiou is amended to require returus 
relating to the creation, organizatiou, or reorganization of foreign corpora- 
tions to be made by every citizen or resident of the United States who was an 
oflicer or director of the corporation at any time within 60 days after its crea- 
tion, organization, or reorganization, and by every U. S. shareholder of the 
corporation owning at least 5 percent of its outstanding stock at any time with- 
in such 60 days. This amendluent eliminates from the section the problem 
resulting from privileged communications and places the responsibility for mak- 
ing returns on those persons who are most likely to have within their pos- 
session the information desired. 

Senate amendment No. 20 adds a new section to the bill providing that the 
amendment to section 6046 is to apply only with respect to foreign corporations 
created or organized, or reorganized, after the date of the enactmeut of the 
bill. 

Under the conference agreement, the House recedes on Senate ameudmeuts 
Nos. 19 and 20 with technical amendments. 

W. D. MILLS, 
AIIIE J. FoR~Nn, 
CRCIL R. KII'G, 
N. M. MxsoN, 
ZOIIN W. BYRXEs, 

fjfanagers on ttce Part of tice Ifoase. 
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tH. R. 12586] " 
EXCLUSION OF LOCAL ADVERTISING CHARGES FROM 

MANUFACTURERS SALES PRICE 
[House of Representatives Report No. 2103, Eighty-sixth Congress, Second Session] 

t'August 15, 1960] 

MR. MIII. s, from the Committee on Ways and Means, submitted the following 
report to accompany H. R. 12686. 

The Committee on Ways and Means, to whom was referred the bill (H. R. 
12686) relating to the treatment of charges for local advertising for purposes 
of determining the manufacturers sale price, having considered the same, report 
favorably thereon without amendment and recommend that the bill do pass. 

I. SLMMARY OF BILL 

This bill provides that where a manufacturer (or producer or importer) of 
articles subject to manufacturers' excise tax makes a separate charge for local 
advertising of the article, or reimburses the retailer (or other distributor) for 
part or all of his expenses for local advertising of the articles (subject to certain 
limitations) this charge is to be excluded from the manufacturers' sales price, 
or this price is to be readjusted for this charge. Excluding this amount from the 
sales price, or readjusting this price for this amount, reduces the manufacturers' 
excise taxes which are payable since this price is the base for these taxes. The 
price exclusion, or readjustment, is limited to radio, television, and newspaper 
advertising and to not more than o percent of the sales price (excluding local 
advertising charges). This amendment is to apply with respect to articles sold 
on or after the first day of the first calendar quarter beginning more than 20 
days after the date of enaetruent of this bill. 

The Treasury Department has indicated that it does not object to the enact- 
ment of this bill and the bill has been reported unanimously by your committee. 

II. GENERAL STATEMENT 

This bill is concerned with the manner of determining the manufacturers' (or 
producers' or importers') sales price, which is the hase on which various manu- 
facturers' tax rates are applied. The problem is concerned with the treatment 
of certain local advertising expenses incurred by the retailer (or other distrib- 
utor) of the taxed article where reimbursement is to be provided by the manu- 
facturer (or producer or importer) for part or all of these expenses. 

In 1982 the Internal Revenue Service ruled that specific additional charges 
billed by a manufacturer to a distributor for advertising were to be excluded 
from the sales price for purposes of the manufacturers' excise tax if it 
could be established that the value of the advertising equals or exceeds the 
amount collected from a customer. In addition, this had to be shown separately 
on the invoices in order to be excluded in computing the tax and was limited to 
local advertising. " From 1982 to 1966 the Internal Reveuue Service also issued 
numerous private rulings permitting readjustments of sales price for local adver- 
tising expenses incurred by the retailer (or other distributor). 

Then in 1966 the Forand Subcommittee on Excise Tax Technical and Adminis- 
trative Problems, in one of its reports to the House Committee on Ways and 
Means, indicated that it had been informed that the Internal Revenue Service 
was planning to issue a ruling with respect to cooperative advertising providing 
that, where a manufacturer makes a separate charge to his distributor for 
advertising and the proceeds are kept in a separate irceount earmarked for ad- 
vertising, the separate advertising charge is not to be considered a part of the 
tax base. It was further stated that the separation of the advertising charge 
(and, therefore, its exclusion from the tax base) could be supported by establish- 
ing that the charge was either listed separately on the sales invoice or billed 
separately; the contributions from the distributor were set aside in a fund to be 
used for advertising for the benefit of the contributors; and the funds were so 

'3 Puhlic Law 86 — 781, page 726, this Bulletin. 
s4 S. T. 523, C. B. XI — 2, 477. See also, S. T. 430, C. B. II — 2, 300 (1923). 
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used, or the unexpended portion was held in trust or refunded to the contributor 
upon his withdrawal frum the program. In a&lditio, the Internal Revenue 
Service had indicated that, although direct contributious by manufacturers to 
an advertising account were not to be deductible in computing the taxable sales 
price, subsequent allowances, against these contributions, to distributors for ad- 
vertising expenditures by them lvere to be treated as adjustments in sales price. 

The Commissioner of Internal Revenue in December of 1056 indicated, however, 
that the Service did not feel it was in a position to go forward with the publica- 
tion of the ruling previously discussed. " Subsequently in 10ur8, the Treasury 
Department in a regulation denied taxpayers an exclusion from, or readjustment 
of, the sales price for advertising charges or expenditures. " 

A uumber of taxpayers who had entered into cooperative advertising arrange- 
ments with their distributors instead of securing specific rulings applying to 
their own cases had relied upon information generally available to the effect 
that these cooperative advertising charges were excludible from the base on 
which the manufacturers' excise tax rates were applied, or that price adjustments 
attributable to such charges would result in refunds of tax. 

A recent court case on this problem, General 3Iotors Corp. v. Unite&l Stut&'3, 
was decided by the Cuurt of Clairus on iifay 4, 1060 (iVo. 236 — 06). The court 
held in this case that the taxpayer properly could readjust its sales price for 
articles sold to the extent of the amount it paid dealers of its products for the 
cost of many different types of local advertising under a cooperative advertising 
plan. 

Your committee concluded that due to the confusion as to the status of 
advertising charges, in determining m. anufacturers' sales prices, there was need 
for statutory clarification, as well as some limitations as to the extent to which 
such exclusions or adjustments should be allowed. Your committee concluded 
that it is appropriate to exclude from the manufacturers' sales price a reasonable 
amount of local advertising where the advertising is under the control of the 
distributor. Such advertising appears to be an expense traditionally incurred 
by the distributor rather than by the manufacturer and, therefore, more appro- 
priately refiected in the retail distributor's price rather than in the manu- 
facturer's price. This, of course, distinguishes such advertising charges from 
national advertising which customarily is a part of the manufacturers' own costs. 
Excluding such reasonable local advertising charges from the hase of the various 
manufacturers' excise taxes in your committee's view also is desirable in that 
it provides greater uniformity in the application of manufacturers' excise 
taxes. 

III. GENERAL EXPLANATION OF BILL 

The bill provides that there is to be excluded from the sales price, for purposes 
of computing various manufacturers' excise taxes (sec. 4216), any charge for 
local advertising where certain conditions are met. 

First, the charge may be excluded only to the extent it is not in excess of 
5 percent of the manufacturers' price for the article (determined by excluding 
any local advertising charge). Second, a separate charge must be made for the 
advertising at the time the article is sold, and, third, it must be intended that 
the advertising charge be refunded to the purchaser from the manufacturer (or 
any subsequent purchaser) in reimbursement for local advertisiug. T. nless the 
reimbursement occurs before May 1 of the next year the charge previously 
excluded is to be subject to tax. In addition, the excludable local advertisiug 
charge is limited to radio, television, or newspaper advertising, and to advertising 
which states the name of the article a. nd the retail sales location at which the 
article involved may be purchased. No other charges for advertising are to 
serve as the basis for an exclusion from, or readjustment of, the sales price 
of an article. Also, the advertising must be initiated, or obtained, by the 

"Subcommittee on Excise Tax Technical and Administrative Problems, report to the 
House Committee on Ways and Means, 84th Cong. , 2d sess. , Apr. 20, 1956, pp. 22 — 23. A 
Treasury Department representative previously had made a similar statement in hearings 
before the subcommittee in January of 1956; see hearings before a subcommittee on the 
Committee on Ways and Means, U. S. House of Representatives, "Excise Tax Technical 
and Administrative Problems, " 84th Cong. , 2d sess. , pt. Il, ~p. 15 and 57 — 59. 

"Hearings before a subcommittee of the Committee on Ways and ihleans, U. S. House of 
Representatives, "Excise Taxes, " 84th Cong. , 2d sess. , November and December 1956, pp. 
922-928. » T, D. 6340 [C. B. 1959 — 1, 694h 23 F. R. 9692 — 9693. The proposed regulation was issued 
on Mar. 22, 1958, and the final regulation on Dec. 16, 1958. 

585726' — 61 58 
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iiiimediate purchaser of the article (or any subsequent purchaser) rather than 
by the inanufacturer, producer, or importer. 

The bill also amends the code (sec. 6416(b) ) to provide that ta~es paid with 
respect to charges for local advertising (as above defined) are to constitute over- 
payinents and where the applicable conditions are met that credit or refund of tax 
attributable to these charges is to be available. 

The 5-percent ceiling in the case of local advertising is coniputed at the end 
of each calendar quarter on a cumulative basis. IIowever, any advertising charges 
ivhich may not be deducted in the calendar quarter or quarters which have elapsed 
to date may be carried over to a subsequent calendar quarter in the same year 
and, to the extent such charges, together with any similar charges attributable to 
this subsequent calendar quarter, do not exceed the 5-percent liniitation for such 
quarter, they may be deducted at that time. This 5-percent ceiling takes into 
account not only amounts initially excluded from the sales price but also 
readjustments in the sales price (under sec. 6416 (b) ) as well. 

The exclusions, or readjustnients, in price with respect to local advertising 
allowed by this bill are, from the effective date of the bill, to be the only exclu 
sions or readjustments for advertising allowed in computing the price of articles 
subject to excise tax. 

The amendments made bv this bill are to apply with respect to articles sold 
on or after the first day of the first calendar quarter beginning more than 20 davs 
after the date of enactment of this bilk 

IV. TECHNICAL EXPLANATION OF BILL 

The first section of the bill aniends section 4216 of the Internal Revenue Code of 
1954 by adding a new subsection (f). Section 4216 defines sale price for purposes 
of those manufacturers excise taxes which are based on sale price. Paragraph 
(1) of the new subsection (f) provides an exclusion froni the sale price of any 
article for certain charges made by the manufacturer for "local advertising, " as 
defined in paragraph (4) of the new subsection (f). "Local advertising, " as so 
defined, means advertising which— 

(1) Is initiated or obtained by the person who made a direct purchase from 
the manufacturer of the article in respect of which the charge was made, or 
any other person in the chain of distribution of the article. 

(2) Names the article so purchased and states the location at which it may 
be purchased at retail. The location need not be stated specifically in terms 
of street address and number, provided it is described suiticiently to enable 
cousumers to identify the particular place at which they may purchase the 
article. 

(8) Is broadcast over a radio station or a television station, or appears in 
a neivspaper. 

The exclusion from sale price of a taxable article, as provided in paragraph (1) 
of the new subsection (f) of section 4216 of the code, will apply to the extent 
that— 

(1) The charge for local advertising of the article is separately stated when 
the article is sold. 

(2) The charge does not exceed an amount computed by applying 5 per- 
cent against the sale price of the article, as determined under section 4216 
exclusive of any charge for local advertising, whatever the amount of such 
charge may be. Any excess of such charge over the amount so computed will 
not qualify for the exclusion. 

(6) The charge is iutended to be refunded by the nianufacturer to the 
person who purchased the article from him, or to any subsequent purchaser 
in the chain of distribution, in reimbursenient of costs incurred for local 
advertising. 

To the extent that a charge for local advertising meets all of these conditions, 
the charge is not includible in the taxable sale price of the article in respect of 
which the charge was inade. However, the exclusion froin sale price will cease to 
apply in respect of anv part of such charge which the manufacturer, producer, or 
importer fails to refund, before May 1 of the year following the calendar year 
in which the article vi as sold, to the person who purchased the article from him 
or to any subsequent purchaser in the chain of distribution. If, on such Mav 
1, any part of the charge has not been so refunded, the manufacturer, producer, 
or iniporter becomes liable for the tax at that time in respect of such part. 
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The exclusion provided in paragraph (1) of the new subsection (f) in respect 
of charges for local advertising, and the credits or refunds which may be claimed 
under section 6416(b) (1) of the code as amemled by section 2 of the bill, in 
respect of certain payments by the manufacturer, producer, or importer for local 
advertising, are subject to an overall limitation as provided in paragraph (2) 
of the new subsection (f). The limitation is to be applied as of the close of each 
calendar quarter in relation to all articles taxable under a particular section of 
the code. For example, a manufacturer selling articles taxable under section 
4061 of the code (relating to motor vehicles) and also selling articles taxable 
uncler section 4111 of the code (relating to refrigeration equipment) who makes 
local advertising charges or expenditures in respect of any one or more articles 
in each of the groups must apply the limitation separately in relation to the 
articles taxable under section 4061 and in relation to the articles taxable under 
section 4111. However, in such case, no breakdown of the separate articles 
taxable under section 4061 or section 4111 is required. 

The limitation in relation to articles taxable under a particular section of 
the code is determined by applying 5 percent against the total of the taxable 
sale prices (determined under sec. 4216 exclusive of all charges for local advertis- 
ing) of such articles sold in the calendar quarter. This limitation should be 
compared with the total of the price exclusions for local advertising taken by the 
n&anufacturer, producer, or importer in such quarter in respect of such articles. 
To the extent that the limitation exceeds the total of such price exclusions, credit 
or refund may be claimed by the manufacturer, producer, or importer in respect 
of tax paid on amounts (previously included in taxable sale price of such articles) 
which are paid by him in the calemlar quarter, to persons who purchased such 
articles directly from him, in respect of costs for local advertising. If such 
quarter is not the first calendar quarter in the calendar year in respect of which 
price exclusions may be taken or credit or refund may be claimed in respect 
of local advertising of the articles, the maximun& amount of the credit or refund 
allowable in respect of such advertising should be computed by taking into 
account the price exclusions attributa. ble to such articles sold in the earlier 
quarter or quarters of the calendar vear and the total sale prices (determined 
as previously indicatecl) of such articles sold in such earlier quarter or quarters. 
In such case, however, the n&aximum amount of the credit or refund so computed 
must be reduced by the amount of any credit or refund previously claimed bv 
the manufacturer, producer, or importer in respect of amounts (included in 
taxable sale price) paid to his purchaser in such year for local advertising of 
such articles. The sale prices of articles sold tax free by the manufacturer may 
not, in any event, be included in the computation. However, no adjustment of 
such sale prices is required, for purposes of the computation, in respect of credits 
or refunds attributable to articles sold by a distributor, dealer, etc. , for an 
exempt purpose, or in respect of price readjustments for quantity buying, prompt 
payment, etc. 

The operation of this ceiling may be illustrated as follows: Assume that a 
manufacturer during the first calendar quarter of 1961 sold refrigerators at a 
total price of $105, 000, of which $5, 000 was a separate charge for local advertising 
as defined in the bill and that this $5, 000 was subsequently paid to the vendees 
as reimbursement for their local advertising charges. Subsequently, during the 
same quarter, assume that the manufacturer refunded an additional $10, 000 to 
the vendees for additional local aclvertising as defined in the bill. Under the 
new section 4216(f) (1) of the Code, added by the bill, the manufacturer's excise 
tax base is reduced by $o, 000 (5 percent of the aggregate price of the refrigerators, 
exclusive of the separate charge for local advertising). Since this reduction 
amounts to 5 percent of the price (determined by excluding all charges for local 
advertising) at which the refrigerators were sold, no credit or refund in tax 
can be made at the close of the first quarter of 1961 with respect to the additional 
$10, 000. Assume that the same manufacturer in the second quarter of 1961 
also sold refrigerators the total price of which was $52, 500 of which $2, 500 of 
this price was a separate charge for local advertising as defined in the bill. For 
this second calendar quarter the manufacturer would reduce his tax base by 

$2, 500. If in the third calendar quarter the manufacturer sold no refrigerators, 
then for this third quarter he would be entitled to no credit for local advertising 
expenses even though there remained an excess of local advertisiug expenses from 
the first calendar quarter of 1961. In the fourth calemlar quarter of 1961 as- 

sume this manufacturer sold refrigerators the total price of which was $200, 000, 
no part of which was a separate charge for local advertising. The operation of 
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the 5-p& rcent ceiling of the new section 4216(f) (2) of the Code would entitle him 
in this fourth quarter to a readjustment in the manufacturers' sale price in 
the amount of $10, 000 for the local advertising payments made to his vendees in 
the first quarter of 1961 which in that quarter exceeded the 5-percent ceiling. 

If this manufacturer by April 80, 1'962, harl reimbursed his vendees for local 
advertising only for $1, 500 of the $2, 500 excluded from price during the second 
quarter of 1961, then this manufacturer would become liable on May 1, 1962, for 
a tax of 5 percent (the tax on the sale bv the manufacturer, etc. , of refrigerators 
under sec. 4111) on the $1, 000 not reimbursed to his vendees, as though a sale 
in that amount had been made on May 1, 1962. 

paragraph (8) of the new subsection (f) of section 4216 of the code provides 
that no charge or expenditure for advertising shall serve as the basis for an 
exclusion from sale price under section 4216, or as a readjustment of sale price 
under section 6416(b)(1), except to the extent provided in paragraphs (1) and 
(2) of the new subsection (f). 

Section 2 of the bill amends section 6416(b) (1) of the code to specify that tax- 
paid amounts which are paid by a manufacturer, producer, or importer, to a 
person who has purchased the article directly from him in respect of costs for 
local advertising are readjustments of sales price under such section. However, 
any such readjustment is subject to the limitations provided in paragraphs (2) 
and (8) of the new subsection (f) of section 4216 of the code. 

Section 8 of the bill provides that the amendments made by the bill shall apply 
with respect to articles sold on or after the first day of the first calendar quarter 
beginning more than 20 days after the date of enactment of the bill. 

t H. R. 12586]" 

EXCLUSION OF LOCAL ADVERTISING CHARGES FROM 
MANUFACTURERS SALES PRICE 

[Conference Ref&ort No. 2213, Eighty-sixth Congress, Second Session] 

[August 80, 1960] 

Mn. Mrrns, from the committee of conference, submitted the following con- 
ference report to accompany H. R. 12586. 

The committee of conference on the disagreeing votes of the two Houses on 
the amendments of the Senate to the bill (H. R. 12586) relating to the treatment 
of charges for local advertising for purposes of determining the manufacturers 
sale price, having met, after full and free conference, have agreed to recommend 
and do recommend to their respective Houses as follows: 

That the House recede from its disagreement to the amendments of the Senate 
numbered 1 and 8 agree to the same. 

Amendment numbered 2: 
That the House recede from its diasagreement to the amendment of the Senate 

numbered 2, and agree to the same with an amendment, as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 
SEo. 5. (a) The Iron Workers' j)fid-American Pension Fund, schick zcas estab- 

lished by an, inde»tzzre ereczzted on January 80, 1957, as a result of an agreement 
betzceen various locals affiliated zcttk the International A. ssociatton of Bridge, 
Structural, and Ornanze»tal Iron Worloers and three employer associations, and 
schick has been held by tlze Internal Revenue Serzice to co»stitute a qualified 
trust under section 1&01(a) of tlze I»ternal Revenue Code of 1951z, and to be eaempt 
from tavation under section 501(a) of suck Code, for years endA&g on or after 
December 17, 1958, shall be held a»d considered to have been a qualified trust 
under such section Iz01(a), and to i&ave been exempt from tavation ender suclz 
sectior& 501(a), for tlze period begi»»lng on January 80, 1957, and, ending on 
December 16, 1958, but only if it is shozon to the satisfaction of the Secretary of 
the Treasury or his delegate that the trust has not in this period been operated 
in, a manner iahiclz would jeopardize tlie interests of its beneficiaries. 

"Public Law 86 — 781, page 72G, this Bulletin. 
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(b) The Pattern Makers' Pension Trust Fnnd of Chicago, which was estab- 
lished by an agreement and, decLaration executed on April 98, 1958, between, the 
Pattern, Makers' League of North America, Chicago A~sociation, and the Pattern 
3Ianufacturcrs' Association of Ckicugo and Vicinity, and which h, as been held 
by tice Ircternal Rcvenuc Sc&"vice to constitute a qualified trust under section, 
1&01(a) of the Internal Revenue Code of 1951&, and to be exempt from taxation 
unde& section 501 (a) of such Code, for years ending on or after Eebruary 95, 1959, 
shall bc held and considered to lieve been a qualified trust under such section 
l&01 (a), and to leave been exempt fronc taxation under such action, 501(a), for the 
period beginning on April, 98, 1958, and ending on I&'ebr&ru& y 21&, 1959, but only if 
it is shown, to the satisfaction of the Secretary of tke Treasury or his delegate 
ticut the trust kas not in tkis period been operated in, a manner n hick, mould 
jeopardize the interests of its beneficiaries. 

(c) The Pipe and Refrigeration Fitters Local 587 Pension Eund of Boston, 
clIassachnsetts, which, was created on September 1, 1955, as a result of an, agree- 
ment between Local 587 of the United Association, of Pipe Eitters and Refrigera- 
tion Eitters and tke IIeating, Piping, and Air Conditioning Contractors, Boston, 
Association, (nom known as Mechanical Contractors Association of Boston, ), and 
which, kas been hclrl by tke Internal Revenue Service to const~tate e qualified 
trust under section lr01(a) of the Internal Revenne Code of 1951&, and to be ex- 
empt from taxation under section 501(a) of such, Code, for years ending on, or 
after November 10, 1959, shall be held and consirlered to have been a qualified 
trust under suck section l&01(a), and to lieve been exempt from, taxation under 
such, section 501 (a), for tke periorl beginning on 31erch, 1, 1956, and ending on, No- 
vember 9, 1959, but only if it is skonn to tbc satisfaction of tice Secretary of the 
Treasury or his delegate that the trust has not in this period been, operated Ai 
a manner which zcould jeopardize tice interests of its beneficiaries. 

(d) The Annuity Plan of the Electrical Szc&itckboard and Panelboard Manu- 
facturing Industry of Nem York City, wlciclc was created May 16, 1956, as e result 
of an agreement between Local Union, Nu»cbererl 8, International Brotherlcood 
of Electrical Workers, American Federation of Labor and, Congress of Industrial 
Organizations, and the Electrical 3Iannfactnrers of Nem Yorlc, Incorporated, and 
mkich kas been held by tke Internal Revenue Service to constitute a qualifie 
trust under section l&01(a) of the Internal Revenue Code of 195lr, and to be ex- 
empt from taxation under section 501(a) of szcch, Code, shall be held and con- 
sirlcred to kave been a qualified trust under snclc sectiozi 1&01(a), anrl to have 
beerc exempt from taxation under such section 501(a), for the period, beginning 
Muy 16, 1956, and ending 3Iay 99, 1957, but only if it is skozon to the satisfaction 
of the Secretary of tke Treasury or kis delegate that the trust has not in this 
period been operated in a manner mlcich mould jeopardize the interests of its 
be&ceficiaries. 

(e) Tke District Council No. 19 Welfare Eunrl, nom knomn as Painters District 
Council No. 1g Welfare and Pension, Eund, ivhick zcas first created as of 3Iuy 1, 
191&7, as a result of an agreement betneen winters District Council, No. 19, 
Brotherhood of Painters, Decorators and Paperhangers of America, of tke State of 
Ne&v Jersey anrl painting contractors signatory to the union agreement, and ivhick 
has been, held by tice InternuL Revenue Service to constitute a qualifie trust 
under section, lr01(a) of the Internal Revenne Code of 1951&, and to be exempt 
from taxation under sectiorc 501(a) of such Code, skell be kelrl and const&tered to 
have been a qualified trust under suclc section lr01(a), and to have been exempt 
from taxation under suclc section 501 (a) and under section 165(a) of tke Internal 
Revenue Code of 1989, for the period, beginning January 1, 195l&, and enrHng Any&est 
6, 1956, bnt onL&J if it is shou;n to the satisfaction of the Secretary of tke Treasury 
or his delegate that tke trnst kas not in tlcis period 'been operated in a manner 
which woulrl jeopardize the interests of its beneficiaries. 

(f) The Local Union Nunibered 877 Pension Eund, , iokich mas created October 
18, 1952, as a result of an agreement betn'een Local U&zion Nnmbered, 877, Brother- 
hood of Painters, Decorators and Paperhangers of America, of the State of Nem 
Jersey anrl Painting and Decorating Contractors of America, IIndson County 
Employers Chapter, and n hick has been keld by tice Internal Rerenne Service to 
constitute a qnalified trust under section 1&01 (a) of the Internal Revenue Code of 
1951&, ana to be exempt from taxation under section 501 (a) of suclc Code, skell 
be held and considered to have been e qualifierl trust under such section 1&01(a), 
and to have been r'tempt from taxatio&c n&&der suclc section 501(a) and nnder 
sectioiz 165(a) of tice Internal Rerenue Code of 1989, for tke period beginning 
October 18, 1959, and ending April 1, 1958, but only if it is shomn to the satisfaction 
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of the Secrctarg of the Treasury or his delegate that the trust has not in this 
period been operated in a manner tchich toouid jeopardize the interests of its 
bene 

fici�ar 
cs. 

Aud the Senate agree to the same. 
IV. D. MILLS, 
AIME J. FORAND, 
CzoII. R. KINo, 
NoAH M. MAsoN~ 
JOHN AV. BYRNES, 

Jfanagers on the Part of the House. 
HARRY F. BYRD, 
Rom'. S. KERR, 
J. AI. I. EN FREAR, Jr. , 
RvsszLL B. LoNO, 

By HARRY F. BYRD, 
JOHN J. VVILLIAMS, 
FRANK CARIsoN, 

Jfanagers on the Part of the Henate. 

STATEMEXT OF THE MANAGERS OX TIIE PART OF TIIE HOUSE 

The managers on the part of the House at the conference on the disagreeiug 
votes of the two Houses ou the amendruents of the Senate to the bill (H. R. 
12666) relating to the treatment of charges for local advertising for purposes of 
deternIining the manufacturers sale price, submit the following statement iu 
explanation of the effect of the action agreed upon by the conferees and recom- 
Inended in the accompanying couference report: 

ELECTION AS TO BASE FOR DETERMINING PERCENTAGE DEPLETION 
DEDUCTION IN TIIK CASE OF MINKRAI S USED IN MAKING CEMENT 

A. mendment Xo. 1: To determine the percentage depletion allowance under 
present law, it is necessary to multiply the percentage rate applicable to the 
particular mineral by the value of the mineral at the poiut at which the mining 
process ends. This point is referred to as the "cutoff point. " In the case of 
many mineral industries, this cutoff poiut has been the subject of uncertainty 
aud litigation. Iucluded in this group is the cement industry. 

In order to resolve the cutoff question for 1961 and future years, Congress in 
the Public Debt and Tax Rate Extension Act of 1960 [P. L. 86 — 564, page 681, this 
Bulletin] modified section 618(c) of the Internal Revenue Code of 1064. As 
a1nended, this statutory provision established specific cutoff points for numerous 
minerals, including those used iu the manufacture of cement. This cutoff point 
for cement-producing minerals (except for preheating of the kiln feed) occurs 
just prior to the iutrodu«tion of the kiln feed into the kiln. This cutoff point is 
derived from a ruling published bv the Treasury Department in 19og. 

Although the recent legislation determines the cutoft point for the cement 
industry for future years, it does not settle this question for any open years 
prior to 1061. Senate a1nendment No. 1 permits taxpayers mining nunerals used 
in making cement to elect to apply, for the years prior to 1961, the cutoff 
provisions adopted in the Public Debt and Tax Rate Extension Act of 1960. 
If a taxpayer fails to make the election, the cutoff point in his case for these 
years would be determined under existing law. 

Under the amendment, if the taxpayer makes the election, it will apply to all 
of his mineral properties used in making cement and, in general, to all 
of his taxable years beginning before 1061 v hich are open on the date of the 
enactment of the bill. However, the making of the election resolves only the 
point at which the cutoff occurs and does not deal with any other matters Iv hich 
may be in issue, such as the method of computing the gross income at that point. 
The election must be made by the taxpayer on or before the date which is 60 
davs after the date of the publication of final regulations ou this provision. 
Once made, the election is irrevocable. 

The House recedes. 

INCOME TAX EXEMPTION AND DEDUCTIONS FOR CERTAIN PENSION PLANS 

Amendmcnt No. 2: Under present law, a pension trust is qualified for income 
tax exemption ouly if it meets certain requireuIents relating to coverage of 
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employees and nondiscrimination of contributions or beneiits. Where the pension 
trust is properly qualified, not only is it exempt from Federal taxation with 
respect to its income, but contributions paid to it by an employer on behalf of his 
employees are deductible for Federal income tax purposes. Senate amendment 
No. 2 provides that certain pension trusts shall be deemed to constitute qualified 
trusts, aml to be exempt from tax, under the Federal income tax laws for the 
period of time specified in the amendtnent with respect to each such trust. The 
trusts are as follows: 

(1) The Iron AVorkers' ili d-America Pension Fund. 
(2) The Pattern iiial-ers' Pension Trust Fund of Chicago. 
(3) The Pipe an&1 Refrigeration Fitters Local 537 Pension Fund of Boston, 

hIass. 
(4) The Annuity Plan of the Eiectrical Switchboard and Panelboard 

Alanufacturing Industry of New York City. 
(5) The District Council No. 10 VVelfare Fund, now known as Painters 

District Council No. 19 welfare and Pension Fund. 
(6) The I. ocal Union No. 377 Pension Fund. 

Under the conference agreement, the House recedes with an amendment under 
which each trust specified in the Senate amendment is to be deemed to constitute 
a qualified trust (and be exempt from tax) for the period specified in the Senate 
amendment, but only if it is shown to the satisfaction of the Secretary of the 
Treasury or his delegate that the trust has not in this period been operated in a 
manner which would jeopardize the interests of its beneficiaries. 

LIMITATION ON ACCELERATION OP ACCRUAL OP TAXES 

Amendment No. 3: This amendment adds a new subsection (d) to section 461 
of the Internal Revenue Code of 1954 (relating to general rule for taxable year 
of deduction). Paragraph (1) of the new subsection (d) provides the general 
rule that, in the case of a taxpayer whose taxable income is computed under an 
accrual method of accounting, to the extent that the time for accruing taxes 
is earlier than it would be but for any action of any taxing jurisdiction taken 
after December 31, 1060, then, under regulations prescribed by the Secretary of 
the Treasurv or his delegate, such taxes are to be treated as accruing at the 
time they would have accrued but for such action by such taxing jurisdiction. 

Paragraph (2) of the new subsection (d) provides that, under regulations 
prescribed by the Secretary of the Treasury or his delegate, paragraph (1) 
is to be inapplicable to the extent that its application would (but for such par. 
(2) ) prevent all persons (including successors in interest) from ever taking 
such item into account. 

Amendment No. 3 also provides that the new section 461(d) is to apply to 
taxable years ending after December 31, 1060. In this respect it is to be noted 
that the rule of law that a tax liability is accruable on a certain date such as the 
assessment or lien date has developed over a long period of years through court 
decisions and is a basic concept which the Internal Revenue Service has recog- 

. nized in numerous rulings. Several States in recent years have changed this 
accrual date from January 1 to December 31 in order to provide an extra accrual 
date for State taxes. This amendment, which would be effective for years after 
1060 and thus put the States and taxpayers on proper notice, would change the 
law to provide for only one accrual for State taxes in any one taxable year where 
the State legislature has changed the accrual date, and would thus eliminate 
the additional deduction available under existing law. This legislation is prospec- 
tive so that taxpayers who have acted in good faith in taking such deductions 
in the past under existing law will be treated uniformly and not be subjected to 
retroactive action on the part of the Treasury Department. 

The House recedes. 
W. D. 31n. z, s, 
AIME J. FORAND, 
CEDIL R. KIND, 
NoAII EI. M~soN, 
JOHN W. BYRNES, 

3fanagers on, the Part of the Ifouee. 
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DOUBLE TAX COXVENTIOXS" 
[Senate Executive Iteport No. I, Eighty-fifth Congress, Second Sessionl 

[Monday, July 7, 1958] 

MR. GREEN, from the Committee on Foreign Relatious, submitted the following 
report [To accoinpany Ex. N, 8, &th Cong. , 1st sess. ; Ex. B, 85th Cong, , 2d sess. ; 
aiid Ex. C, 85&th Cong. , 2d sess. ] 

The Cmiunittee on Foreign Relations has had under consideration the con- 
ventions listed below and reconunends that the Senate give its advice and con- 
sent to their ratifications: 

1. Taxation convention with Pakistan, signed at Washington July 1, 1057 
(Lx. N, 8 ith Cong. , 1st sess. ), with a reservatiou. 

2. Notification by the Government of Great Britain and Northern Ireland with 
a view to extending to certain British overseas territories the application of the 
convention on taxes on income, as modified, signed on April 16, 1945 (notification 
received August 10, 1057, Ex. C, 85th Cong. , 2d sess. ), with a reservation. 

8. Convention with Belgiuin supplementing the convention of October 28, 1948, 
relating to double taxation, signed at Washington August 22, 1057 (Ex. B, 85th 
Cong. , 2d sess. ), without a reservation. In connection with this convention, 
the conimittee also recommends that the Senate give its advice and consent to 
acceptance by tile United States of a notification given April 2, 10o4, by the 
Belgian Government with a view to extending to the Belgian Congo and the 
Trust Territory of Ruanda-Urundi the ol&eratiou of the 1948 convention with 
Belgium, as modified. 

1. MAIN PURPOSE OF THE CONVENTIONS 

The taxation convention with Pakistan is designed to avoid double taxation 
and to prevent fiscal evasion with respect to income taxes. As modified by the 
committee reservation, it follows the general pattern of other double tax con- 
ventions of this type. 

The notification by the British Government, when accepted bv the United 
States, will extend the coverage of the 1045 convention to 20 British overseas 
territories. The committee reservation, which is of a technical nature, deletes 
a refereuce to a protocol which would supplement the 104;& conveution but which 
has not been ratified. 

The supplementary convention with Belgium makes certain changes which 
are necessary in the 1048 convention to facilitate the extension of that conven- 
tion to the Belgian Congo and Ruanda-Urundi. The extension can then be 
accomplished by United States acceptance (for which the advice and consent 
of the Senate is necessary) of a notification of such extension given this Govern- 
nient by the Belgian Government in 1054. 

2. COMMITTEE Ao'rION 

The convention with Pakistan was signed July 1, 1957, and sent to the 
Senate July 12. It was the subject of committee hearings July 80 and August 
9, 1957. The convention was considered in executive session August 18, after 
which further information was sought from the Departments of State and 
the Treasury. 

The notification from the United Kingdom and the supplementary convention 
with Belgium were received by the Senate January 80, 1058. These matters 
were the subject of heai ings before the committee July 1, after which the com- 
mittee considered them in executive session and voted to report them favorablV 
to the Senate. At the same session, the committee further considered the 
Pakistan convention and likewise approved it with a reservation. 

8. THE CONvi"'NTION WITII PAKISTAN 

As noted above, the Pakistan convention, as modified by the committee 
reservations, follows generally the pattern established by earlier tax conven- 
tions which are now in force with A. ustralia, Belgiuni, Canada, Denmark, k'in- 

"The conventions with pakistan, United Kingdom, and Belgium to which this report 
relates appear ou pages 646, 656, aud 625. 
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laml, France, Germany, Greece, Honduras, Ireland, Italy, Japan, the Nether- 
lands, New Zealand, Norway, Sweden, Switzerland, South Africa, and the 
United Kingdom. 

The convention eliminates double taxation by granting tax exemption in one 
country to income which would otherwise be subject to tax in both countries. 
It is reciprocal in nature, and covers income from businesses, investments, 
personal services, and pensions and annuities. Remittances or grants to 
students or trainees are also exempt, as is interest received by the State Bank 
of Pakistan from sources in the United States or by the Federal Reserve banks 
of the United States from sources in Pakistan. 

The convention also provides for administrative cooperation, including the 
exchange of information, between the tax authorities of the two countries in 
order to give effect to its provisions and to prevent tax evasion. All of these 
provisions have become standard in tax conventions and have been approved 
by the Senate many times. 

Committee consideration of the Pakistan convention hinged around the tax- 
sparing provisions of article XV (1), and it is to this section that the reservation 
applies. 

The paragraph provides, in effect, that the United States will allow as a 
foreign tax credit Pakistani taxes which are waived. Under Pakistan law at 
the time the treaty was negotiated, earnings up to 5 percent on certain types 
of invested capital were tax exempt for the first 5 years after the investment 
was made. Without a provision such as that in article XV (1), United States 
tax laws would have effectively nullified this concession on the part of Pakistan 
in an effort to attract foreign investment. This would have been so, because 
the United States tax would have been increased to the extent that the Pakistan 
tax was reduced. 

Tax sparing, as incorporated in article XV(1), is a new principle in United 
States tax treaties. Its application requires careful consideration on a country- 
by-country basis. During the period when the Pakistan convention was pendiug 
in the committee and before the committee came to any conclusion regarding the 
tax-sparing article, the Pakistan law providing a waiver of taxes expired. The 
question of tax sparing in this case, therefore, becomes moot. The committee 
accordingly recommends a reservation excepting the second sentence of the first 
paragraph of article XV from the resolution of advice and consent. This is the 
sentence which provides the United States credit for taxes waived by Pakistan. 
Because Pakistan has terminated its tax waiver, this provision would be in- 
operative for the present and future even without a reservation. If approved, 
it would operate to the retroactive benefit of two United States corporations. 
The principal argument for tax sparing is that it is a means of encouraging 
foreign investment and this argument loses validity when made retroactively. 

In recommending a reservation to article XV (1), the committee wants to make 
it perfectly clear that this is without prejudice to future consideration of the 
matter in the event the Pakistan tax-waiver law is reenacted and the question 
again comes before the committee. There is no occasion for the Senate at this 
time to decide the question. The committee reserves complete freedom of 
decision for the future. 

4. ExTKNSIGN oF UNITED KINGDGM TAX CGNVENTIGN 

The 1945 double tax convention with the United Kingdom, as modified, pro- 
vides that the convention may be extended to the overseas territories of either 
party by notification to the other party and acceptance by that party of the 
notification. On August 19, 1957, in a note to the Secretary of State, the British 
Ambassador gave notification of the desire of his Government to extend the con- 
vention to certain British overseas territories. The Senate is now called upon 
to give its advice and consent to the President to accept the notification, and 
the committee recommends that this be done. 

The territories in question are Aden, Antigua, Barbados, British Honduras, 
Cyprus, Dominica, 'Falkland Islands, Gambia, Grenada, Jamaica, Montserrat, 
Nigeria, Rhodesia and Nyasaland, St. Christopher, Nevis and Anguilla, St. Lucia, 
St. Vincent, Seychelles, Sierra Leone, Trinidad and Tobago, and Virgin Islands. 

When action to give effect to the notification has been completed, the extension 
will be effective from the 1st of the following January in the United States and 
in all the territories except Aden, Nigeria, Rhodesia, and Nyasaland, and Sierra 
Leone where it will be effective from the 1st of the following April. 
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I&'or the territr&ries other than Rhodesia and Nyasaland, the extension will not 
apply to taxation of interest ou bonds, securities, notes, debentures, or other 
forms of indebtedness. I&'or Rhodesia and Nyasaland the extension will not 
apply to United States taxes on gains from the sale or exchange of capital assets 
or on accumulated or undistributed earnings, profits, income, or surplus. 

The convention will apply to the income tax in all of the territories. In 
addition, it will apply to the surtax in British Honduras, Grenada, and Janiaica; 
to the supertax and undistributed-profits tax in Rhodesia and Nyasaland; and 
to the duty on profits, the diamond-industry-profits tax, and the iron-ore- 
concessions tax in Sierra Leone. 

The notification from the British Government expresses the desire of that 
Government to extend the 1945 convention as modified by the supplementary 
l&rotocols of 1946, 1!». 4, aud 1057. The protocols of 1946 and 1054 have been 
ratified and are in eifect as a part of the basic convention. The 1057 protocol, 
which deals with the taxation of royalties, is still pending. The committee 
feels it should not be further considered until final action is taken on H, R. 
4952, a bill dealing I~ ith the same subject matter which is uow pendiiig before 
the Finance Committee. Cousequently, the extension of the 1045 convention 
&iith the United Kiugdom should include only the 1046 and 10o4 protocols and 
should exclude the 1957 protocol. This would be accomplished by the reservation 
proposed by the committee. 

5. SUPPLEMENTARY CONVENTION WITH BELGIUM 

This convention is desigued to remove certain difficulties in the way of 
extension of the 1048 conveution with Belgium to the Belgian Congo and to 
the Trust Territory of Ruanda-Urundi. 

The 1948 conventiou with Belgium, like the 1045 convention with the United 
Kingdom, discussed above, provides that it may be extended to the overseas 
territories of either party by notification to the other party and acceptance 
by the other party of that notification. The Belgian Government gare such 
notification in 1054. The pending convention has been negotiated siuce that 
time in order to modify the 1048 convention in wavs to make it acceptable as 
applied to the Congo and Ruanda-Urundi. 

The following changes are made in the 1948 convention: 
The definition of "Belgian enterprise" is extended to include- 

any corporation organized or ere~ted under the laws of Belgium or of the Belgiau 
Congo and subject to tax uuder the Belgian fiscal law of June 21, 1927. 
Iu the 1048 convention, the definitio is limited to- 
an industrial or commercial enterprise or undertaking carried ou in Belgium by 
a citizen or resident of Belgium or by a corporatiou or other juridical person 
created or orgauized in Belgium or under the laws of Belgium. 

The 1948 convention provides, in article XXII (2), that extensions to overseas 
territories will be effective on the 1st of January following acceptance of the 
notification of extension. This is changed, in article III of the pending supple- 
mentary convention, to the 1st of Jauuary immediately preceding acceptance of 
the notification so far s the Congo and Ruanda-Urundi are concerned. 

It is further provided, iuarticle IV of the pending supplementary convention, 
that for the purposes of the 1048 convention, the term "overseas territories" 
applies to any such territory for the foreign relations of which either cou- 
tracting state is responsible. This interpretation is necessary to make it possible 
to extend the 1948 convention to Ruanda-Uruudi, ivhich Belgium administers 
under a United Nations trusteeship agreeiuent and which is not, strictly 
speaking, a Belgian territory. 

Finally, article II of the l&ending convention, ivhen taken in conjunction with 
the existing convention, ivill provide a 15-percent tax in the Congo and Ruanda- 
I, rundi on the one hand, and in the United States on the other hand, on divi- 
dends from sources within one area paid to a resident of the other. In the 
case of the Congo and Ruanda-Urundi the present tax rate is 15 percent and 
will be frozen at that level. In the case of the United States the present rate of 
80 percent will be reduced to 15 percent. 

In order to extend the 1048 convention to the Congo and Ruanda-Urundi, it is 
necessary for the Senate to approve not only the supplementary convention but 
also acceptance by the president, of the Belgian notification of 1954 informing 
the United States of Belgium's desire to extend the convention. 



6. CCNOLI SIQN Alvn REcolIIENDKTICN 

The three international tax nlatters covered in this report are a part of the 
continuing eftort of the United States to encourage private foreign investment 
and thereby promote economic developnlent and world trade. Among the many 
ways in which this goal can be pursued, the elimination of double taxation is 
among the more important. 

Tax treaties not only provide relief for American investnlent overseas; they 
also provide to foreign governnlents and territories an earnest of American good 
faith in our frequently expressed desire to encourage foreign investment. 

The instant treaties and nlodifications follow well-established practice. The 
comnlittee recomlnends that the Senate give its advice aud consent to 
ratification. 

[Report of the Secretary of State on the Pakistan Convention] 

DEPARTMENT OE STATE, 
Wash i ngton, J nl y 8, 1957 

The PREsmENT, 
The White II'onset 

The undersigned, the Secretary of State, has the honor to submit to the 
President, with a view to its transmission to the Senate to receive the advice and 
consent of that body to ratification, if the President approve thereof, a conven- 
tion between the United States of America and Pakistan for the avoidance of 
double taxation and the prevention of fiscal evasion with respect to taxes on 
income, signed at Washington on July 1, 1M7. 

The convention was formulated as a result of technical discussions between 
representatives of this Government and representatives of the Pakistan Govern- 
ment, in the course of which an effort was made to determine the bases upon 
which agreement might be reached for the purpose of avoiding double taxation, 
and establishing certain procedures for mutual administrative assistance, in 
regard to income taxation. Elimination of such double taxation is an important 
step toward removing one of the impediments to international trade and 
investment. 

The convention with Pakistan follows in general the pattern of income-tax 
conventions presently in force between the United States and a number of 
foreign countries, namely, Australia, Belgium, Canada, Denmark, Finland, 
France, the Federal Republic of Germany, Greece, Honduras, Ireland, Italy, 
Japan, the Netherlands, Xew Zealand, iÃoruav, Sweden, Switzerland, the Union 
of South Africa, and the United Kingdom. 

As in the cases of similar conventions, the one with Pakistan is designed to 
eliminate the obstacles to the international flow of trade and investment. It 
contains provisions relating to business income, investment income, personal 
service (including professional) income, official salaries, pensions and annuities, 
relnuneration re&. eived by teachers, remittances or grants to students and 
apprentices, and interest received by the State Bank of Pakistan and the 
Federal Reserve banks of the United States from sources in the other country. 
The convention also contains, as is customary, provisions regarding administra- 
tive procedures, including exchange of information, for giving eftect to the 
convention. 

The convention contains certain provisions, unlike those in income-tax con- 
ventions with other countries, under which the United States would take an 
important step toward avoiding nullification of the efforts of a foreign country 
to encourage industrial development through its tax law. Pakistan tax law, 
in order to attract capital and encourage investment for the development oi 
Pakistan's economy and natural resources, offers an incentive for establishment 
of approved new enterprises. Pakistan accords certain taz exemptions as to 
profits of such enterprises and also as to dividends paid out of such profits. 
More specifically, under the income-tax lasv of Pakistan a business 
qualifying as a uew enterprise may obtain taz exemption for a fi-vear period 
on profits up to 5 percent of invested capital, and dividends paid fronl such 
profits may be tax-exempt. At present an America~ corporation qualifring for 
such treatment under Pakistan law may find that l. nited States taxes will be 
increased and thus offset the eifects of the Pakistan tax law. The concession 
by Pakistan, therefore, is no special attraction to the United States investor. 
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Under article XV(1) of the proposed convention this situation would be reme- 
died within limits and on certain conditions by treating, as though paid for 
foreign-tax-credit purposes, the amount of income tax and supertax by which 
the American taxpayer's Pakistan tax is reduced. 

It is understood that the Department of the Treasury is prepared to make 
such further explanations as may be found desirable regarding the technical 
aspects and aliplication of the proposed convention. 

The convention applies, so far as United States taxes are concerned, only to 
the Federal income taxes, including surtaxes. It does not apply to the im- 
position or collection of taxes by the several States, the District of Columbia, 
or the Territories or possessions of the United States, although it contains a 
broad national-treatment provision similar to a provision customarily found in 
treaties of friendship, commerce, and navigation. In Pakistan the convention 
ivould be applicable to the inconie tax, supertax, and business-profits tax. 

It; is believed that the convention with Pakistan, if brought into force, would 
be beneficial to both countries and to their respective citizens and enterprises. 
It has the approval of the Department of State and the Department of the 
Treasury. 

Article XIX provides for ratification and for exchange of instruments of rati- 
fication. It prescribes that, upon such exchange, the convention shall have eifect 
in the United States for taxable years beginniug on or after January 1 of the 
year in which the exchange takes place and shall have effect in Pakistan for 
"previous vears" or "chargeable accounting periods, " as defined in Pakistan 
law, beginning on or after Jauuary 1 of the year in which the exchange takes 
place. 

It is provided in article XX that the convention shall continue in effect 
indefinitely, but may be terminated at the end of a period of 8 years or thereafter 
by the giviiig of a notice by one of the parties to the other party on or before 
June 80 of any year, in v hich event the convention ivould cease to be effective 
(a) in the United States, for the taxable years beginning on or after January 
1 next following the notice of termination, and (b) in Pakistan, in respect of 
the "previous years" or the "chargeable accounting periods, " as defined in 
Pakistan laiv, beginning on or after January 1 next following the notice of 
termination. 

JoHN FosTEa DULLES. 

[Report of the Secretary of State on Belgium Supplementary Convention] 

DEPARTMENT OF STATE, 
Washingtori, January 16, 1958. 

The PEEsmENT, 
Tie Wk(. te I?Onset 

The undersigned, the Secretary of State, has the honor to submit herewith, 
for transmission to the Senate to receive the advice and consent of that body 
to ratification, if the President approve thereof, a convention betweeu the United 
States of America and Belgium, signed at lVashington on August 22, 1967, 
supplementing the convention of October 28, 1948, for the avoidance of double 
taxation and the prevention of fiscal evasion with respect to taxes on income, 
as niodified by the supplementary convention of September 9, 19O2. 

It is desired also that, in conjunction with the consideration of the supple- 
mentary convention subuiitted herewith, the Senate consider and approve the 
acceptance by the United States Government of a notification given bv the 
Belgian Government ivith a view to extending to the Belgian Congo and the 
Trust Territorv of Ruanda-Urundi the operation of the 1948 convention (S. 
Ex. I, 81st Cong. , 1st sess. ; 4 U. S. T. 1647), as modified (S. Ex. A, 88d Cong. , 1st 
sess. ; 4 U. S. T. 1647). That uotification is embodied in a note dated April 2, 
1964, addressed by the Ambassador of Belgium to the Secretary of State. An 
English translation of that note, prepared, in the Department of State, is 
enclosed for transniission to the Senate. 

The purpose of the new supplementary convention is to facilitate the exten- 
sion of the 1948 convention, as inodified, to the Belgian Congo and the Trust 
Territory of Ruanda-Urundi aud thereby to facilitate investnient in those areas. 
Upon entry into force of this convention, and after Senate approval of the 
proposed extension as mentioned above, it would be possible to complete the 



procedure prescribed in the 1048 convention for extending its operation to those areas. 
In a letter relating to this matter, addressed by the Secretary of the Treasury 

to the Secretary of State prior to the signing of the supplementary convention, it was stated: 
The Belgian Government first notified the United States Government of its 

desire to have the treaty extended in a note to the State Departnient on April 2, 1054. Following such notification, it became clear that certain modifications 
in the basic treaty would be necessary before the United States could give '. ts 
acceptance to the notification as required by the convention. The proposed sup- 
plementary convention is aii outcome of discussions held with officials of the 
Belgian Government since that tinie. 

The new suppleinentary convention contains 5 articles, 4 of which would effect 
the modifications considered desirable to lay an adequate basis for the proposed 
extension. 

Article I would amend the definition of "Belgian enterprise" in article II(1) (d) of the 1048 convention so as to cover any corporation organized or 
created under the laws of Belgium or of the Belgian Congo and subject to tax 
under the Belgian fiscal law of June 21, 1027. For purposes of the proposed 
extension, the definition will mean an industrial or conimercial enterprise or 
undertaking carried on in the Congo by a citizen or resident of the Congo or by 
a corporation or other juridical entity created or organized under the laws of 
the Congo. An individual resident of the Congo, regardless of nationalitv, u ould 
be entitled to the benefits accorded by the convention to a Congo enterprise, 
provided he carries on business in the Congo, but a corporation created or 
organized under the laws of a country other than the Congo would not be en- 
titled to benefits. 

Article II of the supplenientary convention is related to article VIII of the 
1048 convention and would preclude the Belgian Congo and the Trust Territory 
of Ruanda-Urundi from imposing the "tax mobilihre" at a rate in excess of 
1J percent on dividends from sources within either of those areas paid to a 
resident of the United States who, or a corporation or other entity of the 
United States ivhich, does not hare a perinanent establishnient in such area. 
The effect of article VIII of the 1048 convention as modified by the 1002 con- 
vention and the convention submitted herewith, taken together ivith article 
XXII(4) of the 1048 convention, is to leave the Congo tax on dividends uu- 
changed, but frozen at a maxiinum of 15 percent. The effect is also to reduce 
from 80 percent to 1fi percent the I. nited States tax on dividends going froni 
the United States to aliens residing in the Congo or the Trust Territory of 
Ruanda-Urundi. The effect is, therefore, reciprocal. 

Article III, l&v substituting the words "immediately preceding" for the w»rd 
"following" in article XXII(2) of the 1048 convention, would make the exten- 
sion to the Congo and the Trust Territory of Ruanda-Urundi effective on anil 
after January 1 immediately preceding the elate on which the United St;ites 
formally accepts the Belgian Government's notification for such extension. 

Article IV clarifies the term "overseas territories" in accordance with the 
original intent as applying to anv overseas territory for the foreign relations 
of which either the United States or Belgium is responsible. 

Article V provides for ratification and for exchange of instruments of ratifica- 
tion, the supplementary convention to become effective with respect to taxable 
years beginning on or after January 1 of the year in which such exchange takes 
place. The supplementary protocol would continue in effect as an integral 
part of the 1048 convention, as modified, subject to the same provisions in regar&l 
to termination. 

The only Congo taxes that will be subject to the convention, if and when the 
proposed extension is accepted by the United States Government, are the income 
taxes, additions to those taxes, and similar taxes that niay be imposed in the 
future. rXo national crisis tax or personal complementary tax, applicable in 
Belgium (see art. I of the 1948 convention) has been enacted for the Congo. 

Article XXII of the 1948 convention contains provisions in paragraph (1) 
whereby either party may, with a written notification to the other party through 
diplomatic channels— 
declare its desire that the operation of the present Convention, either in whole 
or as to such provisions thereof as may be deemed to have special application, 
shall extend to any of its colonies or overseas territories which imposes taxes 
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substantially siinilar in character to those which are the subject of the present 
CoIlvelltioil. 

Article XXII(2) provides that, in the event a notification is given by one of 
the parties in accordance with that procedure- 
the present Convention, or such provisions thereof as may be specified in the 
notification, shall apply to any territory named in sucli notification on and after 
the first day of January following the date of a written communication through 
diploniatic channels addressed to such Contracting State by the other Con- 
tracting State, after such action by the latter State as may be necessary in 
accordance with its own procedures, stating that such notification is accepted in 
respect of such territory, In the absence of such acceptance, none of the pro 
visions of the present Conventiou shall apply to sucli territory. 

As indicated hereinabove, the Belgian Government gave, by a note dated April 
2, 10o4, a written notification in accordance with article XXII of the 1048 con- 
vention, expressing the desire of that Government that the application of the 
provisions of tha. t convention and of the supplementary convention of 10O2 be 
extended to the Belgi;in C&&ugo and the Trust Territory of Ruanda-Urundi. 

Iu accordance with established policv (see S. Ex. Rept. No. 11, 80th Cong. , 
2d sess. ), any proposal for extension, before being accepted by the United States 
Government, is to be submitted to the Senate for approval. Accordingly, it is 
desired that the Senate not only give advice and consent to ratification of the 
new supplementary convention in order to effect the necessary modifications 
in the 1948 convention, as modified, but also approve the acceptance by the 
United States Government of the proposed extension to the Belgian Congo and 
the Trust Territorv of' Ruanda-l)rundi. 

Both the supplementary convention and the proposed extension have the 
approval of the Department of State and the Department of the Treasurv. 

Respectfully submitted. 
JoHx FOSTER DULLES 

[Report of Acting Secretary of State on extension agreement with the 
United Kingdom. ] 

DEPARTMENT OF STATE, 
iYnst&i»gtoib Jnnuartt 88, f058 

The PREsuoEIET, 
Tl&e ll'hite Honset 

The undersigned, the Acting Secretary of State, has the honor to submit 
herewith, for transiuission to the Senate to receive the approval of that body, 
a notificatiou giveu by the Goveniment of the I, nited I~ingdom of Great Britain 
and Northern Ireland with a vieiv to extending to certain British overseas 
territories the applicatiou of the convention of April 16, 1046&, for the avoidance 
of double taxation and the preventiou of fiscal evasion with respect to taxes 
on income, as modified by supplementary protocols of June 6, 1046, May 25, 
19o4, and August 10, 1957. 

The notificatiou is embodied iu a. note dated August 19, 10, &&, from the British 
Ambassador iu Washington to the Secretary of State, a copy of which is 
enclosed, together with a copy of the annex thereto. 

Article XXII of tlie 1045 convention, as amended by the supplementary pro- 
tocol of 1M4, contains provisions in paragraph (1) whereby either partv mav, 
by a written notificatio to the other party through diplomatic channels— 
declare its desire that the operation of the present Convention, either in whole 
or in part or with such modifications as may be found necessary for special ap- 
plicatiou in a particular case, shall extend to all or auy of its territories foi' 
whose international relations it is responsible, Ivhich impose taxes substantially 
similar in character to those which are the subject of the present Conveu- 
tion &' * *. 

It is provided further in the same paragraph that the proposed extension 
shall become effective when the party to which the notification is given accepts 
it. The provision reads: 

* * * When the other Contracting Party has, by a written communication 
through the diplomatic channel, signified to the first Contracting Party that such 
notification is accepted in respect of such territory or territories, the present 
Convention, in whole or in part or with such modifications as may be found 



necessary for special application in a particular case, as specified in the 
notification, shall apply to the territory or territories named in the notification 
on and after the date or dates specified therein. Xone of the provisions of the 
present Convention shall apply to any such territory in the absence of such 
acceptance in respect of that territory. 

The notification by the Government of the United Kingdom proposing that 
the operation of the convention, as modified, be extended to the territories 
specified in the notification, was given in accordance with the procedure pre- 
scribed in article XXII, as amended. Before the proposal can be accepted by 
the Government of the United States it is necessary that the matter be submitted 
to the Senate for approval. When the 194fi convention was under consideration 
in the Senate Committee on Foreign Relations, the Acting Secretary of State 
sent to the chairman of that committee a letter dated June 27, 1945 (S. Ex. 
Rept. No. 0, 79th Cong. , 1st sess. , p. 2), in whit h, after referring to discussions 
before a subcommittee of that committee, it was stated: 

During those discussions a question was presented respecting the procedure 
to be followed by this Government in accepting or giving a notification of 
extension of the convention, under the provisions of article XXII tliereof, to 
colonies, overseas territories, or other areas over which one of the contracting 
parties exercises authority. I am glad to inform you that in connection with 
any such notification of extension of the convention, the Department of State 
will recommend to the President that the matter be submitted to the Senate 
for its advice and consent before any notification of extension is accepted or 
given on behalf of the United States. 

British authorities indicated informally as long ago as 1949 that there was a 
desire to give this Government a notification for extending the operation of 
the convention to certain named British overseas areas. Recognizing that this 
would entail a great deal of technical study by the tax authorities of this 
Government, including a study of the tax laws applicable in the various named 
territories, in order to determine the extent to which it would be feasible 
to extend the operation of the convention to such territories, the British 
authorities delayed the sending of the formal notification until the United 
States tax authorities had completed the necessary studies and had indicated 
that such a notification, when received, would be acceptable so far as technical 
and administrative aspects thereof are concerned. A draft of the note, with 
annex, which the British Government planned to send to this Government 
was formulated as a result of discussions between the interested authorities 
of the two Governments. The formal notification which has been received 
from the British Government is based upon that draft. The Secretary of the 
Treasury has informed the Secretary of State that the text thereof has the 
approval of the Departnient of the Treasury. 

It will be observed that the British Ambassador's note expresses the desire 
oi' the British Government— 
that the application of the Convention should be extended to the territories 
named in the Annex to this note, subject to the modifications and with effect 
from the dates specified therein. 

The annex to the note is divided into three parts, Para raph I is a table 
listing the British territories to which the convention, as niodified, would be 
extended, subject to the conditions set out in paragraphs II and III. It also 
specifies the taxes imposed in the respective territories to which the convention, 
as modified, shall apply and the date on which, as to each territory, the pro- 
visions shall be eifective. Paragraph II of the annex indicates the extent to 
which the convention, as modified, shall be extended with respect to each of 
the territories mentioned in paragraph I, Paragraph III of the annex indicates 
certain necessary modifications in the convention, as modified, for the purpose 
of the proposed extension. 

The territories specified in paragraph I of the annex are Aden; A. ntigua; 
Barbados; British IIonduras; Cyprus; Dominica; Falkland Islands; Gambia; 
Grenada; Jamaica; Montserrat; Federation of Nigeria; Federation of Rhodesia 
and iVyasaland; St, Christopher, Nevis, and Anguilla; St. Lucia; St. Vincent; 
Seychelles; Sierra Leone; Trinidad and Tobago; and Virgin Islands. 

The dates set forth in column (3) of the tabulation refer to the respective 
dates of commencement of the year of assessme~t in each of the ~amed 
territories. 
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It is stipulated in subparagraph (b) of paragraph II of the annex that when- 
the last of those measures shall have been taken in the United States of America 
and in any territory ~amed in the above Table necessary to give the present 
exteusion the force of law in the United States of America and in such territory, 
respectively- 
the extension shall have eifect (1) in the United States, with respect to United 
States tax, on and after January 1 next following the date on which the last 
of those measures have been taken, and (2) in each of the territories, with 
respect to its tax, for the year of assessment beginning on the date specified 
opposite its name next following the date on which the last of those measures 
have been taken, and for subsequent years ot' assessment. The United States 
Government would inform the British Government when the last of the measures 
necessary have been taken in the United States. The British Government would 
inform the United States Government when the last of the measures necessary 
in the several named territories have been taken in the several named territories. 

Pursuant to paragraph III of the annex, if and when the proposed extension 
becomes effective, the convention of 1945, as modified by the supplementary 
protocols of 1946, 1954, and 1997, would apply with certain exceptions, namely, 
(1) for the purposes of the extension to the Federation of Rhodesia and Xyasa- 
land articles XIV (United States tax on gains from the sale or exchange of 
capital assets) and XVI (United States tax on accumulated or undistributed 
earnings, profits, income, or surplus) shall be deemed to be deleted; aud (2) for 
the purposes of the extension to the other territories named in the tabulation 
articles VII (taxation of interest on bonds, securities, notes, debentures, or any 
other form of indebtedness), XIV, and XVI shall be deemed to be deleted. 

The Secretary of the Treasury, in his communication to the Secretary of State 
indicating approval of the text of the proposed British notification, has called 
attention to the widespread interest in the extension of the operation of the 
1945 convention, as modified, to the British territories. It is understood that 
the Department of the Treasury is prepared to make such further explanations 
as may be found desirable regarding the technical aspects and application of the 
proposed extension. 

Respectfully subm. it ted 
CHRISTIAN A. Hsnrsa, 

Acting Secretary. 
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PART V 

ADMINISTRATIVE AND MISCELLANEOUS 
MATTERS 

TREASURY DEPARTMENT ORDER 150 — 52 

Internal Revenue Service — Establishment of new otiices 

FRKn C. SCRIBNKR& JR. ~ 

Acting hecretrgry of the Treasury. 

(Filed by the Division of the Federal Register on September 9, 1960, 8si9 a. m. , 
and published in the issue of the Federal Register for September 10, 1960, 
25 F. R. 8759) 

There shall be in the National Office of the Internal Revenue Service 
the office of Assistant Commissioner of Internal Revenue (Administra, - 
tion) and the office of Assistant to the Commissioner. 

The office of Administrative Assistant to the Commissioner estab- 
lislied by Treasury Department Order No. 150-44 tC. B. 1956 — 2, 1368], 
dated November 16, 1956, is abolished. 

This order shall be efFective September 6, 1960. 
Dated September 1, 1960. 
[SEAL] 

DELEGATION ORDER NO. 5 (Rev. 2) 
(Eff'ective October 24, 1960) 

Emergency order of succession and delegation of authority 

1. By virtue of the authority vested in me by Treasury Department 
Order Xo. 129, Revision No. 2, dated April 22, 1955, the officials in tire 
positions listed below and on a document filed at the Internal Revenue 
Service emergency relocation site are hereby authorized, in the event 
of an enemy attack on the United States, and the disability of the 
Commissioner, his absence from the emergency relocation site, or if 
there is a vacancy in the offrce, to succeed to the position of Acting 
Commissioner in the order listed, and are authorized to perform the 
functions of Commissioner to insure the continuity of the functions 
of that office: 

Deputy Commissioner 
Assistant, Commissioner (Operations) 
Assistant Commissioner (Technical) 
Assistant Commissioner (Inspection) 
Assistant Commissioner (Planning and Research) 
Assistant Commissioner (Administration) 

(917) 
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If none of these oScials are available, the first available Regional 
Commissioner, in the order listed in the document on file at the emer- 
gency relocation site, will become Acting Commissioner. 

Immediately in the event of an attack on the United States, each 
Regional Commissioner shall communicate as quickly as possible with 
the emergency National Office at the relocation site and advise the 
official in charge of his availability to assume the position of Acting 
Commissioner. After the lapse of a reasonable time for receipt of 
communications from the Regional Commissioners, the official in 
charge of the emergency National Office will advise the available 
Regional Commissioner highest in the order of succession to report to 
the emergency National Office at the relocation site to become Acting 
Commissioner. 

If no Regional Commissioner is available, a District Director will 
become Acting Commissioner in the order indicated in the above- 
mentioned document on file at the emergency relocation site. District 
Directors need not contact the emergency National Office. 

2. There is hereby delegated to Regional Commissioners and District 
Directors, or the officials acting in their stead, upon the event of an 
enemy attack on the United States, all authority vested in the Com- 
missioner of Internal Revenue by law or transfer from the Secretary 
of the Treasury a, s is necessary to insure the continuous performance 
of Internal Revenue Service functions by those oKcials in their areas 
of jurisdiction. This delegation of authority will remain in effect 
until notice is received that it has been terminated. 

8. This Order supersedes Delegation Order No, 5 (Revised), dated 
July 27, 1959 [C. B. 1959 — 2, 907j. 

DANA LATHAM, 
Commissioner. 

(Filed by the Division of the Federal Register on November 4, 1960, 8:47 a. m, 
and published in the issue of the Federal Register for November 5, 1960, 25 
F. R. 10604) 

DELEGATION ORDER NO. 6 (REVISED) 
(REVOCATION NOTICE) 

(Effective June 28, 1960) 

Authority to grant authorizations of agents 

Delegation Order No. 6 (Revised), dated August 22, 1957 [C. B. 
1957 — 2, 1088], delegated to District Directors of Internal Revenue 
authority to grant authorizations of agents to perform all acts re- 
quired of employers under chapters 21, 22, 24, and 25, subtitle C of 
the Internal Revenue Code of 1954. Tliis aiuthority is now contained 
in section 81. 8504 — 1(a) of the Employment Tax Regulations (26 CFR 
81. 8504 — 1(a); T. D. 6854, C. B. 1959 — 1, 268). 

Accordingly, Delegation Order No. 6 (Revised), dated August 22, 
1957, published at 22 F. R. 7082, is hereby revoked. 

CHARLEs I. FOX) 
Acting Commtsszoner. 

(Filed by the Division of the Federal Register on July 8, 1960, 8:51 a. m. , and 
published in the issue of the Federal Register for July 9, 1960, 25 F. R. 6486) 
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DELEGATION ORDER NO. 11 (REVISED) 

(EfFective July 1, 1960) 

Delegation of authority to accept certain offers in compromise 

Pursuant to authority vested in me by Treasury Department Order 
No. 150 — 25, dated June 1, 1953 [18 F. R. 3238], it is hereby ordered: 

1. Subject to the limitations co»tained in applicable regulations 
and procedures, District Directors are delegated authority, under 
section 7122 of the Internal Revenue Code, to accept ofFers in compro- 
mise in cases in which the liability sought to be compromised (includ- 
ing any interest, additional amount, addition to the tax, or assessable 
penalty) is less than $25, 000, and in cases involving specific penalties. 

2. This authority may not be redelegated. 
3. This Order supersedes Delegation Order No. 11, issued Decem- 

ber 2, 1955 [C. B. 1956 — 1, 1010], 
DANA LATHAM~ 

Corn~A 8i oner. 

(Filed by the Division of the Federal Register on April 28, 1960, 8:49 a. m. , 
and published in the issue of the Federal Register for April 29, 1960, 26 
F. R. 8766) 

DELEGATION ORDER NO. 23 (Rev. 2) 
(EfFective October 11, 1960) 

Settlement of tort claims 

1. Pursuant to Treasury Department Order No. 145 (Revision No. 
2), dated October 28, 1959, there is hereby delegated to the Assistant 
Commissioner (Administration) a»d the Director, Operating Facili- 
ties Division: 

(a) The authority, under 28 U. S. C, 2672, to consider, ascertain, 
adjust, determine, settle and pay claims for money damages of 
$2, 500 or less, for injury, loss, or death caused by the negligent 
or wrongful act or omission of any employee of the Internal 
Revenue Service; and 

(b) The authority to consider, ascertain, adjust and determine 
claims under the Act of December 28, 1922I 42 Stat. 1066. 

2. This authority may not be redelegated. 
3. The authority delegated herein to the Director, Operating Facil- 

ities Division, shall be subject to the direction and supervision of the 
Assistant Commissioner (Administration), who shall have authority 
to revise or modify all or any part of the authority delegated to the 
Director, Operating Facilities Division. 

4. This Order supersedes Delegation Order No. 23 (Revised), dated 
December 21, 1959 [C. B. 1960 — 1, 861]. 

DANA LATXrAM, 
Cornrn& sioner. 

(Filed by the Division of the Federal Register on October 21, 1960, 8:. &2 a. m. , 
and published in the issue of the Federal Register for October 22, 1960, 2. i 
F. R. 10106) 
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DELEGATION ORDER NO. 86 (Rev. 1) 
(EfFective November 23, 1060) 

Authority of Director of International Operations Extended to 
Panama Canal Zone, Puerto Rico and the Virgin Islands. 

Pursuant to the authority vested in me by Commissioner Delega- 
tion Order No. 63 [C. B, 1956 — 2, 1875], dated June 6, 1056, it is hereby 
ordered: 

1. Subject to the limitations contained in paragraph 2, there are 
delegated to the Director of International Operations the func- 
tions of administering the United States internal revenue laws in 
the Panama Canal Zone, Puerto Rico, and the Virgin Islands of 
the United States, and in all other areas of the world outside the 
United States, to the extent of. the authority delegated by Com- 
missioner Delegation Order No. 32 [C. B. 1056 — 1, 1016], dated 
May 1, 1956. 

2. Nothing in this order shall be deemed to a6'ect the procedures 
for administrative appeal existing immediately prior to August 
1, 1056, or any function of the Assistant Regional Commissioner 
(A. lcohol and Tobacco Tax), New York City Region. 

This Order supersedes Delegation Order No. 36 [C. B. 1056 — 2, 1676], 
which was efFective August 1, 1056, and is issued for the sole purpose~ 
of eliminating from the latter Order the words "and the territories 
of Alaska and IIawaii". 

WILLIAM H. LoEE, 
Assistant Commissioner (Operations). 

(Filed by the Division of the Federal Register on December 6, 1960, 8:49 a. m. . 
and published in the issue of the Federal Register for December 7, 1960, 25 F. R. 12526) 

DELEGATION ORDER NO. 57 (Rev. 1) 
(EfFective August 21, 1960) 

Notice of additional inspection of taxpayers' books of account 
under Section 7605(b), Internal Revenue Code 1954. 

Pursuant to the authority vested in me by Delegation Order No. 83 
dated June 6, 1056 [C. B. 1056 — 2, 1875], I hereby delegate authority, 
subject to the provisions of Subsection 4011 of the Internal Revenue 
Manual where applicable, to the Director of International Operations 
to sign in his name, after investigation, the notice to a taxpayer, 
required by Section 7605(b) of the Internal Revenue Code of 1054, 
that an additional inspection of such taxpayers' books of account 
is necessary. 

This authority may not be redelegated. 
This order supersedes Delegation Order No. 57, efFective March 5, 

1058 [C. B. 1058-1, 680]. 
WILLIAM EI. LoEE, 

Assistant Com»n& sioner (Operations). 
(Filed by the Division of the Federal Register on November 17, 1960, 8;50 a m, 

anti published in the issue of the Federal Register for November 18, 1960, 
25 F. R. 11015) 
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DELEGATION ORDER NO. 75 AMENDMENT NO. 1 

(EfFective July 1, 1960) 
Authority of Regional Appellate Division in Offers in Compromise 

Paragraph numbered 2 of Delegation Order No. 75, dated Feb- 
ruary 18, 1960, [C. B. 1960 — 1, 861] is amended by striking out u$5, 000" 
and inserting in lieu thereof "$25, 000. " 

DANA IiATHAM& 
0 ommi st, oner. 

(Filed by the Division of the Federal Register on July 8, 1960, 8:51 a. m. , and 
published in the issue of the Federal Register for July 9, 1960, 25 F. R. 
6486) 

PROCLAMATION 8858 

DETERMINING ETHYL 1- (8-CYANO-8, 8-DIPHEN�YLPR- 
OP�) -4-PHENYL-4-PIPERIDINECARBOXYLATE TO BE 
AN OPIATE 

By the President of the United States of A. merica — A Proclamation 

WHERE~s section 4781(g) of the Internal Revenue Code of 1954 
provides in part as follows: 

OriArz. — The word "opiate", as used in this part shall mean any drug (as de- 
fined in the Federal Food, Drug, and Cosmetic Act; 52 Stat. 1041, section 201(g); 
21 U. S. C. 821) found by the Secretary or his delegate, after due notice and. oppor- 
tunity for public hearing, to have an addiction-forming or addiction-sustaining 
liability similar to morphine or cocaine, and proclaimed by the President to have 
been so found by the Secretary or his delegate. 

AND WHEREAs the Secretary of the Treasury, after due notice and 
opportunity for public hearing, has found that the following-named 
drug has an addiction-forming or addiction-sustaining liability simi- 
lar to morphine, and that in tlie public interest this finding should be 
efFective immediately: 

Ethyl 1- (S-cyano-8, 8-diphenylpropyl) -4-phenyl-4-piperidinecarboxylate. 

Now, THEREFGRE, I) DwIGHT D. EisENHowER) President of the 
United States of America, do hereby proclaim that the Secretary of 
the Treasury has found that the aforementioiied drug has an addiction- 
forming or addiction-sustaining liability similar to morphine and that 
in the public interest this fiinding should be efFective immediately. 

IN WIT~Ess WIIEREoF, I have hereunto set my hand and caused the 
Seal of the United States to be aKxed. 

DQNE at the City of Washington this eighteenth day of July in the 
year of our Lord nineteen hundred and sixty, and of the 

[sEAI. ] Independence of the United States of America the one hun- 
dred and eighty-fifth. 

DWIGHT D. EISENHOWER. 

By the President: 
CHRISTIAN A. HERTER, 

Secretory of Stote. 
(Filed by the Division of the Federal Register on July 20, 1960, 2:40 p. m. , and 

published in the issue of the Federal Register for July 22, 1960, 2o F. R. 6945) 
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PROCLAMATION 886o 

DETERMINING CERTAIN DRUGS TO BE OPIATES 
By the President of the United States of America — A Proclamation 

WIIEREAs section 4781(g) of the Internal Revenue Code of 1Ã4 
provides in part as follows: 

OFIATE. — The word "opiate", as used in this part shall mean any drug (as 
defined in the Federal Food, Drug, and Cosmetic Act; 52 Stat. 1041, section 
201(g); 21 U. S. C. 621) found by the Secretary or his delegate, after due notice 
and opl&ortunity for public hearing, to have an addiction-forming or addiction- 
sustaining liability similar to morphine or cocaine, and proclaimed by the presi- 
dent to have been so found by the Secretary or his delegate. * * *; 

ANO WHEREAs the Secretary of the Treasury, after due notice and 
opportunity for public hearing, has found that each of the following- 
named drugs has an addiction-forming or addiction-sustaining liabil- 
ity siinilar to morphine, and that in the public interest this finding 
should be efFective immediately: 

1. Benzethidine (Ethyl I-(2-benzyloxyethyl)-4-pheny14-piperidine carboxy- 
late). 

2. Furethidine (Ethyl I-(2-tetrahydrofurfuryloxyethyl)4-phenyl-4-piperidine 
carboxylate) . 

3. 2- (p-Cholorobenzyl) -1-diethylaminoethyl-s-nitrobenzimidazole. 
4. 2- (p-Ethoxybenzyl) -1-diethylaminoethyl-5-nitrobenzimidazole. 

Now, THEREFGRE) I) DwIGHT D EIsENHowER) President of the 
United States of America, do hereby proclaim that the Secretary of 
the Treasury has found that each of the aforementioned drugs has an 
addiction-forming or addiction-sustaining liability similar to mor- 
phine and that in the public interest this finding should be efFective 
immediately. 

IN WITNEss WIIEREGF) I have hereunto set my hand and caused the 
Seal of the United States to be aKxed. 

DONE at the City of Washington this twenty-ninth day of July 
in the year of our Lord nineteen hundred and sixty, and of 

[sEAI. ] the Independence of the United States of America the 
one hundred and eighty-fifth. 

DWIGHT D. EISENHOWER. 
By the President: 

CHRISTIAN A. EIERTER) 
8en"eta)"y of 8tate. 

(Filed by the Division of the Federal Register on August 6, 1960, 4:52 p. m. , and 
published in the issue of the I&'ederal Register for August 5, 1960, 2o F. IL 7351) 

PROCLAMATION 8877 

DETERMINING CERTAIN DRUGS TO BE OPIATES 
By the President of the United States of America — A Proclamation 

WHEREAs section 4781(g) of the Internal Revenue Code of 1954 
provides in part as follows: 

OPIATE. — The word "opiate", as used in this part shall mean any drug (as 
defined in the Federal Food, Drug, and Cosmetic Act; 52 Stat. 1041, section 
201(g); 21 U. S. C. 621) found by the Secretary or his delegate, after due notice 
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and opportunity for public hearing, to have an addiction-forming or addiction- 
sustaining liability sinrilar to morphine or cocaine, and proclaimed bv the Presi- 
dent to have been so found by the Secretary or his delegate. * * ~; 

AND WHEREAs the Secretary of the Treasury, after due notice and 
opportunity for public hearing, has found that each of the folloIving- 
named drugs has an addiction-forming or addiction-sustaining liabil- 
ity similar to morphine, and that in the public interest this finding 
should be eRective immediately: 

(1) Diampromide (N-[2-( [Methyl]-phenethylamino)-propyl]-propionanilide), 
(2) Phenampromide (X- (I-l(lethyl-2-piperidinoethyl) -propionanilide). 

Now, TIIEREroRE, I, DwICHT D. EIsEN~owER, I'resident of the 
United States of America, do hereby proclaim that the Secretary of 
the Treasury has found that e;«h of the aforementioned drugs has an 
addiction-forming or addiction-sustaining liability similar to mor- 
phine, and that in the public interest this finding should be eRective 
immediately. 

IN iVITNESS WHEREDF, I have hereunto set my hand and caused the 
Seal of the United States to be a%xed. 

DoNE at the City of ll&rashington this twenty-seventh day of October 
in the year of our Lord nineteen hundred and sixty, and of 

[sEAL] the I»depe»de»ce of the United States of America the one 
hundred a»d eighty-fifth. 

DWIGHT D. EISENHOWER 
By the President: 

CHRISTIAN A. HERTERq 

Secreta' of &~'tote. 

(Filed by the Division of the Federal Register on October 28, 1000, 10337 a. m. , 
and published in the issue of the Federal Register for October 20, 1060, 25 F. R. 
10387) 

26 CFR 302. 1: Statutory. provisions and 
Executive order; section 212 of the 
International Claims Settlement Act, 
and Executive Order 10644. 

T. D. 6479 ' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I. SURCHAPTI'R F. PART 
302. — TAXES UNDER THE INTERNATIONAL CLAIMS SETTLEMENT ACT, AS 
AMENDED AUGUST 9, 1955 

Regulations relating to the application of the internal revenue 
laws to property subject to the International Claims Settlement 
Act, as amended. 

DEPARTMENT OF THE TREASURY) 
OI'I ICE OF CO31MISSIONER OF INTERNAL REVENVE) 

TVa8hington 85, D. C. 

To Officers on@ EnIp/oyeee of the Intern&1$ Eetenue Service ond 
0 there Concerned: 

On April 2, 1960, notice of proposed rulemaking regarding the 
regtllations relating to the application of the internal revenue laws 
pursuant to section 212 of the International Claims Settlement Act 
of 1949, as added by the Act of August 9, 1955 (Public Law 285, 

'25 F. R. 6469, 
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84th Cong. , 69 Stat. 562 [C. B. 1955 — 2, 756])) was published in the 
Federal Register (25 F. R, 2800). After consideration of all such 
relevant matter as was presented by interested persons regarding the 
rules proposed, the following regulations are hereby adopted. 

TABLE OF CONTENTS 
Section 
302. 1 Statutory provisions an(1 Executive order; section 212 of the Inter- 

national Claims Settlement Act, and Executive Order 10644. 
302. 1 — 1 Definitions. 
302. 1 — 2 Application of. regulations. 
302. 1 — 8 Protection of internal revenue prior to tax determination. 
302. 1 — 4 Computation of taxes. 
302. 1 — 5 Payment of taxes. 
302. 1 — 6 Interest and penalties. 
302, 1 — 7 Claims for credit or refund. 

AvTIIoRIrx: $$ 302. 1 to 302. 7, incl. , issued under sec. 7805, I. R. C. 1954; 68A 
Stat. 917; 26 U. S. C. 7805, and sec. 212 of the International Claims Settlement 
Act of 1949, as added by the Act of Aug. 9, 1955, Pub. Law 285, 84th Cong. , 
69 Stat. 562. 

I) 802. 1 STATUToRY PRovlsIoNs AND ExFcUTIvE ORDERs; SEOTICN 
212 OF THE INTERNATIONAL CLAIMS SETTLEMENT ACT) AND EXECUTIVE 
ORDER 10644. 

SEc. 212. (a) The vesting in any oflicer or agency designated by the 
President under this title of any property or the receipt by such 
designee of any earnings, increment, or proceeds thereof shall not render 
inapplicable any Federal, State, Territorial, or local tax for any period 
before or after such vesting. 

(b) The oflicer or agency designated by the President under this 
title shall, notwithstanding the filing of any claim or the institution 
of any suit under this title, pay any tax incident to any such property, 
or the earnings, increment, or proceeds thereof, at the earliest time 
appearing to him to be not contrary to the interest of the United States. 
The former owner shall not be liable for any such tax accruing while 
such property, earnings, increment, or proceeds are held by such desig- 
nee, unless they are returned pursuant to this title without pavment 
of such tax by the designee. Every such tax shall be paid by the 
designee to the same extent, as nearly as may be deemed practicable, 
as though the property had not been vested, and shall be paid only 
out of the property, or earnings, increment, or proceeds thereof, to which 
they are incident or out of' other property acquired from the same 
former owner, or earnings, increment, or proceeds thereof. No tax 
liability may be enforced from any property or the earnings, increment, 
or proceeds thereof while held by the designee except with his consent. 
Where any property is transferred, otherwise than pursuant to section 
207(a) or 207(b) hereof, the designee may transfer the property free 
and clear of any tax, except to the extent of any lieu for a tax existing 
and perfected at the date of vesting, and the proceeds of such transfer 
shall, for tax purposes, replace the property in the hands of the 
designee. 

(c) Subject to the provisions of subsection (b) of this section, the 
manner of computing any Federal taxes, including without limita- 
tion by reason of this enumeration, the applicability in such computa- 
tion of credits, deductions, and exemptions to which the former owner 
is or would be entitled, and the time and manner of any payment of 
such taxes and the extent of any compliance by the designee with pro- 
visions of Federal law and regulations applicable with respect to Federal 
taxes, shall be in accordance with regulations prescribed by the Secre- 
tary of the Treasury to effectuate this section. Statutes of limitations 
on assessments, collection, refund, or credit of Federal taxes shall be 
suspended with respect to any vested property or the earnings, incre- 
ment, or proceeds thereof, while vested and for six months thereafter; 
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but no interest shall be paid upon any refund with respect to any period 
during which the statute of limitations is so suspended. 

(d) The word "tax" as used in this section shall include, without 
limitation by reason of this enumeration, any property, income, excess- 
profits, war-profits, excise, estate, and employment tax, import duty, 
and special assessment; and also any interest, penalty, additional 
amount, or addition thereto not arising from any act, omission, neglect, 
failure, or delay on the part of the designee. 

[Section 212, International Claims Settlement Act of 1040, as added 
bv the Act of August 9, 1955 (Pub. Law 285, 84th Cong. , 09 Stat. 502) ] 

EXECUTIVE ORDER 10044, 

APPROVED NOVEMBER 7, 1055 (20 E. R. 8863) 

By virtue of the authority rested in me by Title II of the Interna- 
tional Claims Settlement Act of 1949, as added by Public Law 28o, 84th 
Congress, approved August 9, 1055 (60 Stat. 562), and by section 801 of 
title 8 of the United States Code, and as President of the United States, 
it is ordered as follows: 

SrcrroN 1. The A. ttorney General, and, as designated by the Attor- 
ney General for this purpose, any Assistant Attorney General are hereby 
designated and empowered to perform the functions conferred by the said 
Title II of the International Claims Settlement Act of 1040 upon the 
President, and the functions conferred by that title upon any designee 
of the President. 

Src. 2. The Attorney General is hereby designated as the oificer in 
whom propertv shall vest under the said Title II. 

Szc, 9. As used in this order, the term "functions" includes duties, 
powers, responsibilities, authority, and discretion, and the term "per- 
form" may be construed to include "exercise". 

$ 802. 1 — 1 DErz&11'aoNs, — (a) (( cnew aL) — )Vhen used in the regu- 
lations in this part, the terms defined in this section shall have the 
meaning so assigned to them. A. term not defined herein shall have 
the meaning, if compatible with the context, imputed thereto under 
the internal revenue laws. 

(b) Attorney GeneraL — The term "Attorney General" includes the 
ofhcer in whom property is vested pursuant to Title II of the Interna- 
tional Claims Settlement Act of 1N9, as amended. The term also 
includes the officer, including any A. ssistant Attorney General desig- 
nated by the A. ttorney General for this purpose, designated and em- 
powered pursuant to Fxecutive Order No. 10644 to perform the fu»c- 
tions conferred by Title II upon the President of the United States 
and the functions conferred by such Title upon. the designee of the 
President. 

(c) Commi88ioner. — The term "Commissioner" means the Commis- 
sioner of Internal Revenue. 

(d) Per8on. — The term "person" includes a natural person, partner- 
ship, association, other unincorporated body, corporation, or body pol- 
itic, having or claiming an interest in vested property or liable or 
charged with liability for internal revenue tax in connection with such 
property. 

(e) Former owner, — The term "former owner" means the owner 
immediately prior to vesting and any successor in interest by inherit- 
ance, devise, bequest, or operation of law, of such owner. 

(f) Property. — The term "propertv" naeans any property, right, or 
interest, including earnings, increment, or proceeds thereof. 
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(g) Act. — The term "Act" means the International Claims Settle- 
ment Act of 1949, as amended by the Act of August 9, 1955 (Public 
Law 285, 84th Cong. , 69 Stat. 562). 

(h) Tax. — The te~rm "tax" includes, but is not limited to, any 
property, income, excess-profits, war-profits, excise, estate, and em- 

ployment tax, import duty, and special assessment; and also any 
Interest, penalty, additional amount, or addition thereto not arising 
from any act, OIIIission, neglect, failure, or delay on the part of the 
Attorney General. 

$ 802. 1 — 2 APPLIcATIoN oF REGIJLATICN. — (a) Property coi ered. — 
The regulations in this part are applicable in connection with property 
vested in the Attorney General pursuant to section 202(a) of the Act 
and in connection with the net proceeds of any property described 
under section 202(b) of such Act which was vested in the Attorney 
General after December 17, 1941, pursuant to the Trading With the 
Enemy Act, as amended (40 Stat. 411) . 

(b) Taxes covered. — The regulations in this part are applicable 
to any internal revenue tax with respect to (1) property vested in 
the Attorney General or any action or transaction incidental to such 
property, or (2) any person whose property is so vested or any action 
or transaction of such person, whether the tax is applicable in respect 
of the period of vesting or any other period. 

F 802. 1 — 8 PRoTEGTIQN oF INTERNAL REvENUE PRIQR To TAX DE- 
TERMINATION. — (a) Suits and claims for return of vested property. — 
(1) 6'enerat. — The provisions of this paragraph apply in cases where 
there has been neither a final nor a tentative determination of in- 
ternal revenue tax liability. See paragraphs (e) and (f) of $ 802. 1 — 4. 
In such cases vested property (including property vested pursuant 
to section 202(a) of the Act which is subject to divestment by reason 
of its ownership by a natural person) shall not be returned or divested 
except in accordance with this paragraph. 

(2) Notice to Commissioner. — (I) 8uits for recovery. — Where suit 
for the return of vested property has been instituted pursuant to sec- 
tion 207(a) of the Act, the Attorney General shall within a reason- 
able time after answer has been filed or after beginning of the trial 
of the case notify the Commissioner in writing of the property in- 
volved and the name, address, citizenship, residence, and business or- 
ganization of the claimant, and any other pertinent information. 

(ii) Peturn icithout suit. — Where the Attorney General has deter- 
mined that pursuant to section 207(b) of the Act vested property 
is to be returned to the claimant, the Attorney General shall notify 
the Commissioner in writing in the manner prescribed in subdivision 
(i) of this subparagraph at least 90 days prior to any return of such 
property. 

(8) Return of property. — (i) By dkvestment. — Where the Attor- 
ney General has determined that property vested pursuant to section 
202(a) of the Act was directly owned by a natural person, the Attor- 
ney General shall not divest himself of such property and restore 
it to its blocked status prior to vesting unless there has been a 
determination of tax liability pursuant to $ 802. 1 — 4 and a payment 
of such tax pursuant to $ 802. 1 — 5. 
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(ii) Without security. — Where vested property is the subject of 
a suit or proceeding pursuant to the A. ct, it mny be returned without 
security prior to determination of applicable internal revenue taxes 
and prior to the judgment of the court or to the publication of the 
order of the Attorney General directing such return to the following 
described claimants under conditions hereinafter stated: 

(a) Residents and domestic enterprises. — In the case of claimants 
who at the time of return are (1) individuals permanently resident 
in the United States since December 7, 1041, or (8) corporations or 
other business enterprises organized under the laws of the United 
States, or nny Stnte, Territory, or possession thereof, or the District 
of Columbia, or doing business in the United States, the Attorney 
Genernl may without notice to the Commissioner return the property 
at n, ny time. 

(b) Non-residents, etc. — In the case of claimants who at the time 
of return are (1) individuals not permanently resident in the United 
States since December 7, 1M1, or (8) nondomestic corporations or 
other nondomestic enterprises not doing business v. ithin the United 
States, the property may be returned not less than 90 days after 
notice by the Attorney General to the Commissioner in a case within 
subparagraph (2) (i) of this paragraph, or not less than 00 days after 
notice in a case within subparagraph (2) (ii) of this paragraph, 
unless within such time the Attorney General is advised otherwise 
by the Commissioner. 

(iii) 'When security required. — Except ns provided in subdivisions 
(i) and (ii) of this subparagraph, vested property shall not be re- 
lensed prior to determination of tax liability without security satis- 
factory to the Commissioner, but determination of tax liability will 
be expedited in order that the release of the property or of the security 
shall not be unnecessarily delayed. 

(4) 8ecurity. — When security is required under subparagraph (3) 
(iii) of this paragraph, it shall be such of the following as the Com- 

missioner considers necessary: 
(i) Boud. — A bond of the claimant conditioned upon payment of 

the full amount of internal revenue t, axes determined to be due, filed 
with the district director in such amount, and with such sureties, as 
the Commissioner deems necessary. Only surety compn, nies holding n, 

certificate of authority from the Secretary of the Treasury may be 
used. 

(ii) CoZZateraZ security. — Collaternl nuthorized by lnw deposited by 
the claimant in lieu of surety conditioned upon the payment of the 
full amount of internal revenue taxes determined to be due. 

(iii) Reservation of assets. — Monies, or if the monies are insuS- 
cient, so much of the other property involved, to be reserved by the 
Attorney General, as will be suScient in the judgment of the Attorney 
General to cover any internal revenue tax liability determined by the 
Commissioner. 

(b) Vested property subject to debt cZain~s. — (1) Notice to Com- 
missioner. — With respect to vested property available for the payment 
of debt claims pursuant to section 208 of the Act, and with respect to 
which debt, claims have been filed, prior to the allowance of any such 
claims the Attorney General slrall in writing notify the Commissioner 
of the property involved, the citizenship, residence, business organiza- 
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tion anil other necessary information concerning the debtor and the 
ag regate of debt claims filed in respect thereof. 

9) Action by Commissioner. — Upon receipt of the notice provided 
in subparagraph (1) of this paragraph the Commissioner shall, as 
soon as practicable and not later than 120 days after receipt of notice, 
unless the time is extended by the Commissioner after notice to the 
Attorney General, (i) determine the taxes payable by the Attorney 
General in respect to the debtor, or (ii) advise the Attorney General 
of the provision, if any, to be made by him for payment to taxes with 
respect of the debtor. 

(30o. l — 4 CQMPUTATIoN oF TAXES. — (a) Detail of employees of 
the Internal Revenue 8er~ice. — The Commissioner will detail for the 
assistance of the Attorney General such employees of the Internal 
Revenue Service as may be necessary to make the computations under 
the regulations in this part promptly and accurately. 

(b) Relationship oj Attorney General and former owner. — In the 
computation of tax liability under the regulations in this part, except 
as otherwise provided herein, the vesting of property shall not be 
considered as afiecting the ownership thereof; and any act of the 
Attorney General in respect of such property (including the collec- 
tion or operation thereof and any investment, sale, or other disposition 
and any payment or other expenditure) shall be considered as the 
act of the owner. Nevertheless, except as otherwise provided in the 
Act or the regulations in this part, insofar as taxes are incident to the 
vested property during the period of vesting, they shall be payable 
b ythe Attorney General, except that to the extent of the value of 
any of the property returned to the former owner the latter shall be 
liable for such tax not paid by the Attorney General. While tax 
incident to nonvested property is collectible out of both vested and 
nonvested property, the nonvested property will be regarded as the 
primaiy source of collection of such tax. In determining the amount 
of liability to be paid out of property not vested by the Attorney 
General a computation shall be made covering the taxpayer's full 
period of liability, but without, regard to the vested property, or the 
income received by, or the operations of, the Attorney General. The 
amount so computed shall be first asserted against and collected so 
far as practicable from the taxpayer or out of his property which is 
not vested. Such part of the total tax liability as is not paid by the 
taxpayer or collected out of property not vested shall be asserted 
agamst, the vested property. See $302. 1 — 5, relating to payment of 
taxes, and $ 302. 1 — 7, relating to claims for credit or refund. 

(c) Latcs applicable to computations. — Except as otherwise spe- 
cifically provided in the regulations in this part, the computation 
under the regulations in this part of any internal revenue tax lia- 
bility shall be in accordance with the internal revenue laws and 
regulations applicable thereto, including all amendments of such 
laws or regulations enacted or promulgated prior to determination 
of the tax. 

(d) Periods for which computations made. — The amount of income, 
declared value excess profits, excess profits, capital stock, employ- 
ment, and excise taxes under the internal revenue laws will be com- 
puted for each taxable year or period during all or part of which 
property is vested prior to the return of the property. In the case 
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of a return of property prior to computation of tnx, see $ 802. 1 — 3. 
9'here vesting occurs during a taxable year or taxable period, niiy 
return filed or computation made covering vested or nonvested prop- 
erty should nevertheless be for the entire year or period. See par;i- 
graph (b) of this section. Unless facts are available indicating a 
liability for taxes for a taxable year or period occurring ivholly piior 
or subsequent to the periocl of vesting of the property by the Attorney 
General, the computations under tlie regulations in tliis part, both 
tentative nnd final, will be made only in respect of years and periods 
during all or pn, rt of ivhich the property is held by the Attorney 
General. 

(e) Tentative computation. — In order that the return of property 
or other appropriate action may not be delayed until the amount of 
taxes payable is finally computed nnd paid, a tentative computation 
of such amount will be made in every case, unless there are circum- 
stances appearing to make such action inappropriate. Such circum- 
stnnces would include (1) return of the property in accordance with 
$ 802. 1 — 8, (2) notice to the Commissioner by the person to whom the 
property is returnable or by the Attorney General that such person 
or the Attorney General, as the case may be, prefers that the return 
of the property~ be postponed until the amount of. such taxes can be 
finally computed or (3) belief on the part of the Commissioner that 
n, final computation will not unduly delay the return of, or other 
appropriate action with respect, to, tlie property. In making any such 
tentative computation of income, profits, or estn, te tax, the gross in- 
come or the gross estate, as the case may be, as sho~n by the records 
of. the Attorney Genera~l (excluding therefrom items exempt from 
taxation) shall be considered as the tnxnble or net income or taxable 
or net estate, respectively, unless a tax return has been filed or facts 
are available upon which a more accurate computation can be made. 
In any case in ivhich a duly authorized officer or employee of the 
Internal Revenue Service has otherv-ise computed the amount of 
taxes payable in respect of any period, such computation will be 
accepted as a tentative computation, unless the facts clearly indicate 
that a more accurate computation can be made. 

(f) Final co~nputation. — (1) Genera/. — A final computation of the 
amount of taxes payable by the person to whom property is return- 
able, or out of property to be returned, v ill be made as soon as prnc- 
ticable in. every case. In any ense in ivhich the nmount shown by a 
tentative computation has been paid, refund or credit of any amoiint 
paid in excess of the n, mount properly due ivill be made in accord- 
ance with the final computntion, even though a claim therefor has 
not been filed, if the period of limitation applicable to the filing of 
such claim has not expired. However, if it is desired to protect the 
right to any credit or refund determined to be due, a claim for credit 
or refund should be filed. The sufiiciency of any such claim in re- 
spect of an amount paid. in accordance with a tentative computation 
under tlie regulations in this part i~ ill not be questioned solely because 
facts upon which a more accurate computation could be made are not 
nvailable or cannot be established at the time such claim is filed. 
Any such claim in respect of an amount paid in accordance witli a 
final computation must, ho~ever, clearly set forth in detail under 
penalties of perjury nll the facts relied upon in support of the claim 
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and must conform to the regulations applicable to an ordinary claim 
for refund or credit. See $ 309. 1 — 7 relating to claims for credit, or 
refunds. 

(2) Information required. — (i) Income and propts taxes. — The 
following information submitted under penalties of perjury by or 
for the taxpayer is necessary in each case for a final computation, 
for each taxable year for which the computation is to be made: 

(a) All income (other than income received by the Attorney Gen- 
eral) froin sources within the United States, or if no such income has 
been received, then a statement to that e8ect, except that in the case of 
a citizen or resident of the United States, income from sources with- 
out as well as within the United States must be shown. 

(5) If a return of such income has been made, then the following 
data in respect of such return: 

(1) The taxable year for which the return was made and the tax 
(whether income, declared value excess profits, or excess profits tax) 
paid ) 

(8) The name of the taxpayer for whom the return was made; 
(8) The name of the agent or other person (if any) by whom such 

return was made; 
($) The office of the district director in which such return was filed. 
(c) Such other facts as may be required, from time to time, by the 

Commissioner. 
(ii) Other taxes. — Except as otherwise provided in subdivision (i) 

of this subparagraph, in order to make a final computation of the 
amount of any internal revenue tax payable by return in any ca, se, the 
usual return should be filed, together with the supporting documents 
required by the regulations pertaining to the tax. 

(g) Tax returns — (1) Generat. — In many cases allowance of de- 
ductions and credits is contingent upon the making of a return in 
accordance with the applicable internal revenue law. The submission 
of evidence relative to income or profits tax in accordance with sub- 
divisions (a) and (c) of paragraph (f) (2) (i) of this section will be 
considered as the making of the return required by any such law, 
only (i) for any taxable period, ending on or before December 81, 
1946, during all or part of which all or part of the property of the 
taxpayer was held by the Attorney General, or (ii) for any taxable 
period ending within one year from the date of the first return to 
the taxpayer of any part of the property held by the Attorney Gen- 
eral, whichever period ends later. In all other cases a return will 
be required in accordance with the applicable internal revenue laiv 
and regulations. In the case of returns ~here property is vested 
during a taxable year or period, see paragraph (d) of this section. 

(2) Estates and trusts. — In the case of estates and trusts the fid- 
ciaries shall file returns, including information returns as required 
by section 147 of. the Internal Revenue Code of 1989 or section 6041 
of the Internal Revenue Code of 1954. 

(8) Income tax forms to be used. — (i) 6'enera/. — In the case of 
taxpayers engaged in trade or business in the United States Forms 
1040B and 1120, as may be appropriate, shall be used. Where the 
taxpayer is not engaged in trade or business in the United States, 
Form M797 may be used in lieu of Forms 1040NB, 1040NB — a, and 
lloONB. 
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(ii) Definition. — YVhen used in subdivision (i) of this subpara- 
graph, the term "engaged in trade or business in the United States" 
includes the managing and renting of real estate in the United States 
by an agent of the Attorney General or of the former owner duly 
authorized to execute rental agreements and to pay all taxes ancl 
charges incident to the repair and maintenance of such property, but 
does not include the mere renting or leasing of property under agree- 
ment requiring the lessee or occupant to pay taxes and to make repairs 
or improvements. 

$802. 1 — 5 PAYMENT oF TAxEs. — (a) Pursuant to tentative com- 
putations. The amount of taxes shown by a tentative computation, 
shall be paid by the Attorney General or the taxpayer, as the case 
may be, to the district director as soon as practicable after the tenta- 
tive computation has been made. It will not be necessary, however, 
for the payment by the Attorney General to be made prior to the 
return of property if an amount sufhcient to cover all internal revenue 
taxes is retained from the property by the Attorney General. 

(b) Pursuant to final computations. — Upon a final computation 
of internal revenue taxes properly payable, the amount, thereof. re- 
maining unpaid shall be paid by the Attorney General to the dis- 
trict director as soon as practicable after the final computation has 
been made, or, in case the property has been returned to the former 
owner, by sucli owner. If the final comput, ation shows that the full 
amount of internal revenue taxes properly payable is less than the 
amount previously paid, the difference shall be credited or refunded 
in accordance with the provisions of the regulations in this part and 
other applicable regulations. A. final computation will not prohibit 
a subsequent recornputation if it is determined tliat the amount 
shown by the final computation is erroneous. 

(c) Def'iciency procedure. — The Attorney General shall pay inter- 
nal revenue taxes without regard to the provisions of law relatinp 
to the sending of a deficiency notice by certified or registered mail 
or to notice and demand. 

$ 802. 1 — 6 INTEREsT AND PENALTIEs. — (a, ) Liability for interest 
and civil penalties. — Under subsection (d) of section 212 of the Act 
there is no liability for interest or penalty on account of any act or 
failure of the Attorney General. Such subsection is not applicable 
to interest or penalties payable in respect of any act or failure 
during the period prior to the vesting of the property by the At- 
torney General, or after the return of the property, or during the period 
wliich the property was vested by the Attorney General on account of 
an act or omission of any person other than the Attorney General. 

(b) Adjustment. — In case of. any assessment or collection, or cred- 
it or refund, of interest or a civil penalty contrary to section 212 
(c) or (d) of the Act, proper adjustment shall be made. 

$ 302. 1 — 7 CLAIMS FOR CREDIT OR REFUND. — (a) Time for filing 
claims. — Claims for credit or refund must be filed within the period 
prescribed by section 822 of the Internal Revenue Code of 1939 or 
by section 6511 of the Internal Revenue Code of 1954, as modified 
by section 212(c) of the Act. Any such claim must contain a de- 
tailed statement under penalties of perjury of all the facts relied 
upon in support of the claim and should be filed with the district 

585726' — 61 60 
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director of the district in which the tax was paid. See paragraph 
(f ) (1) of II 802. 1 — 4 relating to final computation. 

(b) Attorney General acting for taxpayer. — Any act of the 
Attorney General for, or on behalf of, a taxpayer in respect of any 
claim under the regulations in this part ivill be considered as the 
act, of such taxpayer, unless such taxpayer notifies the Commissioner 
in writing, by tlie filing of a claim for refund or credit or otlier- 
wise, that he does not ratify such act. See paragraph (b) of 
) 80o. 1-4 relating to relationship of Attorney General and former 
owner. 

(c) Eefnncl payable to Attorney Genera/. — All refund of taxes 
paid by the Attorney General shall be made directly to that official. 

CHARI. Es I. Fox, 
Acting Comrade'ssioner of Internal Revenue. 

Approved July 1, 1960. 
FRED C. SCRIBNER JR. , 

Acting Secretary of the Treasury. 

(Filed by the Division of the Federal Register on July 8, 1960, 8:48 a. m. , and 
published in the issue of the Federal Re ister for July 9, 1960, 25 F. R. 
6469) 

T. D. 648'� ' 
TITI, K 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 17. — 

TEMPORARY RUI, KS RELATING To THK DEALER RESERVE INCOIIIE ADJUST- 
MENT ACT OF 1960 

Temporary rules relating to elections or other a. etions by tax- 
payers under the provisions of such Act. 

DEPARTMENT OF THE TREASURY) 
OFFICE OI' COMMISSIONER OF INTERNAL REVENUE& 

W'ashington 85, D. O. 
To Officers and Employees of the Internal Pe~enue Service ancl Others 

C"oncernecl: 
The following rules, prescribed under the Dealer Reserve Income 

Adjustment Act of 1960 (74 Stat. 1O4) [P. Ii. 86 — 459, C. B. 1960 — 
1& 

795], relate to certain elections or other actions by taxpa~yers under the 
provisions of such A. ct. 

The rules set forth herein are temporary rules designed to inform 
taxpayers as to how, when, and Ii here to perform certain acts required 
or permitted under the Dealer Reserve Income Adjustmeiit Act of 
1960. More compreliensive rules with respect to the subject involved 
will be incorporated in subsequent regulations under the Act. The 
inclusion in this Treasury Decision of rules relating to certain acts 
is intended to assist taxpayers in the performance of such acts. Rules 
with respect to other acts required or permitted by other provisions of 
the Act ivill be covered in subsequent regulations. 

In order to prescribe temporary rules relating to certain elections 
or other actions by taxpayers under the provisions of the Dealer 
Reserve Income Adjustment Act of 1960, the following rules are 
hereby adopted: 

'26 F. R. 6879. 



f 17. 1 — 1 ELEGTIQNs UNDEli DEALER REsERvE INcoME ADJUsTMENT 
AOT or' 1900. — (a) In general. The Dealer Reserve Income Adjust- 
ment Act of 1900 (74 Stat. 124) contains transitional provisions relat- 
ing to adjustments to income resulting from a change in the income 
tax treatment of "dealer reserve income". This Act applies to any 
person who, for his most recent taxable year ending on or before 
June 22, 1959, (1) computed, or was required to compute, taxable 
income under a~n accrual methocl of accounting, (2) treated any dealer 
reserve income, ivhich sliould have been taken into account (under 
the accrual method of accounting) for such taxable year, as accruable 
for a subsequent taxable year, and (3) before September 1, 1960, 
makes an election under either section 8(a) or 4(a) of the Act. These 
elections relate to the manner of computing adjustments to income 
resulting from the change in the treatment of "dealer reserve income". 
Section 4(b) provides an election in certain cases for the payment in 
installments of the net increase in tax resulting from the exercise of 
the election under section 4(a). These elections are applicable only 
with respect to adjustments resulting from the change in the treatment 
of dealer reserve income and the increase or decrea~se in tax resulting 
therefrom. For a detinition of "dealer reserve income", see section 
5(a) of the Act. 

(b) Elections. — (1) L& lection to have section 2+1 apply. — Section 
8(a) provides that if the taxpayer makes an election under that sec- 
tion, the change in the treatment of dealer reserve income shall be 
treated as a change in method of accounting not initiated by the tax- 
payer to which section 481 of the Internal Revenue Code applies. 
The year in which the change is considered to have been made is the 
earliest of the years described in section 3(b) in which the treatment 
of dealer reserve income is changed to a method proper under the 
accrual method of accounting. 

(2) Election to have section li81 not apply. — Section 4(a) provides 
that if the taxpayer makes an election under that section, the change 
in the treatment of dealer reserve income shall be treated as not a 
change in method of accounting to which section 481 of the Code 
applies. An election made under section 4(a) shall apply to all tax- 
able years ending on or before June 22, 1959, for which the assessment 
of any deficiency, or for which refund or credit of any overpayment, 
was not, on June 21, 1959, prevented by the operation of any law or 
rule of law. If a valid election is made under section 4(a), whether 
or not an election under section 4(b) is also made, no interest shall 
be imposed on any underpayment and no interest shall be paid on 
any overpayment attributable to such election for the period beginning 
on the date of the election and ending on the date prescribed for 
payment of the tax for the taxable year in which the election was 
made. 

(8) Election to pay in instalhnents. — Section 4(b) provides that 
if an election is made under section 4(a), and if the "net increase in 
tax" as defined in paragraph (2) of section 4(b) exceeds $2, 500, then 
the taxpayer may elect to pay any portion of such increase upa~id on 
the date of election in 2 or more (but not to exceed 10) equal annual 
installments. In determining whether the net increase in tax resulting 
from the election exceeds $2, 500, there shall be taken into account 
interest computed on any increase in tax from the due date for pay- 
ment of the tax for the taxable year to which the increase relates to 
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the date of election. Similarly, there shall be taken into account 
interest computed on any decrease in tax from the date of overpay- 
ment to the date of election. 

(c) By~horn election is to be macle. — (1) In general. — Generally, 
the taxpayer to whom the Act applies will exercise the elections pro- 
vided therein. In the case of a partnership or a corporation electing 
under the provisions of subchapter S, chapter 1 of the Code, the elec- 
tions shall be exercised by the persons specified in subparagraphs (2) 
and (3) of this paragraph, respectively. 

(2) Partnerships. — In the case of a partnership, the election under 
section 3 or 4(a) shall be exercised by the partnership. If an election 
is made by the partnership under section 4(a), any election under 
section 4(b) to pay the net increase in tax in installments shall be made 
by each partner separately. The determination as to whether the net 
increase in tax resulting from the section 4(a) election exceeds So, 500 
shall be made with reference to the increase or decrease in the tax of 
each partner attributable to the adjustment to his distributive share 
of the partnership income resulting from the election. 

(3) Subchapter 8 corporations. — In the case of an electing small 
business corporation under subchapter S, chapter 1 of the Code, the 
election under section 3 or 4(a) shall be made by such corporation. An 
election under section 4(b) to pay the net increase in tax in install- 
rnents shall, to the extent the net increase in tax resulting from the 
election is attributable to adjustments to income for taxable years for 
wlfich the corporation was not an electing small business corporation, 
be made by the corporation. The determination as to whether the 
net increase in tax for such taxable years exceeds po, 500 shall be made 
with reference to the increase or decrease in tax of the corporation. 
Any election under section 4 (b) to pay the net increase in tax in install- 
ments shall, to the extent the increase in tax is attributable to years 
for which the corporation was an electing small business corporation, 
be made by the shareholders separately. The determination in such a 
case as t, o whether the net increase in tax for such taxable years exceeds 
$9, 500 shall be made with reference to the increases or decreases in the 
tax of each shareholder attributable to the adjustments to taxable in- 
come of the electing small business corporation resulting from the 
election. 

(d) 7'ime and manner of ma/rin elections. — (1) In general. — Any 
election made under the Act shall be made by the person described in 
paragraph (c) of this section before September 1, 1960, by filing a 
statement with the district director with whom such person's income 
tax return for the taxable year in which the election is made is re- 
quired to be filed. Any election is irrevocable after A. ugust 31, 1960. 
A copy of the statement of election shall be attached to and filed with 
such person's income tax return for such taxable year. 

(2) Election to have section $81 apply. — An election under section 
3 of the Act shall be made in the form of a statement which shall in- 
clude the following: 

(i) A clear indication that an election is being made under 
section 3 j 

(ii) Information sufficient to establish eligibility to make the 
election; and 

(iii) The year of change as defined in section 3(b). 
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An amended income tax return refiecting the increase or decrease in 
tax attributable to the election shall be filed for the year of change to- 
gether with schedules showing how the tax was recomputed under 
section 481 of the Code. If income tax returns have been filed for any 
taxable years subsequent to the year of change, amended returns re- 
jecting the proper treatment of dealer reserve income for such years 
shall also be filed. Any amended return shall be filed with the ofiice 
of the district director with whom the taxpayer files his income tax 
return for the taxable year in which the election is made and, if 
practicable, on the same date the statement of election is filed, but 
amended returns shall be filed in no event later than November 80, 
1960. Whenever the amended returns do not accompany the state- 
rnent of election, a copy of the statement shall be submitted with the 
amended returns. 

(8) E/ection not to have section $81 asap/y. — An election under sec- 
tion 4(a) of the Act shall be made in the form of a statement which 
shall include the following: 

(i) A clear indication that an election is being made under sec- 
tion 4(a); 

(ii) Information sufficient to establish eligibility to make the 
election; and 

(iii) The taxable years to which the election applies. 
Amended income tax returns refiecting the increase or decrease in tax 
attributable to the election shall be filed for the taxable years to which 
the election applies. If income tax returns have been filed for any 
subsequent taxable years, amended returns refiecting the proper treat- 
ment of dealer reserve income for such years shall also be filed. Any 
amended return shall be filed with the once of the district director 
with whom the taxpayer files his income tax return for the taxable 
year in which the election is made and, if practicable, on the same date 
the statement of election is filed, but amended returns shall be filed in 
no event later than November 80, 1960. Whenever the amended re- 
turns do not accompany the statement of election, a copy of the state- 
ment shall be submitted with the amended returns. 

(4) E/ection to pay tax in insta//ments. — (i) Except as otherwise 
provided in subdivision (ii) of this subparagraph, if the person 
making the election under section 4(a) of the Act also desires to make 
the election under section 4(b) to pay the increase in tax in install- 
ments, then the statement of election prescribed by subparagraph (8) 
of this paragraph shall include the following additional information: 

(a) A clear indication that an election is also being made under 
section 4 (b); 

(b) A summary of the total increases and decreases in tax, 
together with interest thereon, in sufiicient detail to establish 
eligibility to make the election; and 

(c) The number of annual installments in which the taxpayer 
elects to pay the net increase in tax. 

(ii) Where a partnership or electing small business corporation 
under subchapter S, chapter 1 of the Code, has made an election under 
section 4(a), and any partner or shareholder, as the case may be, 
desires to make an election under section 4(b), a statement of election 
shall be filed by such partner or shareholder containing the following 
information: 
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(a) A clear indication. that an election is being made under 
section 4(b); 

(5) A. summary of the total increases and decreases in tax, 
together with interest thereon, of such partner or shareholder in 
suScient detail to est, ablish eligibility to make the election; 

(c) The number of annual installments in which the partner 
or shareholder elects to pay the net increase in tax; and 

(d) The olFIce of the district director and the date on which 
the election under section 4(a) was filed by such partnership or 
corporation. 

The statement of election under section 4(b) shall be accompanied by 
a copy of the statement, of election under section 4(a) made by the 
partnership or by the electing small business corporation under sub- 
chapter S, chapter 1 of the Code, as the case may be. 

Because this Treasury Decision merely provides temporary rules 
designed to inform taxpayers as to how, when, and ~here to perform 
certain acts required or permitted under the Dealer Reserve Income 
Adjustment Act of 1060, it is found unnecessary to issue this Treasury 
Decision with notice and public procedure thereon under section 4(a, ) 
of the Administrative Procedure Act, approved June 11, 1046, or 
subject to the efFective date limitation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained in 
section 5(f) of the Dealer Reserve Income Adjustment Act of 1960 
(74 Stat, 198) and section 7805 of the Internal Revenue Code of 1054 
(68A Stat. 917; 26 U. S. C. 7805) . ) 

DANA LATHAM, 
Commissioner of Internal Revenue. 

Approved July 14, 1060. 
FRED C. SCRIBNER) JR. , 

Acting Secretary of the Treasury. 
(Filed by the Division of the Federal Register on July 19, 1960, 8:49 a. m. , and 
published in the issue of the Federal Register for July 20, 1960, 25 F. R. 6879) 

(Also Part I, Section 819. ) T. D. 6491 ' 
TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 

INCOIIE TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1956 

Percentage to be used by foreign life insurance companies in 
determiniug the "minn»urn figure" under section 819(b) of the 
Internal Revenue Code of 1954, for p»1yoses of computing declara- 
tio» of estimated income tax for the taxable year 1960. 

DEPARTMENT OI' THE TREASURY& 
Washington M, D. C. 

To Officers and Employees of the Treasury Department and Others 
Concerned: 

Section 819(b) of the Internal Revnue Code of 1954, as added by 
the Life Insurance Company Income Tax Act of 1059 (78 Stat. 186) 
[P. I~. . 86 — 69, C. B. 1050 — o, 654], provides for the determination of a 
percentage to be used in determnting a "minimum figure" for each 
foreign life insurance company described in section 819(a). Where 

i 25 E. R. 8776, 
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this minimum figure exceeds the foreign life insurance company's 
surplus held in the United States, the amount of the "policy and other 
contract liability requirements" (determined under section 805 with- 
out regard to section 819(b) ), and (he amount of the "required inter- 
est" (determined under section 809(a) without regard to section 
819(b) ), must each be reduced by an amount determined by multi- 
plying sucli excess by the "current earnings rate" (as defined in sec- 
tion 805 (b) (2) ) . In view of the extensions granted to many 
domestic life insurance companies to file their 1959 returns, it will 
not be possible to compute the percentage required by section 819(b) 
prior to the expiration of the date for the filing of the declaration of 
estimated income tax for the tax;ible year 1960. Accordingly, it is 
hereby determined that for purposes of the declaration of estimated 
1960 income tax and payments of installments thereof by foreign 
life insurance companies, a percentage of 12. 5 (the percentage appli- 
cable for 1959) shall be used in determining the minimum figure 
under section 819(b). idio additions to tax shall be made because of 
any underpayment of tax which results solely froin the use of this 
percentage. 

Because the public cannot efi'ectively participate in the determina- 
tion of the percentage announced in this Treasury Decision, it is 
found that it is unnecessary to issue this Treasury Decision with 
notice and public procedure thereon under section 4(a) of the Admin- 
istrative Procedure Act, approved June 11, 1946, or subject to fhe 
efi'ective date liinitations of section 4 (c) of such Act. 

FRED C. SCRIBNERq Jr. , 
Acting Secretary of the Treasury. 

September 6, 1960. 

(Filed by the Division of the Federal Register on September 12, 1060, 8:47 a. m. , 
and published in the issue of the Federal Register for September 18, 1060. 26 
F. R. 8776) 

26 CFR 601. 602: FOITns and instructions. 
(Also Part I, Section 404; 1. 404(a) — 2. ) 

Copies of the information forms Gled with the United States 
Department of Labor pursuant to the Welfare and Pension Plans 
Disclosure Act, Public Law 86 — 886, may be used in partial satisfac- 
tion of the requirements of section 1. 404(a) — 2 of the Income Tax 
Regulations which deals with the information to be furnished by 
an employer claiming deductions under section 404 of the Internal 
Revenue Code of 10M. 

Rev. Proc. 60 — 14 

SECTION 1. PE'RPOSE. 

The purpose of this Revenue Procedure is to announce that copies 
of the information forms filed with the United States Department 
of Labor pursuant to the Welfare and Pension Plans Disclosure Act, 
Public Law 85 — 886, 85th Congress, 29 U. S. C. 806, will partially satisfy 
the requirements of section 1. 404(a) — 2 of the Income Tax Regulations 
with regard to information to be furnished by employers claiming 
deductions under section 404 of the Internal Revenue Code of 1954. 

SEC. 2. BACKGEOIIND. 

. 01 As stated in the Welfare and Pension Plans Disclosure A. ct, 
one of its purposes is to carry out the policy of the Congress to protect 



the interests of participants in employee welfare and pension benefit 
plans and their beneficiaries, by requiring the disclosure and reporting 
to participants and beneficiaries of financial and other information 
with respect thereto. To carry out this policy, the Act requires the 
administrator of an employee welfare or pension benefit plan to (1) 
make available to participants or beneficiaries for examination in the 
principal office of the plan, copies of a description of the plan (includ- 
ing all amendments or modifications thereto upon tlieir effective date) 
and the latest annual reports; (2) to deliver, upon written request, to 
a participant or beneficiary a copy of the description of the plan (in- 
cluding all amendments or modifications thereto upon their effective 
date) a~nd a summary of the latest annual report, by mailing such doc- 
uments to the last known address of the participant or beneficiary 
making such request; and (8) to file two copies of each description of 
the plan and annual report with the Secretary of Labor. 

. 02 The purpose of the information required by section 1. 404(a) — 2 
of the regulations is to establish whether a pension, annuity, profit- 
sharing or stock bonus plan meets the requirements of section 401(a) 
or 404(a) (2) of the Code and that deductions claimed do not exceed 
the amount allowable under paragraphs (1), (2), (8), and (7) of 
section 404(a) of the Code. To some extent the information called 
for by the welfare and Pension Plans Disclosure Act and by section 
1. 404(a) — 2 of the regulations overlap. However, to a large extent, 
the information called for by the Act is not required for income tax 
yuiposes and most of the information required by the regulations 
is not called for by the Act. In. addition to di6'erences in subject 
matter, the annual report filed under the Act may be for a period 
other than the employer's taxable year, whereas much of the informa- 
tion called for by the regulations must be for a taxable year. 
Szo. 3. Usz or UNITED STATEs DEPARTMENT oI' LABQR FQRMs. 

. 01 Even to the extent that information filed with the United States 
Department of Labor satisfies part of the requirements of section 1. 404 
(a) — 2 of the regulations, filing with the United States Department of 
Labor will not satisfy the requirement of the regulations that infor- 
mation to support, deductions claimed on a tax return be filed in the 
office of the District Director of Internal Revenue in which the em- 
ployer files his tax returns. It would not be feasible for a revenue 
agent examininq an employer's tax return to suspend the examination 
in order to obtain a copy of the information from the Depaitment of 
Labor. 

. 02 In accordance with the Act, the United States Department of 
Labor has prepared Form D — 1, Description Form, December 1958, 
and Form D — 2, Annual Report, January 1959, and has made them 
available to administrators of v'elfare and pension benefit plans for 
use in carrying out the disclosure and reporting requirements of the 
Act. 

. 03 To the extent that a taxpayer may find it convenient to use a 
form prepared by the Department of Labor for the purpose of filing 
information required under the Income Tax Regulations, a completed 
copy of such form, filed with the tax return or identified for associa- 
tion with it, will be acceptable for the purposes of the part of the 
information called for by section 1. 404(a) — 2 of the regulations which 
the form covers. For example, a completed copy of Exhibit B — 1, 



939 

Suinmary Statement of Assets and Liabilities, and of Exhibit B — 2, 
Summary Statement of Receipts and Disbursements, of Form D — 2, 
will satisfy the information requirement specified in subparagraph 
(6) of section 1. 404(a) — 2(a) of the regulations for a detailed balance 
sheet and a detailed statement of receipts and disbursements in the 
case of a trusteed plan. Similarly, items 6 and, 10 of Form D — 2 pro- 
vide some of the information requi~red by such subparagraph (6) for 
nontrusteed annuity plans. As a further example, in the case of a pen- 
sion or annuity plan, item 12 of Form D — 2 for a trusteed plan, or 
Exhibit A — 2 of Form D — 2 for an insured plan, will, if completed, 
satisfy at least part of the information requirement specified in sub- 
paragraph (7) of section 1. 404(a) — 2(a) of the regulations for the 
years in which such information must be furnished. 

. 04 Rather than extract certain schedules from Form D — 2 for sub- 
mission with income tax returns, employers may find it more convenient 
to submit to the Ofhce of the District Director an entire copy of Form 
D — 2 as filed with the Department of Labor. However, even if this is 
done, it will not satisfy the requirements of the Income Tax Regula- 
tions with respect to information not contained in such Form D — 2. 
For example, little or none of the information specified in subpara- 
graphs (8), (4), (5), (8), and (9) of section 1, 404(a) — 2(a) of the 
regulations is provided for in either Form D-1 or Form D — 2. These 
items of information must be submitted for the years in which they 
are required by section 1. 404(a) — 2 of the regulations, in addition to 
any information furnished on Department of Labor forms. 
SEO. 4. ErrEOTIvE DATE. 

This Revenue Procedure will be e8ective July 11, 1960. 

26 CFR 601. 801: Imposition of taxes, qualifi- 
cation requirements, and regulations. 

(Also Part III-A, Section 5218; 201. 871. ) 
An applicant bottler may omit package serial numbers on Form 

179, Withdrawal of Spirits Ta~paid (Revised 1960), provided such 
applicant bottler submits a statement that the serial numbers will be 
supplied by the bonded warehouseman upon filling drums of beverage 
spirits. 

SEGTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to set forth the procedure 

relating to the placing of serial numbers of packages on Form 179, 
Withdrawal of Spirits Taxpaid (Revised 1960), which is to be used 
on and after July 1, 1960. 
SEC. 2. BACKGROUND. 

Section 201. 871 of the Distilled Spirits Plant Regulations provides, 
in part, that where spirits are to be withdrawn by the proprietor of 
the bottling premises for rectification or bottling he shall make ap- 
plication for such withdrawal on Form 179. The instructions on Form 
179 require that the proprietor of the bottling premises making 
applica, tion for withdrawal shall enter on such form the serial num- 
bers of the packages he wishes to withdraw pursuant to the appropriate 
withdrawal bond. 
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SEC. 8. CONCLUSION. 

The Internal Revenue Service will not object to the applicant bottler 
omitting the package serial numbers on submission of a statement that 
such numbers will be supplied by the bonded warehouseman upon the 
filling of the drums. However, this permission will extend on]y to 
those bonded warehouse premises where it is a customary trade practice 
to fill drums of beverage spirits upon receiving orders from customers 
and just prior to shipment. There must also be compliance with all 
other pertinent provisions of the regulations, and this permission may 
be withdrawn if administrative difficulties or any jeopardy to the 
revenue ensues. As an alternative measure, the proprietor of the 
bottling premises may give a power of attorney to the proprietor of the 
bonded premises to enable him to complete Form 179 with respect to 
such serial numbers. 

SEC. 4. INQUIRIES. 
Inquiries regarding this Revenue Procedure should refer to its num- 

ber and be addressed to the OKce of the appropriate Assistant Re- 
gional Commissioner, Alcohol and Tobacco Tax. 

Rev. Proc. 60 — 16 26 CFR 601. 105: Examination of returns and 
claims for refund, credit or abatement; 
determination of co~rrect tax liability. 

Establishment of a full-time Conference Coordinator position in 
each internal revenue district to be responsible for the direction and 
execution of the informal conference function. 

Revenue Procedure M — 31, C. B. 1956 — 2, 1306, superseded. 

SECTION 1. PURPOSE. 
The purpose of this Revenue Procedure is to announce certain im- 

provements that are currently being made in the informal conference 
procedures in the Audit Divisions of the District Directors' of In- 
ternal Revenue offices. The objective of these improvements is to 
encourage more taxpayers in unagreed cases to avail themselves of 
informal conferences than have done so under prior procedures. 
SEC. 2. BACKQROUND. 

. 01 Revenue Procedure 56 — 84, C. B. 1956 — 2, 1896, announced the 
establishment of the position of C;onference Coordinator in the larger 
district offices and modified prior informal conference procedures. 
Those changes were designed to provide effective direction and con- 
trol of the mformal conference function at the district office level. 

. 02 Experience gained in the use of the procedures prescribed in 
Revenue Procedure 56 — 84 and results of further studies made in this 
area disclose the need for expanding the Conference Coordinator 
position to all districts and adding further refinements to prior pro- 
cedures in order to encourage taxpayers now by-passing informal 
conferences to avail themselves of this opportunity to resolve unagreed 
issues. 

SEC. 3, SCOPE. 
In general, the revised informal conference procedures apply both 

in field audit and OSce audit cases. The new procedure encompasses 
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not only income tax cases, but also estate, gift, excise ancl employment, 
tax cases. 

SEO. 4. REsPQNSIBILITY' FoR THE INFQRAIAI CoNFERENGE FvNCTIoN. 
A full-time Conference Coordinator position has been established 

in each district which did not previously have such a position. In all 
district offices the Conference Coordinator is responsible for the direc- 
tion and execution. of the informal conference function under the 
supervision of the Chief, Audit Division. One or more full-time con- 
ferees will be assigned to the Conference Coordinator's Stafi' in every 
district that has a suScient volume of ivork to warrant such assign- 
ments. k roin time to time, as need arises, other qualified teclinicians 
in the Auclit Division may be temporarily assigned to the Conference 
Coordinator's Sta8 to hold informal conferences. 
SEO. 5. REVIsioNS IN PuocFDvRE. 

. 01 In unagreed cases, the examining ofFicer will, at the conclusion 
of the examination, prepare a statement of proposed adjustments. 
This statenient will be mailed to the taxpayer, together with an ap- 
propriate informal conference invitation letter. 

. 02 The Conference Coordinator in each district will be responsible 
for the assignment of conferees to handle all informal conferences. 
These assignments will be made generally on the following basis: 

(1) The Conference Coordinator will handle, or will assign a full- 
time member of his sta8 or another qualihed technician in the Audit 
Division to handle informal conferences in all complex cases, in all 
cases in which the taxpayer requests that the conference be handled 
by a conferee who functions independently of the examining ofBcer's 
group supervisor, and in all cases in ivhich the examining ofBcer's 
group supervisor disqualified himself as conferee clue to his prior 
active participation in the case. 

(2) The examining OScer's group supervisor will normally be 
assignecl to handle informal conferences in all other cases unless the 
best, interests and rights of the Service and the taxpayer ~ould not, be 
served thereby. However, in this type of case, the taxpayer will be 
informed that if he prefers he may instead request a conference 
with a conferee who will function independently of the examining 
ofFicer's group supervisor. All such taxpayer requests will be hon- 
ored by the Conference Coordinator. 

. 08 In complex informal conference cases, taxpayers will be re- 
quested to submit a brief infornial written statement setting forth 
the facts, rulings, or other clata, on which they rely. Although not 
required, such a statement would expedite the conference and assist 
the conferee in resolving the issues. 

. 04 If a taxpayer fails to avail himself of an informal conference 
at the time one is initially offered and subsequently files a formal 
protest upon receipt of the examination report and a 80-day prelini- 
inary notice, his case will be referred to thc Conference Coordinator 
for review. If the Conference Coordinator believes the unagreecl 
issues in the case are susceptible to being resolved at the Audit, Divi- 
sion level, he will schedule an informal conference for the taxpayer 
with a member of his stafF and invite the taxpayer to attend. Such 
invitation may be by local telephone call or by letter. 
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SEC. 6. KI'I'ECT ON OTIIER DOCUMENTS. 

Revenue Procedure 56 — 84, C. B. 1956 — 2, 1896, is hereby superseded. 

SEC. 7. INQUIRIES. 
Inquiries relating to this Revenue Procedure should be addressed 

to the Assistant Commissioner (Operations) for the attention of 
0:A:P. 

Rev. Proc. 60 — 17 26 CFR 601. 104: Collection functions. 
(Also Part I, Sections 6601, 6611; 801. 6601 — 1, 

801. 6611 — 1, ) 
(Also Part, II, Sections 292, 294, 8771; Regu- 

lations 118, Section 89. 294 — 1. ) 
Guides and instructions to be followed with respect to the com- 

putation of restricted interest under the Internal Revenue Codes of 
1954 and 1989. 

TABLE OF CONTENTS 
1 Purpose 
2 Authority for and General Nature of Restricted Interest 
8 EIow to Apply and Compute Restricted Interest 
4 Net Operating Loss Carryback 
5 War I. oss Recoveries 
0 Foreign Tax Credit 
7 Personal Holding Company Tax 
8 Renegotiation of Contracts 
9 Time for Performiug Certain Acts Postponed by Reason of %Var 

10 Construction Reserve Fund — Merchant Marine Act of 19M 
11 Bad Debts and Worthless Securities 
12 Credit for Sta. te and Foreig~ Death Taxes 
18 Excise Taxes 
14 Employment Taxes 
15 Stamp Taxes 
10 Special Interest Provisious Relating to 1989 Code Taxes 
17 Alcohol, Tobacco, and Certain Other Excise Taxes 
18 Estate Tax-Revocable Transfers — Eifect of Disability in Certain Cases 
19 Special Provisions Relating to Life Insurance Companies 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to outline the provisions 
of the Internal Revenue Codes of 1989 and 1954 relating to restricted 
interest on internal revenue taxes and to set forth the procedure to 
be followed in the computation of restricted interest. 
SEC. 2. AUTHORITY' FOR AND GENERAL ÃATURE OF RESTRICTED 

INTEREST. 

. 01 6'enema/ pro~a'8t'one. — The payment of interest is mandatory 
on underpayments and overpayments of any internal revenue tax 
unless specifically prohibited by law or by mutual agreement. See 
section 6601 and 6611 of the Internal Revenue Code of 1954; and 
sections 292, 294 and 8771 of the Internal Revenue Code of 1989. 

(1) Under the general rule, interest is paid on. a tax overpayment 
for the time the g'overnment has the use of the taxpayer's money. 
Interest is collected, similarly, for the time the taxpayer has the use 
of the government's lnoney. The underlying objective is to determine 
in a given situation whose money it is and for how long the other 
party had the use of it. 



(2) There are special provisions in law which limit or prohibit 
int. crest under certain conditions which the law stipulates. These 
give rise to the term "restricted interest. " 

. 02 Code provisions restn'cting and jvrohibitinh7 interest. — The 
1030 and 1054 Codes define, in some instances generally and in others 
in specific terms, the conditions under which interest is either re- 
stricted or prohibitetl on internal revenue taxes. The table below 
lists the sections of the 1054 Code and certain other provisions haviiig 
the eRect of law, which govern adjustments to income resulting in 
deficiencies or overassessments on which interest is restricted. It 
also lists an identifying title of the item of income and the related 
provision which governs the computation of interest. 

(I) Income Tax — 1054 Code 
Interest restricted on— 

Adjustments Code 
Section 

172(b) 
6411(b) 

1332 
901 
904(c) 

905(b) 

547(a) 

1481(a) 

1341 (b) (2) 

7508 

Sec. 511 Mer- 
chant 
Marine Act 
of 1936 

166(a) 
832(c) (6) 
165(g) 

802(a) as 
amended 
by P. L. 
86-89 

(2) Estate 

Subject 

Net Operating Loss Carryback 
Tentative Carryback Allow- 

ance. 
War Loss Recoveries 
Foreign Tax Credit 
Carryback and Carryover of 

Foreign Tax Credit. 
Foreign Tax Credit for United 

Kingdom Income Tax on 
Royalties, etc. 

Deficiency Dividend Deduction 
Personal Holding Co. Tax. 

Renegotiation of Government 
Contracts. 

Computation of Tax Where Tax- 
payer Restores Substantial 
Amount Held Under Claim of 
Right. 

Time for Performing Certain 
Acts Postponed by Reason of 
War. 

Construction Reserve Fund 

Bad Debts and Worthless Se- 
curities. 

Special Provisions Relating to 
Life Iusurance Companies. 

Tax — 1954 Code 

547(b) (1) 

7508(a) 

Sec. 103(c) 
P. L. 85 — 866, 
C. B. 1958 — 3, 
254. 

547(b) (2) 

1481 (b) (3) 
and 1481(c). 

Scc. 60(c) 
P. L. 85 — 806, 
C. B. 1958 — 3, 
254. 

7508(a) 

Sec. 511(j) Sec. 511(j) 
M. M. Act M. M. Act 
of 1936 of 1936 

1954 Code Tax 
Not Restrict- 
ed (Sec. 
3771(d) 
1939 Code) 

Sec. 3(i) P. L. 
86 — 09& C. B. 
1959 — 

2& 054 

rnterest restricted on— 

Umferpay ments Overpayments 

6611(f) 
6601(e) 6611(f) 

1335 1335 
905(c) Not restricted 

6011(g) 

Adjustments Code 
Section 

2011(a) 
2014(a) 
2016 

2038(c) 

Subject 

Credit for State Death Taxes 
Credit for Foreign Death Taxes 
Recovery of Taxes Claimed as 

Credit. 
Revocable Transfers — Effect of 

Disability in Certain Cases. 

Under payments 

2016 

Overpay ments 

2011(c) 
2014(e) 

Sec. 2 P. L. 
86-141, C. B. 
1959-2, 685 
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(3) Excise Taxes — 1954 Code 

Adjustments Code 
Sec&ion 

6416(b) 

6416(c) 

6416(d) 

Sec. 163(e) 
P. I. . 85-859 

4243(c) 

Subject 

Certain Taxes on Sales and 
Services. 

Credit for Tax Paid on Tires, 
Inner Tubes, Radio or Tele- 
vision Receiving Sets. 

Mechanical Pencils Taxable as 
Jewelry. 

Certain Radio Receiving Sets 
and Radio and Television 
Components. 

Club Dues 

4226 
6412(a) (1) 

6412(8, ) (2) 

6412 (a) (3) 

6412((i) 

6420 (a) 
6421 (a) and 

(b) 
4001& 4011 
4021& 4031 

6417(a) 

6417 (b) 

6418(a) 

6418(b) 

6419 (b) 
6805 

"1956" Floor Stocks Taxes 
Floor Stocks Refunds Passenger 

Automobiles. 
Floor Stocks Refunds Trucks 

and Buses, Tires Tread Rub- 
ber and Gasoline. 

Floor Stocks Refunds Gasoline 
Held on July 1, 1961. 

Floor Stocks Refunds Sugar and 
Articles in Chief Value of 
Sugar. 

Gasoline Used on Farms or for 
Nonhighway Purposes, or by 
Local Transit Systems. 

Prepayments of Retailers Excise 
Tax. 

Coconut and Palm Oil Sold to 
States and Political Subdivi- 
sions thereof; and 

Coconut and Palm Oil Ex- 
ported. 

Manufactured Sugar Used as 
Livestock Feed or for Dis- 
tillation of Alcohol; and 

Export of Manufactured Sugar 
or Articles Made Therefrom. 

Excise Tax on Laid-Off Wager 
Stamps — Redemption of Unused 

Stamps. 

(4) Employment Taxes — 1954 Code 

Interest restricted on— 

Underpayments Oeerpayments 

6416 (b) 

6416(c) 

6416(d) 

163(e) P. L. 
85-859, C. B. 
1958-3, 92 

Sec. 132(d) 
P. L. 85-859, 
C. B. 1958-3, 
92 

6416(b) 
6412(a) (1) 

6412 (a) (2) 

6412 (a) (3) 

6412(d) 

6420(a) 
6421 (a) and 

(b) 
Rev. Rul. 
56 — 261, C. B. 

1956 — 1&556 
Rebate (not an 

overpay- 
ment) 

Rebate (not an 
overpay- 
ment) 

Rebs. te (not an 
overpay- 
ment) 

Rebate (not an 
overpay- 
ment) 

6419(b) 
Rebate (not an 

overpay- 
ment) 

Interest restricted on— 
Adjustments Code 

Section 

3101, 3111 

3201, 3221 
3402 
3121(1) 

3121(k) (1) 

Subj ect 

Federal Insurance Contributions 
Act. 

Railroad Retirement Tax Act 
Income Tax Collected at Source 
Foreign Subsidiaries of Do- 

mestic Corporations. 
Nonprofit Organizations Waiv- 

ers Certificates. 

Underpay ments 

6205 (a) 

6205(a) 
6205(a) 

3121(k)(1) 

Overpayments 

6413(a) 

6413 (a) 
6413 (a) 
3121(1) (7) (A) 



Adjustments Code 
Section 

1402 (a) (8) 
Subject 

Self-Employment Income (Min- 
isters in a Foreign Country) 

1402 (e) (2) 

1402 (c) (5) 

Self-Employment Income Ex- 
tension of Time Within Which 
Ministers May Lelect Social 
Security Coverage 

Self-Employment Income 
(Lawyers, Dentists, etc. ) 

1402 (a) (1) Self-Employment Income (Share- 
Farming Arrangements) 

Self-Employment Income Part- 
ner's Taxable Year Ending 
Before Partnership's Year 
Ending. 

3302(a) Federal Unemployment Tax 
3802(b) Credit Against Tax Imposed 

by Sec. 3301. 

(5) Alcohol and Tobacco Taxes — 1954 

Underpayments 

P. L. 880 Sec. 
201(m) (2) 
(F) C. B. 
1956-2, 
1188 

P. I. . 85-239 
Sec. 1(c) 
C. B. 1957- 
2, 1061 

P. L. 880 Sec. 
201(m)(2) 
(F) C. B. 
1956 — 

2& 

1188 
P. L. 880 Sec, 

201(m)(2) 
(F) C. B. 
1956-2, 
1188 

P. L. 85-840 
Sec. 403 
C. B. 1958- 
3, 85 

Overpayments 

6413(d) 

Code 
Interest restricted on— 

Interest restricted on— 

Adj ustments Code 
Section 

5008 (b) (2) 

5008 (c) (1) 

5008(d)(1) 

5008(e) 

5044(a) 

5056 (a) and 
(b) 

S063 (a) 

5064(a) 
Sec. 207 P. L 

85-859 

Sec. 208 
P. L. 85-859 

5705(a) 

5707(a) 

Subj ect 

Distilled Spirits Withdrawn for 
Rectification or Bottling 

Loss of Distilled Spirits With- 
drawn From Bond for Recti- 
fication or Bottling 

Distilled Spirits Returned to 
Bonded Premises 

Samples for use by the United 
States 

Refund of Tax on Unrnerchant- 
able Wine 

Beer Removed From Market or 
Lost by Fire, etc. 

Floor Stocks Refunds on Dis- 
tilled Spirits, Wines, Cordials, 
and Beer 

Losses Caused by Disaster 
Beer Lost by Reason of Floods 

of 1951 or Hurricanes of 1954 
(1939 Code Taxes) 

Losses of Alcoholic Liquors 
Caused by Disaster Occurring 
After December 31, 1954, and 
Before September 2, 1958. 

Refund of Tobacco Tax Upon 
Withdrawal From Market, 
Loss, or Destruction. 

Floor Stocks Refund on Ciga- 
rettes. 

Vnderpaymenis Overpay ments 

5008(b) (2) 

5008(c) (1) 

5008(d)(1) 

5008(e) 

5044(a) (1) 

5056(a) and 
(b) 

5063(a) 

S064(a) 
Sec. 207 P. L. 

85-859, 
C. B. 1958 — 

3& 

92 
Sec. 208 
P. L. 85-859, 

C. B. 1958-3, 
92 

S70S(a) 

5707(a) 
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Interest restricted « 
Adjustments Code 

Section 

Sec. 209 
P. L. 85-859 

5708 (a) 

Sec. 3 
P. L. 86 — 75 
C. B. 1959 — 2, 

679 

(6) Special 

Sn, bject 

Losses of Tobacco Products 
Caused by Disaster Occurring 
After December 31, 1954, and 
Before September 2, 1958. 

Losses of Tobacco Products 
Caused by Disaster Occurring 
After September 2, 1958. 

Articles From Foreign Trade 
Zones. 

Underpayments 

Interest Provisions — 1939 Code Taxes 

Over pay ments 

Sec. 209 
P. L. 85 — 859, 

C. B. 1958 — 3, 
92 

5708(a) 

Sec. 497 
Revenue Act 

of 1951 

jnterest restricted on— 
Adjustments 1999 

Code Section 

P. L. 285 

Sec. 345 
Rev. Act of 

1951 
117 (c) (1) (A) 

120 

115(n) 

502(f) and 
Sec. 223 

Rev. Act of 
1950 

127(c) 

Sec. 22(p) 

Sec. 99 of 
P. L. 85 — 866 

Sec. 814 

P. L. 901 

812 (e) (1) (D) 

812 (e) (1) (F) 

1954 Code 
Sec. 613(d) 

Subject 

Claims Against Foreign Govern- 
ments. 

Credit or Refund of Tax on 
Certain Trusts for Members 
of the Armed Forces. 

Alternative Taxes — Credits 
Against Income Capital Gains 
and Losses. 

Unlimited Deductions for Char- 
itable Contributions. 

Corporate Distributions Tax- 
able as Dividends. 

Exclusion in Computing Per- 
sonal Holding Company In- 
come. 

War Loss Recoveries 

Income Taxes Paid Under Con- 
tract. 

Amounts Received by Certain 
Motor Carriers in Settlement 
of Claims Against the United 
States. 

Credit for Tax on Certain Prior 
Transfers. 

Reversionary Interest in Prop- 
erty Transferred. 

Bequests to a Surviving Spouse 
(Interest of spouse conditional 
on survival for limited period), 

Bequests to a Surviving Spouse 
(Trust with power of appoint- 
ment in surviving spouse). 

Application of Percentage De- 
pletion Rates to 1939 Code 
Tax Years Ending in 1954. 

rjnder pay ments 

P. L. 285 

Sec. 99 of 
P. L. 85- 
866, C. B. 
1958 — 

3& 254 

Overpay ments 

P. L. 285, 
C. B. 1955-2, 
756 

P. L. 310, 
C. B. 1955 — 2, 
759 

Sec. 2 
P. L. 399, 

C. B. 1956-1, 
853 

P. L. 408, C. B. 
1956-1, 854 

Sec. 3(b) 
P. L. 629, C. B. 

1956 — 2, 1165 
P. L. 370, C. B. 

1955 — 2, 770 
P. L. 85 — 319, 

C. B. 1958 — 1, 
628 

T. D. 6163, 
C. B. 1956-1, 
635 

Sec. 92 of 
P. L. 85 — 866, 
C. B. 1958 — 3, 
254 

P. L. 417, C. B. 
1956 — 

1& 857 
P. L. 901, C. B. 

1956 — 2, 1205 
P. L. 85-318 

C. B. 1958-1, 
627 

Sec. 93 of P. L, 
85-866, C. B. 
1958-3, 254 

Sec. 36(b) P. L. 
85 — 866, C. B. 
1958 — 3, 254 
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. 08 Application of and periods covered liy 198$ and 1M9 codes. — 
The taxable periods to which the interest provisions of each Code 
apply are summarized by tax category and taxable period in the fol- 
lowing table: 

Tax category 

Beginning Ending 

1954 Code any taxable period 

Beginning Ending 

1939 Code any taxable period 

(1) Income 

(2) Estate 

(3) Gift, Employ- 
ment, Excise, 
and Alcohol dc 
Tobacco. 

after Dec. 
81, 1953 

date of 
death 
after 
Aug. 16, 
1954 

after Dec. 
81) 1954 

after Aug. 
16, 1954 

before Jan. 
1, 1954; 

ol' 

on or aft, er 
Jan. 1, 
1954 

date of 
death on 
or before 
Aug. 16, 
1954 

before Dcc. 
31, 1954 

either before 
or after 
Aug. 16, 
1954 

on or before 
Aug. 16, 
1954 

SEC. 8. HOW To APPLV AND COMPUTE RESTRICTED INTEREST. 

. 01 General. — (1) The income of a taxpayer for any taxable pe- 
riod may be adjusted under the provisions of a single section of law, 
resulting in a deficiency or overassessment in tax attributable to that 
adjustment on which interest is restricted or prohibited. However, 
it Inore often happens that an audit determination involves income 
adjustments under more than one section of law, resulting in a defi- 
ciency or overassessment attributable to each. This is referred to as a 
colnbination of adjustments. These deficiencies and overassessments 
are OQ'set against each other resulting in (a) no change, (b) a net 
deficiency to be assessed or, (c) a net overassessment to be allowed. 
Interest is computed separately on each of the deficiencies or over- 
assessments resulting from these adjustments and will be restricted 
on some adjustments but not on others. 

(~) Interest on unscheduled overpayments. — a. In some instances 
when a net deficiency is to be assessed for a given taxable period, the 
interest computed on overpayments for the same taxable period which 
are not to be scheduled is less than int, crest computed on the deficien- 
cies. In these instances the interest due the taxpayer is deducted 
from interest due the government and the deficiency is assessed 
together with the net amount of interest. 

b. On the other hand, if interest on the overpayments which are 
not to be scheduled is greater than interest computed on deficiencies, 
the entire amount of deficiency interest is assessed, and the allowable 
interest is formally scheduled for credit to the deficiency and inter- 
est assessed. 

c. Interest is never allowable on interest computed on an over- 
payment. 

565726 — 61 61 
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. 0o Technica/ Amendments Act of 1988 Sec. 88, PL 
C. B. 1M8 — 8, 85$. — (1) Under the previous law, situations arose w»en 
even though underpayments and overpayments offset each other& the 
Service collected more interest than it, paid or the taxpayer received 
more interest than he paid. 

(2) Section 88 of P. L. 85 — 866 eliminates these differences by 
amending 1954 Code sections 6601 and 6611(b), and 1989 Code sec- 
tions 3794 and 8771(b). These amendments are applicable to credits 
made after December 81, 1957. The charts under paragraphs (8) 
and (4) will be used as a guide in determining interest. 

(8) Interest on under payments sat& f ed by credit, — GenerA 
rule. — If any portion of a tax is satisfied by credit of an overpayment, 
then no interest slrall be imposed on the portion of the tax so sat- 
isfied for any period during which, if the credit had not been made, 
interest would have been allowable. The table on the following pages 
shows the dates to be used in computing interest: 



If the amount sstisfied by credit is 

From 

Assess snd collect interest 

To 

a. Unpaid tax on which the due date is 
(a) later than the date of the overpayment 
(b) earlier than the date of the overpayment 

b. Unpaid penalty, additions to the tax, or unpaid interest on 
1989 Code taxes, when the overpayment is for a different year 
or different type of tax. 

c. Unpaid tax — satisfied by credit of an overpayment attribut- 
able to a restricted interest adjustment. 

d. Unpaid tax — When satisfied by credit of an overpayment on 
which the allowance of interest is prohibited by law. 

(a) If a waiver under 6213(d) of the 1954 Code has been filed 

no period 
due date of tax or restricted date 

fixed by law 
date of notice and demand 

date of the overpayment. 

date of the overpayment. 

due date of tax the date from which interest is 
allowable on the overpayment. 

due date of tax 30th day after filing of waiver or 
date of assessment, if earlier. 

I f a notice and demand was issued for the unpaid tax, compute ad- 
ditional interest to the date of the schedule. 

(b) If no waiver has been filed 

(c) If the deficiency was stipulated in a Tax Court Case. 

(d) If the deficiency was determined by a Tax Court Decision 
which has become final in a tried case. 

(e) Penalties, additions to the tax (snd interest on 1939 
Code taxes). 

e. General adjustments deficiency extinguished by overassess- 
ment attributable to a net operating loss carryback (Sec. 
83, P. L. 85-866 not applicable) 

due date of tax 

due date of tax 

due date of tax 

date of notice and demand 

due date of tax 

date of the schedule (date of 
payment) . 

30th day after entry of the Tax 
Court decision or date of 
assessment, if earlier. 

date of schedule on which the 
overpayment was certified. 

date of the schedule. 

last day of loss year. 



If the amount, satisfied by credit is 

From 

Assess and collect interest 

To 

f. Deficiency attributable to an excessive tentative or erroneous 
carryback allowance 

1954 Code Tax 
(interest allowed) 
1939 Code Tax 

(no interest allowed) 

g. Unpaid amounts satisfied by credit of interest allowable on 
an overpayment 

(a) Tax 

(b) Penalties and additions to the ts, x 

first day of year following loss 
year. 

the approximate date the tax- 
payer received the check or 
the date of the schedule if the 
allowance was adjusted for 
credit to other outstanding 
taxes. 

due date of tax 

date of notice and demand 

date of the overpayment so 
applied. 

30th day after waiver or date 
assessed if earlier. 

30th day after waiver or date 
assessed, if earlier. 

date of schedule on which over- 
payment was certified. 
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(4) Interest on overpayments credited against underpayments. — 
general rule. — In the case of a credit, interest shall be allowed on 
an overpayment from the date of overpayment to the due date of 
the amount against which the credit is taken. The table below shows 
the dates to be used in computing interest. 

If the overpayment is applied as a 
credit to— 

Compute snd aHorv interest 

From— To— 

a. Unpaid tax for another 
year or another type of 
tax for a 

(a) prior year 
(b) subsequent year 

b. Unpaid interest, penalty 
or addition to the tax 

(a) due for another year 
or another type of 
tax 

(b) due for same year and 
same type of tax 

no period 
date of the overpay- 

ment 

date of overpayment 

Xo interest is alloy able 
sidered to be a part 
payment exists until 

to due date of the tax. 

date of assessment of 
amount to which 
credit is applied. 

These amounts are con- 
of the liability. No over- 
all liability is satisfied. 

(5) Due dates and dates of over payment. — For the purpose of com- 
puting interest under the foregoing tables: 

a. The due date of tax is the due date of the return without regard 
to any extension of time for filing. Iii interest restricted cases, the 
due da, te is the restricted date fixed by law. 

b. The due date of interest, penalty, or addition to the tax, is the 
date of assessment. 

c. The date of overpayment is the actual date of receipt of the 
remittance rather than the date the scliedule was signed, as provided 
in 1954 Code sections 742&(d) and 6407. Taxes witliheld at the 
source or paid as estiinated tax are deemed to have been paid on the 
due date of the return. 

d. The date of overpayment in a restricted interest case is the date 
from which interest is alloivable on the overpayment. This sanie date 
is the terminating date for charging interest on a deficiency satisfied 
by credit, of an overpayment, or extinguished by an overassessment, 
attributable to a restricted interest adjustmen(, except that when a 
1954 Code overpayment is attributable to a carryback loss, the terini- 
nating date for interest on the deficiency is the last day of the loss 
year. 

e. The date of overpaynient of an amount satisfied by credit, when 
recredited to other taxes outstanding, or refunded, is: 

(a) if no interest was allowable under the law when the credit, 
was made, allow interest on the alnount recredited from the date 
the schedule was signed on which the original overpayment ivas 
certified. 

(b) if no interest was payable because there was no period, 
allow interest on the amount recredited from the date of over- 
payment of the original amount credited. 

(c) if interest was allowed on the: credit at the time it ivas 
made, allow interest from the date to which interest ivis pre- 
viously allowed on the amount applied as credit. 
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f. Different taxpayers. — The rules are equally applicable whether 
credit is applied to an open account of the same or a di8erent 
taxpayer. 
SEC. 4. NET OPERATING LOSS CARR WRACK. 

. 01 Fears to to hich loss may be carried. 
A'et operating loss 
for taxable periods Map be carried back 

Any taxable period ending after December To the three preceding taxable 
91, 19fif years 

Beginning after December 91, 19og and be- To the two preceding taxable years 
fore January 1, 1958 

Beginning after December 91, 1949 and end- To the first preceding taxable year 
ing before December 91, 1959 only 

Beginning after December 91, 1941 and be- 
fore January 1, 1950 To the two preceding taxable years 

If a net operating loss exceeds the income for the preceding years to 
which it may be~applied, the excess may be carried forward to suc- 
ceeding taxable years. The years to which the loss may be carried 
forward is not here involved. The carryback of a net operating loss 
requires special consideration with respect to interest. Interest 
is computed under the regular rules when the loss is carried forward, 
Any net operating loss c~arried back from any taxable year must be 
applied first to the income for the earliest preceding taxable year to 
which it may be applied. If the loss exceeds the income for that 
year, it must be applied to the next year to which it is applicable, 
immediately following the earliest year, until absorbed. 

. 02 General rule for determining interest period. — (1) Interest on 
oeerpayments. — If the taxes for any year to which a carryback loss 
is applied were imposed by the 1954 Code, the taxpayer's right to re- 
lief arises on the first day after the end of the loss year. Accordingly, 
interest, on an overpayment attributable to the carryback loss begin 
on that date. This is true unless the overpayment was made later 
than the last day of the loss year. In that event, interest begins on 
the actual overpayment date. If a loss occurring in a 1954 Code tax 
year is carried back to a year in which the taxes were imposed by the 
1989 Code the taxpayer's right to relief is considered to arise on the 
due date of the return for the loss year. However, no interest is allow- 
able on an overpayment attributable to the carrybacl- loss unless a 
claim, or a petition to the Tax Court of the United States was filed 
for the year to which the loss is applied. Interest is then allowable 
from the date the claim or petition was filed, or from the date of over- 
payment, if later. 

(o) Interest on deft'ciencies extinguished by oeerpatfment due to 
carrybaclc loss. — Interest is terminated on any deficiency extinguished 
by an overassessment attributable to a net operating loss carryback on 
the last day of the loss year provided the deficiency is for a 1954 Code 
tax year. If the deficiency is for a 1939 Code tax year interest is 
terminated on the due date of the return for the loss year. This is 

, true regardless of whether the loss year is governed by the 1989 or 
1954 Code, 

. 08 8peci ft'c rules for determining interest'periods. (1) Table sec- 
tion 4. 08(2) should be used for determining applicable mterest pe- 
riods when making a tentative carryback adjustment or when the 
carryback loss is the only adjustment involved. Use table section 
4. 08 (8) when there are combination adjustments. 



(2) Bntes for determining interest period in carryback loss cases when no other adjustments are involved. 

Description of amount on which interost is 
computed 

Adjustment 

From 

interest period 

To 

Remarks and collateral action 

OVERASSESSMENT 

Whether allowed in a tentative 
adjustment or on the bais of an 
audit determination involving no 
other adjustments 

To 
The last day of the 

loss year. 

From 
The due date of 

the return, or 
unpaid install- 
ment of tax. 

ASSESS NONPAYMENT INTEREST 

1. On unpaid original tax 

if the decrease in the liability 
resulting from the applica- 
tion of the loss is sufficient 
to cover the unpaid tax, 
and 

2. On unpaid additi 
From 

The date of notice 
and demand 
6601 (e) . 

onal tax CO 

To C4 
The last day of the 

loss year 
6611 (f) . 

if all of the liability (before 
application of the loss) for 
the year to which the loss 
is carried jtas not been paid. 

Abate that part 
of the de- 
crease in the 
liability 
which jtas not 
been paid. 

No interest is allowable 

Original Tax 
From 

The due date of 
the return or 
unpaid install- 
ment of tax 

To 
The date of notice 

and demand. 
If not paid 
within 10 days 
interest accrues 
to date of pay- 
ment. 

3. On deferred payments not extin- 
guished by the loss 



Description oi amount on which interest is 
computed 

Adiustmeut 

From 

Ini, crest period 

TQ 

Remarks and collateral action 

Additional Tax 
I'ro nt 

Date of notice 
and demand 

Code Sec. 6164(c) 

To 
To date of pay- 

ment. If satis- 
fied by credit 
interest is ter- 
minated on the 
date of the 
overpayment. 
6601(f) (4) and 
6601 (g) . 

OVERPAYAIENT 
Whether allowed in a tentative 

adjustment or on the basis of an 
audit determination involving no 
other adjustments, 

if the decrease in the liability 
resulting from the applica- 
tion of the loss is greater 
than the unpaid tax, and 

if all of the liability existing 
before application of the loss 
has been paid 

REFUND 

CREDIT 
To interest 

assessed on 
unpaid tax 
abated for the 
same year to 
which the loss 
is applied. 

1st day after 
close of loss 
year, or the 
date of over- 
payment, 
whichever is 
later 6611(f). 

A date not 
earlier than 
30 days be- 
fore issuance 
of the refund 
check. 
6611(b)(2). 

No interest is allowable No overpayment exists until all of the 
liability for tax, interest, penalty 
and additions to the lax are satisfied. 
Such items are secretions to the tax 
snd thus a part of the liability. 
Blair vs. Birl'ruslocl (1926) 271 U. S. 
348, T. D. 3886, C. B. V-l, 142 (1926), 
and Code Section 6659. 



To original or 
additional tax 
due for a year 
prjor to the 
loss year. 

6611(i') 6611(b)(1) 
as amended. 

No interesi is allowable 1954 Code section 6611(b) (1) as amended 
provides that interest shall be allowed 
on an overpayment credited to other 
taxes, from the date of overpayment 
to the due date of the amount to 
which credit is taken. 

To original or 
additional tax 
due for a year 
subsequent to 
the loss year. 

To unpaid 
interest, 
penalty, or 
additions to 
the tax for 
another year 
or type of tax. 

First day after 
the close of 
the loss year 
(unless the 
date of over- 
payment is 
later 6611(f). 

From day after 
the close of 
the loss year 
(or date of 
overpayment 
if later). 

The due date 
of the return 
for the sub- 
sequent year 
6611(b)(1) as 
amended. 

The date of 
assessment 
of the inter- 
est, etc. 

For this purpose, the due date of tax is 
the due date of the return without 
regard to any extension of time for 
filing, and 

The due date of interest is the date of 
assessment. 

DEFI CI EN C Y 

Erroneous or excessive tentative 
carryback allowance — no other 
adjustments. 

Assessment First day after 
close of loss 
year. 

30th day after 
filing of a 
waiver, date 
of assessment 
or date of 
payment, 
whichever is 
the earhest 
(if paid by 
credit then 
to date of 
overpay- 
ment). 

Since interest is allowed on a tentative 
carryback allowance, interest is due on 
an excessive allowance from the same 
date from which interest was allowed. 
Thus, interest erroneously allowed is 
recovered as well as interest to the 
date of repayment. 



(3) Ii'utes for determining interest period — ComNnation adjust- 
ments. — a. iVet deficiency. 

Assess and collect inierest on From To Anthoritr 
Code Section 

Any part of a general 
adjustments deficiency 
which is extinguished 
by an overassessment 
attributable to a net 
operating loss carry- 
back. 

Due date of 
return. 

Last day of appli- 
cable loss year. 

6601 (a) 
6601(e) 

Any part of a general 
adjustments deficiency 
lchich is to be assessed. 

Any part of an excessive 
tentative carryback 
allowance rcbich is to be 
assessed. 

The due date of 
the return. 

The first day of 
the taxable year 
following the 
loss year. 

Date of payment* 
If satisfied by 
credit, to the 
date of the over- 
payment so 
applied. 

Same as above 

6601(a) 
6601(g) 

6601(e) 
6601(a) 

6601(g) 

Any part of an excessive 
tentative carryback 
allowance which is 
extinguished by a 
carryback overassess- 
ment from the next 
loss year. 

First day of the 
next loss year. 

Last day of the 
next loss year. 

6601(e) 

*80th day after waiver, date of assessment, or date of payment; if not paid in 
10 days additional interest on tax only to date of payment. 
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b. Net overassessment. — 
Allow interest on From To 

Any part of a general adjust- 
ments overpayment* tohich 
is to be scheduled. 

Any part of a general adjust- 
ments overpayment which 
is extinguished by a defici- 
ency due to an excessive 
tentative carryback allow- 
ance. 

Date of overpayment 
*If refunded 

*If credited to 
unpaid original or 
additional tax for other 
yea, rs or types. 

If credited to unpaid 
interest, penalty, or 
addition to the tax, for 
another year or type. 

Date of overpayment 

To a date not exceeding 
30 days prior to the 
refund check. 

6611(b) (2) 
To the due date of the 

tax to which credit is 
taken. 

6611(b) (1) 
To the date of assess- 

ment of the interest, 
etc. 

6611(b) (1) 

Last day of the 
applicable loss year 

6611(f) 

Any part of an overpayment 
attributable to a carryback 
loss which is extinguished 
by a general adjustments 
deficiency. 

No interest allowable 
(In effect, interest is 

interest on the deficie 
loss year) 

allowed, by terminating 
ncy on the last day of the 

Any part of an overpayment 
attributable to a carryback 
loss which is extinguished 
by an excessive tentative 
allowance based on a loss 
carryback from the next 
year. 

Any part of an overpayment 
attributable to a carryback 
loss which is to be sched- 
uled. 

First day of the next 
loss year 

6611(f) 

First day of taxable 
period following the 
loss year 

6611(f) 

The last day of the next 
loss year 

6611(f) 

A date determined 
under Sec. 6611(b). 

. 04 Peduction of deftciency interest. — (I) AVhen a combination of 
general and carryback adjustments results in a net overassessment 
attributable in part to each, and a deficiency was assessed at any 
time before application of the carryback loss, interest assessed on 
that deficiency must be reduced in proportion to the reduction in tax 
liability attributable to those general adjustments. 

(9) If deficiency interest was initially computed to a date beyond 
the last day of the loss year, it will be necessary to recompute interest 
to the last day of the loss year on that portion of the deficiency 
extinguished by the net operating loss carryback. 

. 05 Pentdties. — ( I) Not reduced. — Penalties for delinquency in fil- 

ing, negligence in reporting income, and fraud will not be unreduced 

to refiect the eirect of carryback losses. In the case of an overassess- 
ment resulting from a carryback loss, when penalty has been assessed 

*All liability existing before application of the loss must ha, ve been paid. 



on original or addii. ional tax, no portion of the penalty will be 
allowed. 

(9) Prorated' If part of the allowance is due to general adjust- 
ments, the ad valorem penalty, as well as deficiency interest, will be 
prorated and any portion of the penalty applicable to the general ad- 
justment, overassessment will be allowed in the notice of adjustment. 

(3) Due on general adjustments defiriency. — When penalty is to be 
assessed in a case involving general and carryback adjustments, the 
penalty is conrpuied on the general adjustments deficiency only. The 
amount of penalty to be assessed should be included in the agreement, 
Form H70. 

(4) cVo credit to delinquency interest and penalty. — No part of an 
overpayment is applied as a credit to penalty and interest charges 
asserted for delinquency when an oKer in compromise has been invited 
or is pending, since amounts paid cannot be compromised. Taxpayers 
may bc required to waive 'efunds of tax for the same year for which 
delinquency penalty is compromised. Forms 656, OKer and Consent, 
anrl 656 — C, OKer and Consent (Deferred Installment Payments), 
contain an agreement and waiver regarding retention of payments 
previously m~ade. Accordingly, when assessed penalty has not been 
paid it will be necessary to ascertain whether an oKer in compromise 
has been invited or is pending, before applying any portion of an 
overpayment, as a credit to the amount. 

. 06 7'ecbnica/ Amendments Act of 19o8, Public La~o 88 — 866, C. B. 
19o8 — 3, 88Jp — 8j&ecivl carrybacjl features. — (1) 1Vet operatin9 low de- 
duction Sections 172 (f) and (g) of the 1954 Code are amended to 
provide a more liberal method four computing the net operating loss 
deduction for years beginning in 1053 and ending in 1054 and for 
short taxable years beginning in 1054 and ending before August, 17, 
1054. . A claim may be filed for credit or refund of an overpayment 
resulting from this amendment at any time before March 3, 195. 
No inte'rest is allowable on the overpayment. 

(0) Limitations on assess&nent and collection. — Section 6501 of the 
1054 Code is amended to provide that a, deficiency for any year at- 
tribut, able to the application of a net operating loss carryback, in- 
cludi»«deficiencies arising fa'om excessive tentative carryback a]low- 
ances, may be assessed at~any time within the period of limitation 
on assessment applicable to the taxable year in which the loss occurred. 
The same provisions are now applicable to both 1039 and 1054 Code 
taxes. 

(3) Limitations on creAt or refund. — Section 6511(d) (2) (A) of 
the 1054 Code is amended to correlate the period of limitations for 
filing claims for credit or refund, relating to an overpayment attrib- 
utable to a net operating loss ca~rryback, with the due date of the 
returns of taxpayers other than corporations. The amendment pro- 
vides for filing the claim within the period which expires with the 
15th day of the 40th month (or 30th month, in the case of a corpo- 
ration) following thecnd of the loss year. 

(4) Interest attributable to net operating loss ca&'&ybac5e for 
certain taxable years ending in 19'&. — Section 83(e) of the Act 
provides that when, by reason of enactment of section 172(b) (1) 
(A), the reapplication of a net operating loss from a 1954 Code 



tax year to the second preceding year created a deficiency in the first 
year preceding the loss year and an overpayment, in the second 
preceding year, no interest is payable on the deficiency for any 
period during which no interest was alloivable on the overpayment. 
Credit or refund of overpayments of such interest may be iillowed 
within the period of limitation applicable to the filing of a claim 
for the t ixable period involved. 

. 07 Sperial carryback features — Public Laud 80 — 880, C. B. 10N — 8, 
6'89, — (1) Aet operating loss deduction resulting from renegotia- 
tion. — Section 6511(d) (2) (A. ) of the 1954 Code was further amended 
by Public Law 86 — 280 to extend the time for filing a claim for 
credit or refund of an overpayment attributable to the creation 
of, or an increase in, a net operating loss carryback as a result of 
the elimination of excessive profits by a renegotiation. The period 
shall not expire before September 1, 1959, or before the end ot 
the 12th month following the month in which the agreement or 
order for the elimination of such excessive profits becomes final, 
whichever is the later. Section W2(b) (6) of the 1939 Code is 
similarly amended, except that it applies only to claims resulting 
from renegotiations of excessive profits received or accrued for 
taxable years ending after December 81, 1952. 
SEC. 5. %VAR LOSS RECOVERIES. 

. 01 Definition. — Upon the recovery in a taxable year of any money 
or property considered under section 197(a) of the 1989 Code as 
destroyed or seized, the amount of the recovery is included in gross 
income to the extent, provided in section 13M of the 1954 Code unless 
the taxpayer elects to have the provisions of section 1388 of the 1954 
Code apply. Section 1333 relates to tax adjustment measured by 
prior tax benefits, 

. 02 Time and manner of maIeing election. — An election under sec- 
tion 1335, once made is irrevocable and is applicable to all taxable 
years beginning after December 31, 1941, in which a recovery is re- 
ceived, ivhether such year is before or after the date of making the 
election. 

. 03 Period of limitation for ma1cing assessinents. — If the taxpayer 
elected section 1333 for any taxable year, the period of limitation 
for assessment and collection shall not expire until two years after 
the date he made the election, with respect to (a) the amount to be 
added to the tax for such taxa~ble year resulting from the application 
of section 1888, and (b) any deficiency for such taxable year, or any 
other taxable year, to the extent attributable to the basis of the re- 
covered property being determined under section 1336(b). 

04. Period of limitation for credit or refund. — If the taxpayer 
elected section 1833 for any taxable year, and refund or credit of 
any overpayment attributable to such adjustment is prevented by 
statute on the date of making such election, or within one year thereof 
(except in a compromise case) the credit or refund of an overpay- 
ment may nevertheless be allowed if a claim therefor is filed within 
one year from such date. Thus, the amount which may be refunded 
or credited is not subject to the limitations contained in section 6511 
or 6519(b). 
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. 05 Taxable years ended before date election made. — (1) When 
interest is restricted. — In the case of any taxable year ended before 
the date of. an election under section 1885, no interest shall be allowed 
on an overpayment specified in section 5. 04 above, and no interest 
shall be assessed on any deficiency specified in section 5. 08 above, 
for any period before the expiration of six months after the date of' 
the election. Interest begins to accrue on such a deficiency or over- 
payment on the first day after the end of the six months' period. 

(9) When interest is not restricted. — Interest is not restrictecl if 
the election under section 1885 was made prior to the end of the tax- 
able year being adjusted. 

(8) Combination adj ustnients. — a. If a general adjustments defi- 
ciency is partly or entirely extinguished by an overassessment attribut- 
able to the application of section 1888, interest is computed on that 
part of the deficiency from the due date of the tax to a date six 
months after the taxpayer's election under section 1885. No interest 
is allowable on the part of the overassessment so offset. 

Explanation: If the acljustments were to be made separately, the 
taxpayer would be entitled to interest on the overpayment attribut- 
able to the war loss recovery, for the period from the first day after 
the end of the six months' period following the date the election 
was made to a current elate, and interest would be computed on the 
deficiency from the due date of the tax to a current date. Thus a mu- 
tual interest period exists from the first day after the expiration of 
the six months' period to the current date. The net result is obtained 
by terminating interest on the part of the deficiency extinguislied, at 
the same time interest begins to a, ccrue on the overpayment. 

b. The same interest rules apply when an overpayment attributable 
to general adjustments is partly or entirely offset by a deficiency aris- 
ing from the application of section 1888. 

. 06 Change in interest provisions relating to soar loss reeoee~s un- 
der the 1MB Code. — Treasury Decision 6168, C. B. 1956 — 1, 685, amends 
Regulations 118 and 111 by deleting the existing interest provisions 
contained in section 89. 197(c) — 1(d) (8) and (4) and by adding a new 
subparagraph 89. 197(c) — 1(d) (5) which provides that no interest 
sliall be assessed on any deficiency (specified in section 5. 08 above) 
or allowed on any overpayment (specified in section 5. 04 above) for 
any period before the expiration of six months following the making 
of an election under section 127(c) (5). Prior to tliis amendment no 
interest was allov able for any period on an overpayment attributable 
to the application of the provisions of section 127 (c) (8) of the 1989 
Code, but interest was charged on a deficiency from the first day after 
expiration of the six montlis' period to the current date. Thus, the 
interest provisions have now been equalized on deficiencies and over- 
payments of 1989 Cocle taxes arising from this adjustment. 
SEC. 6. FOREIGN TAX CREDIT. 

. 01 Allou:ance of oredit. — Section 901(a) of the 1954 Code pro- 
vides for the allowance of a credit against the income tax liability of 
individuals, partnerships and corporations, for the taxes paid or 
accrued during the taxable year to any foreig~ country or possession 
of the United States, as provided in section 901(b). Tlie application 
of the credit does not require special consideration with respect to 
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interest unless adjustments are made as set forth in the paragraphs 
immediately following. 

. 09 Adjustments to the credit. — If the accrued taxes, when paid to 
the foreign country or possession of the United States, differ from 
amounts claimed as credits by the taxpayer on his return, or if any part 
of the tax actually paid is refunded to the taxpayer by the foreign 
country, the taxpayer must report the adjustment to the Secretary of 
the Treasury or his delegate and the tax liability will be redetermined 
for the year for which the adjustment was made. 

. 03 Special interest rule~ when credit adjusted. — (1) Reduction 
in credit aPowable. — If the adjustment results in a reduction of the 
credit previously allowed, income tax liability is increased. Interest 
is computed on the increase from the date the taxpayer received the 
refund of foreign taxes paid, to the date of payment of. the increase 
in tax. If interest on the refund was paid to the taxpayer by the 
foreign country: 

a. An amount is added equal to such interest received by the tax- 
payer to the interest computed on the increase; and 

b. The increase in tax together with the sum of the two amounts 
of interest, is assessed. Sec. 905 (c) and G. C. M. 18801, C. B. 1987 — 2, 802. 

(2) Accrued foreign tax abated. — If the credit claimed on the re- 
turn was for accrued taxes which v ere abated by the foreign coun- 
try or possession of the United States, interest xs computed on the 
increase in tax resulting from the reduction in the credit allowable, 
from the date such adjustment was made by the foreign country to 
the date of payment of the tax. 

(8) Increase in credit allowable. — If the adjustment results in an 
increase in the credit previously claimed and allowed, income tax 
liability is decreased. There are no special rules with respect to the 
allowance of interest on overpayments attributable to an increase in 
the credit allowable. Accordingly, interest will be allowed on any 
overpayment resulting from an increase in the amount of credit 
allowable from the date of overpayment of the tax to a date determined 
under the rules applicable to credits an(1 refunds. 

. 04 Time for fling claim for foreign taxes paid or accrued. — If a 
claim for credit or refund relates to an overpayment attributable to an 
adjustment, of' taxes paid or accrued to a foreign country or possession 
of the United States, for which a credit has been allowed under sec- 
tion 901, the period. for filing is 10 years from the due date of the re- 
turn for the year with respect to which the claim is made. The amount 
of the credit or refund based on such a claim may exceed the part of 
the tax paid within the period prescribed in section 6511 (b) or (c) 
to the extent the overpayment is attributable to the allowance of a 
credit under section 901. 

. 05 Carrgback and carryover of foreign tax credit. — (1) Section 
904 (c) was added to the 1954 Code, by the Technical Amendments Act 
of 1958, P. L. 85 — 866, C. B. 1958 — 8, 254. This section provides for the 
carryback and carryover of foreign tax credit. The credit may be 
carried back only to taxable years beginning on or after January 1, 
1958. 

(2) Section 6611(g) was also added to the 1954 Code by the 1958 
Act. This section provides that for the purpose of allowing interest 
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on an ovelpayiilellt resulting from a carryback of foreign tax credit 
under section 904(c), the overpayment, shall be deemed not, to have 

been paid or accrued prior to the close of the taxable year in whicl. . 
such taxes were in fact paid or accrued. Accordingly, interest on thi 
overpayment will be allowed from the first day afte~r the close of that 

year. 
. 06 Foreign tax credit for United Khngdom income tax paid hoitli 

respect to rohtaLthes, etc. — Section 905(b) of the 1954 Code, relates fc 

proof of credits with respect to income from sources vrithout thq 

United States. The Technical Amendments Act of 1958 amended sec 
tion 905 (b) to provide that the recipient of a patent or copyright roy 
alty from the United Kingdom can take a foreign tax credit equal tc 
the tax deducted from royalty paynients received from the United 
Ikingdom if he elects to include the amount of the United Ikingdom 
tax in his income. A similar amendment is made to 1989 Code section 
181(e). These amendments apply to all taxable years beginning after 
1949. No interest is allowable on any overpayment resulting from 
these amendments. 

SEC. 7. PERSONAL HOLDING COMPANY TAx. 
. 01 Defichenchl dividend deduction. — Section 547(a) of the 1954 

Code provides that if liability for personal holding company tax 
is established for any taxable year, the taxpayer shall be allowed 
a deduction for the amount, of deficiency dividends (as defined in 
section 547(d)) for the purpose of determining the personal hold- 
ing company tax for that, year, but not for the purpose of deter- 
mining interest, additional amounts, or a. ssessable penalties with 
respect to the tax. Section 506(a) of the 1969 Code provides for 
a deficiency dividend credit against the tax established instead of 
a deduction for the amount of deficiency dividends for the purpose 
of determining the tax. 

. 02 Hohc LialihLitht is estaLhLhshed. — Under section 547(c) (or com- 
parable section of prior law) liability for personal holding company 
tax may be established by 

(1) a decision by the Tax Court or a judgment, decree, oi 
other order by any court of competent jurisdiction, which ha! 
become final; 

(2) a closing agreeinent under section 7121 (Form 866, Agree- 
ment, as to Final Determination of Tax Liability); 

(8) an agreement (Form 2198, Determination of Liability 
for Personal Holding Company Tax) — (new provision under 
the 1954 Code) 

. 08 Houi and hchen to ctaim defi'ciency dividend deduction. — Tlu 
Internal Revenue Service informs the taxpayer how he may securi 
the benefits of section 547 and furnishes him Form 976, Claim foi 
Deficiency Dividends Deduction. To qualify for such benefits thi 
taxpayer must 

(1) have committed no fraud; 
(2) distribute the dividend within 90 days after the defiicienci 

was established; and 
(8) file his claim (Form 976) after such distribution an( 

within 120 days after the deficiency was established 



. 04 Processing in Collection Division. — (1) If established by agreement Form 9I08 or closing agreement Form 8b8 

Conditions Collection Division procedure 

From 

Compute interest 

To 

a. If a timely claim Form 976 is filed 
and the tax on the deficiency 
dividend deduction approved 
is identical with the PHC tax 
deficiency established. 

b. If the PHC deficienc estab- 
lished exceeds the amount at- 
tributable to the deficiency 
dividend deduction approved. 

Do not assess any part of the tax, 
but assess and collect interest 
computed on the full deficiency. 

Assess and collect only the excess, 
together with interest, and 

in addition to the above, assess 
and collect interest only, com- 
puted on that part of the estab- 
lished PHC deficiency equal to 
the tax attributable to the de- 
ficiency dividend deduction ap- 
proved. 

due date of the tax 

due date of the tax 

if Form 2198 

if Form 866 
if the tax (to be collected) is 

satisfied by credit 
due date of the tax 

date the claim Form 976, 
was filed. 

30th day after the waiver 
(870) became efi'ective or, 
the date of assessment if 
earlier. 

date of assessment. 
To the date of overpayment 

of the amount so applied. 
date the claim Form 9?6 was 

Gled. 

(o) If established by a Tax Court decision orj udgment. — 
a. If the claim, Form 976, is not 

filed before the 55th day after 
the court decisiou became Gnal. 

On the 55th day or, the first work- 
ing day thereafter, assess the full 
amount of the PHC deficiency 
so established, together with 
interest. 

due date of the tax date of assessment. 

Do not issue notice and demand until the 120 day prriod 
for filing the claim has expired, and then only if no 
claim is filed. 



Conditions Collection Division procedure 
From 

Compute Interest 

TQ 

b. If the claim ts filed on or before 
the 55th day after the decision 
became final, and 

(A) the PHC deficiency es- 
tablished is identical 
with the tax on the 
deficiency dividend 
deduction approved. 

(B) the PHC deficiency es- 
tablished exceeds the 
tax on the deficiency 
dividend deduction 
approved. 

I 

Do not assess any part of the tax, 
but assess and collect interest 
computed on the full deficiency. 

Assess and collect only the excess, 
together with interest. This 
part of the tax must be assessed 
within 6'0 days after the decision 
became final. 

n addition to the above, assess and collect snterest only on the part of the 
deficiency equal to the tax attributable to the deficiency dividend 
deduction approved. 

due date of the tax 

due date of the tax 

If the tax (to be collected) 
is satisfied by credit, then 

due date of the tax 

date the claim Form 9?6 
was filed. 

date of assessment. 

to the date of overpayment 
of the amount so applied. 

date the claim Form 976 
was filed. 

(C) If the claim Form 976 is 
filed between the 55th 
and 60th day after the 
decision became final. 

Abate that part of the assessment 
of tax which equals the tax on 
the deficiency dividend deduc- 
tion approved. Collect the ex- 
cess tax, if any, together with 
the proportionate interest pre- 
viously assessed. 

Recompute and collect interest 
only, on the part of the tax equal 
to the amount attributable to 
the deficiency dividend deduc- 
tion approved. 

due date of the tax date the claim Form 976 
was filed. 

(3) If the PHC tax has been assessed and paid. — 
If the PHC tax was prematurely paid 

and the allowance of a deficiency 
dividend deduction results in an 
overpayment. 

The allowance must be made with- 
in 2 years after the overpayment 
was determined. 

No interest is allowable on 
the overpayment. 
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SKO. 8. Rj:NFOOTIATION OF CONTRACTS. 

. 01 Definition. Section 1481(a) of the 1054 Code provides in part 
that if any co»tract between the United States, or any agency 
thereof, and a taxpayer is renegotiated and an amount of excessive 
profits is elimi»ated, the taxpayer is required to pay or repay to 
the contracting agenc~y of the Government the amount of the excessive 
profits. 

. 02 I'az credit. If the excessive profits have been reported in 
income for a prior year, section 1481(b) provides that a credit shall 
be allowed, by the contracting agency of the government, against, 
the repayment, in an amount equal to the tax applicable to the 
income so repoited ivhich was reduced by renegotiation. This credit 
is never scheduled by the District Director of Internal Revenue. 

. 03 Eenegotiation stamp on return. — After tlie excessive profits 
have been repaid to the contracting agency, the Renegotiation 
Board (or the agency) will inform the District Director with re- 
spect to the aniount of taxes assessed or paid which have been 
allowed in the re»egotiation settlement. Upon receipt of this in- 
formation, the original return will be properly stamped to indicate 
the necessa~ry information. 

. 04 1Vo interest alloioable iohen credit deducted from repayment. — 
No interest is allowable on the tax credit when deducted by the 
contracting agency from the repayment of excessive profits. Sec- 
tion 1481(b) (3) provides that if interest has been charged (by the 
contracting agency) on an item of cost disallowed in a cost-plus-a- 
fixed-fee cont~ract, the amount so charged is added (by the agency) 
to the amount of the credit deducted from the excessive profits. 
This adjustment for interest charged by the contracting agency is 
an audit adjustment, to be considered when the amount of credit 
allowable is determined and is not to be added to the tax credit. 

. 05 Interest allo+cable cohen credit not deducted from repayment. — 
If the amount allowable as a credit has not been deducted by the 
contracting agency, or if an insufficient amount lias been deducted, 
the additiona~l credit allowable shall be scheduled by the Internal 
Revenue Service as an overpayment for the purpose of allowing 
interest under section 6611. The tax is considered overpaid on the 
date repayments of the excessive profits to the co»tracting agency 
were completed. If a part of the tax liability, for the year affected 
by renegotiation, was paid after repayments of excessive profits to 
the cont~racting agency were completed, interest is allowable only 
from the date the tax was actually paid. 

. 06 8ubsequent overassessments. — Credits under section 1481(b) 
are considered as having been allowed from the most, recent payments 
of tax made before the date the contracting agency notifies the Dis- 
trict Director that the credit has been allowed. If the tax paid prior 
to that date is not sufIicient to absorb the full credit, the balance is con- 
sidered as having been allowed from payments immediately following 
the date of notiPication. Any refund or credit subsequently allowed 
by the District Director must be made from payments of tax not pre- 
viously allowed in the 1481(b) credit. This is important in determin- 
ing the validity of a, claim, depending for statute purposes on ainounts 
paid within two years of filing. 



. 07 Pv'e~urution of uPoiounce documents. — Allowance documents 
prepared for any year for which the return bears a renegotiation 
stamp will indicate the credit as an addition to the tax liability rather 
than as a previous allowance, as follows: 
Assessed: 

Tax 
Account No. 

Total assessed 

I. ess: Credit, Sec. 1481(b) 
I. R. C. of 1954 
Correct liability 

$100, 000 

$100, 000 

$15, 000 
50, 000 05, 000 

Ovcrassessnrent $85, 000 

. 08 Federul tuu benefit. — If the Renegotiation Board determines 
that excessive profits repaid by a taxpayer should be restored to the 
taxpayer, the result is an increase in taxable income. The tax is not 
assessed as a defiiciency by the District Director but is deducted by the 
Board (or agency) from the rebate to the taxpayer in arriving at the 
net renegotiation rebate. The Board (or agency) will request the 
District Director to determine the tax attributable to the amount of 
the rebate. After the amount of tax has been determined and ap- 

roved, the Board is informed as to the amount of the Federal tax 
enefiit. The Board then notifies the District Director when the net 

renegotiation rebate has been certified for payment to the taxpayer. 
At that time, the amount of the Federal tax benefit is entered on the 
return. Since a Federal tax benefit is in the nature of an assessment, 
it must be shown as a deduction from the 1481(b) credit in any subse- 
quent adjustment of the tax liability, as follows: 
Assessed: 

Acct. No. (original) 
Acct. No. (additional) 

Total assessed 

Less: Credit, See. 1481(b) 
I. B. C. of 1954 
Federal Tax Benefit 

$80, 000 
10, 000 $20, 000 

$100, 000 
25, 000 

$125, 000 

Correct liability O, i, 000 $8. &, 000 

Overassessment $40, 000 

. 09 2'uz neCht based on ussessruent rufher tltun puymenf. — The 
tax credit is generally computed on all taxes assessed. In most in- 
stances, payment has been made in full before the allowance of the 
credit by the renegotiating agency. Iiowever, when the Service has 
knowledge of an unpaid amount of assessed tax, payment of which 
is in doubt, the computation is made on the basis of taxes paid. 
Tlius the credit allowed by the renegotiating agency is limited to the 
overpayment of tax. In some instances the credit is computed on the 
basis of taxes assessed vhich have not been paid in full, and the 
credit has been allowed by the renegotiating agency. If tahe tax is 
not later paid, the amount of the credit, allowed in excess of the amount 
allowable based on taxes paid, will be assessed as a deficiency (Revenue 
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Ruling 55 — 474, C. B. 1955 — 2, 678). Interest will be charged on such 
deficiency from the date the excessive credit was allowecl. The date 
will be furnished by the contracting agency. For example: 
The taxpayer reported income of $500, 000 and tax liability of $300, 000 
The income was later reduced to $300, 000 by renegotiatiou ivith a tax 

liability of 175, 000 

A credit was allowed in the amount of $125, 000 
It ivas later deteruiined that the total tax paid was $100, 000 

Assessiuent will be made of $25, 000 
with interest computed from the date the excessive credit was allowed. 

. 10 Concurrent determination. — If an audit determination indi- 
cates a concurrent general adjustments deficiency and an overpayment 
of tax due to renegotiation (when the credit, was not deducted by the 
contracting agency), interest is computed on the general adjustnients 
deficiency from the due date of the tax to the date the excessive 
profits were repaid to the contracting agency aiid no interest is illowed 
on the overpayment. (The right, to the overpayment which ex. 
tinguished the deficiency arose on the date the excessive profits were 
repaid. ) If the overpayment exceeds the deficiency, interest is 
allo~ed on the excess only from the date of the repayment of the 
excessive profits or the date of payment of the tax, whichever is later. 

. 11 Termination of applicable provisions. — The provisions of the 
Renegotiation Act of 1951 ivere extended by Public Law 86 — 89, C. B. 
1959 — 2, 680, to continue its application to receipts and accruals attrib- 
utable to performance under contracts or subcontracts, through June 
80, 1962. The previous termination date was June 30, 1959. 

. 12 Computation of tax tchere taxpayer restores substantial 
amount held under crim of right. — The Technical Amendments Act 
of 1958, Public Law 85 — 866, C. B. 1958 — 8, 254, amends Section 1341(b) 
(2) of the 1954 Code. This section provides special rules applicable 
to the recomputation of tax when the taxpayer restores a substantial 
amount held under claim of right. The new provision relates to price 
redeterminations in connection with certain subcontracts subject to 
statutory renegotiation with the United States Government. The 
amendment is applicable to 1954 Code years with respect to sub- 
contracts entered into before January 1, 1958. No interest is allowable 
on any overpayment resulting from the application of this 
amendment. 

SEC. 9. TIME FoR PERF0RMING CERTAIN Acrs PosTPoNED BY' REAsoN oF 
WAR. 

. 01 Period of time to be disregarded. — Section 7508(a) of the 1954 
Code provides in part for disregarding a period of time when deter- 
mining whether certain acts were performed within the time pre- 
scribed, or in determining the amount of any credit, or refund, includ- 
ing interest. In the case of an individual serving in the Armed Forces, 
or in support of the Armed Forces, the period to be disregarded is that 
eluring which the individual serve~s in a combat zone during a period 
of combatant activities, or is hospitalized outside the United States 
as a result of such services, and the next 180 days thereafter. No 
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interest is charged on any deficiency or allo~ed on any overpayment 
during the period to be disregarded. 

. 02 Period of combatant activities. — The period of combatant 
activities is determined by Executive Order. June 27, 1950, is con- 
sidered the date combatant activities began in the combat zone 
designated in Executive Order 10195, C. B. 1951 — 1, 6, relating to the 
confiict in Korea. The period of time which may be disregarded in de- 
termining the period of. limitations for performing any of the acts 
designated under section 7508 (a) of the 1954 Code, or 8804(f) of the 
1989 Code, ended July 80, 1955. This is the 180th day after January 
81, 1955, designated in Executive Order 10585 C. B. 1955 — 1, 17, as the 
date combatant, activities in Korea ceased. Rev. Rul. 56 — 298, C. B. 
1956-1, 597. 
SEC. 10. CoNsTRUUTIDN REsERvE FUND — MERGHANT MARINE AUT oE 

1986. 
. 01 Defnition. — Section 511 of the Merchant Marine Act of 1986 

(as added by the Act of October 10, 1940 (54 Stat. , 1106; 46 U. S. C. 
1161), and as amended by the Act of June 17, 1948, P. L. 78, 78th 
Cong. , provides that for the purposes of promoting the construction 
of vessels ~ * "' certain taxpayers may, upon application, establish a 
construction reserve fund (with the Maritime Commission) for the 
construction or acquisition of new vessels. The fund contains deposits 
of proceeds from sales of vessels, indemnities on account of losses of 
vessels, earining from operation of vessels and receipts (interest or 
otherwise) from amounts previously deposited. Earnings may ac- 
cumulate in the fund without regard to the provisions of section 102 
of the 1989 Code (581 of the 1954 Code), and are included in taxable 
income only when withdrawn. 

. 02 lVithdratoals from the fund. — Section 511(i) of the Act pre- 
scribes the circumstances under which earnings deposited in the fund 
must be reported in income for any taxable year. That is the date 
when funds are withdrawn for purposes other than those for which 
the fund was established, or when the taxpayer has failed to comply 
with certain requirements. 

. 08 Period of A'mitations upon assessment. — Any additional tax 
due on account of withdrawals from the fund, or failure to comply 
with the provisions of the statute or the regulations, is collectible as 
a deficiency and may be assessed, together with the interest thereon, 
or a proceeding in court for the collection thereof may be begun with- 
out assessment, at any time, without regard to any period of limita- 
tions. Treasury Decision 5880, C. B, 1944, 720. 

. 04 Interest period. — (1) Begins with date of withdrawal. — Sec- 
tion 511(j) of the Act provides that interest upon any deficiency 
resulting from the inclusion in gross income of any gain (previously 
deposited in the fund) shall not begin until the date of such gain is 
required to be reported in income. 

(2) Cosnhination of adjustments. — If an audit determination re- 
sults in a combination of general and carryback adjustments together 
with a deficiency arising from withdrawals from the construction 
reserve fund, interest ~ ill be computed as follows: 



969 

A/loco interest 
To 

date of withdrawal 

Xdj ustment ferne 
1. On any general adjustments over- date of overpay- 

payment extinguished by a de- ment. 
ficiency due to withdrawal. 

2. On any overpayment attributable First day of year date of withdrawal 
to a carryback loss extinguished following loss 
by a deficiency arising from a year. 
withdrawal on a date after the end 
of the loss year. 

3, On the part of a deficiency, arising Assess no interest 
from a withdrawal, which is ex- 
tinguished by either a general or 
carryback overassessment. 

On any remainder date of with- date of paymente 
drawal. 

"If satisfied by credit then to tbe date of tbe overpayment. 

SEc. 11. BAD DEBTs AND BIORTHLEss SEcLRITIEs. 
. 01 Deans'tt'on. — Section 166(a) of the 1954 Cocle provides for al- 

lowance as a decluction of any debt which becomes worthless within 
the taxable year. Section 832(c) (6) provides for allowance as a de- 
duction against the income of an insurance company, of certain debts 
which become wori. hless within the taxable year. Section 165(g) 
provides that if any security which is a capital asset becomes woi&h- 
less during the taxable year, the resulting loss shall be treated as a 
loss from the sale or exchange of a capital asset. 

. 02 8e~en-year period of Hntt'tats'on. — Section 6511(d) (1) provides 
that if a claim for credit or refund relates to an overpayment of in- 
come tax resulting from a deduction under one. of the sections men- 
tioned in the preceding paragraph, in lieu of the 3-year period of 
limitation prescribed in section 6511(a), the period shall be 7 years 
from the due date of the return for the year with respect to which 
the claim is made. If the claim relates to the efFect a bad debt or 
worthless security deduction has on a carryback, the period shall be 
eit, her 

(1) 7 years from the due date of the return for the year of the 
loss, or 

(2) the period ending with the 15th day of the 40th month 
(39th month if the taxpayer is a corporation) following the encl 
of the loss year, or 

(3) the period ending 6 months after the expiration of the pe- 
riod within which an assessment may be macle under a consent, 
Form 872, Consent Fixing Period of Limitation Upon Assessment 
of Income and Profits Tax, 

whichever of such periods expires last. 
. 03 Interest restricted on 1M9 Code taxes only. — Section 3771(d) 

of' the 1939 Code, relating to claims based on deduction for bad debts 
or worthless securities, provides that if credit or refund of an over- 
payment woulcl be barred except for the special 7-year period pro- 
vided in section 322(b) (5), or 322(d) (2) relating to Tax Court cases, 
no interest shall be allowed on any overpayment for any period begin- 
ning after the expiration of the period provicled in section 322 (b) (1) 
and ending at the expiration of six months after the date the claim 
was filed, or if no claim was filed and the overpayment was found by 
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the Tax Court, ending with the date the petition was filed. Interest 
will be allowed on such an overpayment if the year is still open under 
the regular statute, If the special statutory provision is required for 
allowa~nce, then interest will be allowed on such an overpayment only 
from the day after the end of the six-month period following the date 
the claim was filed to the date of allowance. The 1954 Code contains 
no provisions restricting the allowance of interest in connection with 
bad debts and worthless securities. 

SEG. 12. CREDIT FQR STATE AND FoREIGN DEATII TAXES. 

. 01 Definition. — (1) Section 2011(a) of the 1954 Code allows the 
estates of citizens or residents of the United States, dying after Au- 
gust, 16, 1954, to claim as a credit against their Federal estate tax an 
amount equal to any State estate, inheritance, legacy or succession 
taxes owed and paid by the decedent, . 

(2) Section 2014(a) provides a similar credit for such taxes paid 
to a Foreign Country with respect to property situated therein. If 
the decedent was not a citizen of the United States, the credit is 
allowed only if the country of which he was a citizen allows a similar 
credit to citizens of the United States residing in. that country. 

. 02 Time for ft, ling claim ano7 maIeing allo@:ance. — The credit shall 
include only those taxes for which the proof required has been estab- 
lished and for which a claim has been filed, 

(1) In general, within 4 years after the estate tax return was 
filed, or 

(2~) If a petition to the Tax Court was filed, then within the 
4-year period or within 60 days after the decision of the Tax 
Court becomes final, or 

(3) If an extension of time was granted for paying the tax, 
then within the 4-year period or before extension period ends or 

(4) If the claim for credit was filed within the time prescribed 
in section 6511, then within the 4-year period or within 60 days 
after the mailing of a registered notice of disallowance of any 
part of the claim, or within 60 days after a court decision be- 
comes final with respect to a timely suit based on the claim, which- 
ever is later. This provision was added by the Technical Amend- 
ments Act of 1958, Public Law 85 — 866, C. B. 1958 — 3, 254. The 
1939 Code was similarly amended. 

. 03 No interest ollomoble on oiierpayments. — Sections 2011(c) and 
2014(e) provide that refunds of overpayments based on credits for 
State and foreign death taxes may be made (despite the provisions of 
sections 6511 and 6512) if the claim is filed within the period. pre- 
scribed in the preceding paragraph. No interest is allowable on these 
refunds. 

. 04 Recovery of tazeg claimed ae credit. — Section 2016 provides 
that if any tax claimed as a credit under section 2011 or 2014 is re- 
covered (from a state or foreign government) by the taxpayer, no- 
tice shall be given to the Secretary or his delegate. The estate tax 
will be redetermined; and, without regard to the statute of limitations 
provided in section 6501, the amount of any estate tax due upon re- 
determination shall be paid upon notice and demand. . 
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. 05 Interest on deficiency otue to recovery. — (1) Interest is coin- 
puted uncler the i egular rules (section 6601) on a, deficiency resulting 
from recovery of:iny part of a State tax claimed as a credit. 

(2) Interest is computed on a deficiency resulting froni recovery 
of any foreign tax claimecl as a credit. from the elate the refund ivas 
received by the executor of the estate. To the interest so computed is 
added an amount, equal to any interest paid on the refund by the for- 
eign government. 

. 06 Combination ad justments. — 
Interest eompntotion 

If the net resnli is Erorn To 

A general adjustments deficiency Interest is computed under the regular 
rules as provided in section 6601. 

A deficiency resulting from recovery The date the tax- The date of pay- 
of an amount claimed and paid as payer received ment of the tax, 
foreign death taxes. , the refund from or if the defi- 

the foreign gov- ciency is satisfied 
ernment. by credit, to the 

date of the over- 
payment so ap- 
plied. 

To the amount so computed an amount 
equal to the interest is added, if any, 
received from the foreign government 
on the refund. The sum of the two 
amounts assessed. 

A deficiency resulting from recovery of Interest is computed under the regular 
an amount claimed and paid as State rules. Interest is not restricted on 
death taxes. this deficiency, 

An overpayment due to general ad- Interest is allowed under the regular 
justments. rules as provided in section 6611(b) (1) 

and (2) as amended by P, L. 85 — 866, 
C. B. 1958 — 3, 254. 

An overpayment in resulting from an No interest is allowable. (See section 
increase in the amount of credit 12. 03. ) 
claimed. 

SEc, 18. ExcisE TAZEs. 
. 01 Tares on sales and services. — Section 6416(a) of the 1054 Code 

prescribes the conditions under which credit or refund of an over- 
payment of retailers or manufacturers excise taxes, or cabaret or cer- 
tain admissions taxes may be allowed. Interest is alloivable on 
any overpayment unless specihcally prohibited. Section 6416(b) 
sets forth special cases in which tax payments may be considered 
overpayments to be allowed urithout interest, as folloivs: 

(1) Price readjustments. — If the retailers or manufacturers excise 
tax has been paid and the price of the article is readjusted by reason 
of return or repossession of the article or a covering or container, 
or by a bona fide discount. , rebate, or allowance, a proportionate part 
of the tax paid is an overpayment. Eaceptionr AVhen the tax ivas 
computed under section 4226(b) (2) the rule applies only ivhen tlie 
article is returned or repossessed. This section contains an elective 
provision. 

(2) Speci/ed uses and resales. — All manufacturers and only those 
retailers' excise taxes paid under section 4041(a) (1) or 4041(b) (1), 
are deemed to be overpayments if the article was exported, used, sold 
or resold, for any of the purposes set forth in section 6416(b) (2) (A) 
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to (Q), inclusive. Exception: Section 6416(g) provides that section 
6416(b) (2) (A) shall apply to the tax imposed by section 4061(a), 
4111, 4121, and 4141, only if the article was sold for export after 
notice was received of intent, to export or resell for export. 

(3) Iax paid articles used for further manufacture, etc. — If the 
manufacturers excise tax has been paid on the sale of an article and the 
article was sold to a second manufacturer or producer, section 6416- 

(b) (3) (A. ) to (D) prescribes the circumstances under which the tax 
is an overpayment allowable to the second manufacturer or producer. 

(4) Tires, inner tubes, and automobile radio and television receiving 
seta. — If the manufacturers excise tax has been paid on any of the 
subject, articles and the article is sold or used by the manufacturer, 
producer, or importer, on or in connection with, or with the sale of, 
or as a component part of any other article, and the other article is 
(1) exported, (2) sold to a State or local government, or to a nonprofit, 
educational organization for its exclusive use, (3) used or sold for use 

as supplies for vessels or aircraft, the tax paid on the first article is 
an overpayment. 

(5) Return of certain installment accounts. — If the tax was paid 
under section 4053(b) (1) or 4216(e) (1) on the sale of any install- 
ment account by a retailer or manufacturer, and the account is later 
returned (by agreement) at an adjusted price, to the person who 
sold it, a proportionate part of the tax paid is an overpayment. 

. 02 Credit for tax paid on tires, inner tubes, radio or television 
receiving sets. — Section 6416 (c) provides for a credit without interest 
against the tax imposed under chapter 32 upon the sale of an article 
in connection with which one of the subject articles, also taxed 
under Chapter M, was sold. The credit is computed as prescribed 
in section 641(c) (1) or (2), and is allowable only upon the first 
sale of the article. 

. 03 mechanical pencils taxable as jeuelry. — Section 641(d) pro- 
vides for a credit, nrithout interest, to the retailer, in an amount 
equal to the tax paid under section 4201 on an article used by the 
retailer in the further manufacture of' an article taxable as jewelry 
under section 4001. 

. 04 Certain radio receiving sets and radio and television compo- 
nents. — Section 163(e) of the Excise Tax Technical Changes Act 
of 1958, Public Law 85 — 859, C. B. 1958 — 3, 92, provides for allow- 
ance of an overpayment icithout interest to a manufacturer, producer, 
or importer under the following conditions: 

(1) If a radio receiving set, an automobile radio receiving 
set, or a. radio or television component was initially used as a 
component part of any other article, and 

(2) Such other article was exported, or sold to a State or 
local government for their own exclusive use, the manufacturers 
excise tax paid on the set or component is an overpayment 
made by the manufacturer, producer, or importer of such other 
article. Proof. is required that the amount of the tax was not 
included in the sale price of the other article, or that the tax 
has been repaid to the ultimate purchaser, or his written con- 
sent to the allowance obtained. 
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. 05 Club dues. — (1) Section 4246(c) was added to the 1954 Code 
by the Excise Tax Technical Changes Act of 1058. This section 
exempts from tax, club dues or fees including assessments for con- 
struction paid on or after January 1, 1058, to a nonprofit organization 
operated primarily to provide swimming or skating facilities for 
the members. 

(2) No interest is allowable on any overpayment with respect to 
dues or fees paid between January 1 and September 2, 1958, if the 
overpayment is allowable only by reason of section 4246(c). Sec. 
162(d)i P. L. 85 — 850. 

. 06 8/oor stocks taxes. — (1) 1MO ftoor stocks taxes. — Section 4226 
imposes a "1056" dealers' Roor stocks tax at certain prescribed rates 
on stocks held by a dealer for sale on July 1, 1056, as follows: 

a. trucks, truck trailers, buses, etc. , taxed under section 4061 
(a) (1) 

b. tires of the type used on highway vehicles, taxed under sec- 
tion 4071(a) (1); 

c. tread rubber, taxed under section 4071(a) (4); 
d. gasoline, taxed under section 4081. 

(2) 1MB tax on gasoline. — Section 4226 as amended by Public Law 
86 — 642, C. B. 1959 — 2, 697, imposes a Hoor stocks tax of 1 cent a gallon 
(on gasoline taxed under section 4081) applicable to gasoline held by 
a dealer on October 1, 1050, (in storage) for sale, The tax does not 
apply to retail stocks held ~at the place where intended to be sold at 
retail, nor to gasoline held for sale by a producer or importer of gaso- 
line. The return is due to be filed and the tax paid on or before Jan- 
uary 15, 1960. See Treasury Decision 6417, C. B. 1050 — 2, 818. 

(3) Oeerpaynients icithout interest. — Section 4226(b) provides that 
all of the provisions of section 6416 are applicable to overpayments. 
Section 6416(b) sets forth special cases for allowing overpayments 
without interest. 

. 07 F/oor stocks refunds. — (1) Passenger automobi7es, etc. — Sec- 
tion 6412(a) (1) provides that if an article subject to tax under section 
4061(a) (2) has been solcl by a manufacturer, producer, or importer, 
before July 1, 1060, and on such date is held by a dealer for sale, the 
manufacturer, producer, or importer is entitled to a credit or refund 
seithout interest, in an amount, equal to the difFerence between the tax 
paid on the sale of the article and the tax made applicable thereto 
on and after July 1, 1960. A claim must be filed by the manufacturer, 
etc. , on or before November 10, 1060, based upon a request submitted 
by the dealer before October 1, 1060. Reimbursement niust have been 
made to the dealer on or before November 10, 1960, or written consent 
obtained from the dealer to the allowance of the credit or refund. 

(2) Trucks and buses, tires, tread rubber, and gasoline. — Section 
6412(a) (2) provides that if an article subject to tax under section 
4061(a) (1), 4071(a) (1) or (4), or 4081, has been sold by a manufac- 
turer, producer, or importer, before July 1, 1072, and on that date is 
held for sale by a dealer, the manufacturer, etc. , is entitled to a, credit 
or refund, icithout interest in an amount equal to the difFerence in the 
tax paid and the amount made applicable to such article after July 1, 
1072. A claim must be filed by the manufacturer, etc. , on or before 
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November 10, 1979, based upon a request submitted by the dealer be- 
fore October 1, 1979. Reimbursement must have been made to the 
dealer on or before November 10, 1972, or his written consent obtained 
to the allowance of the credit or refund. 

(8) 8ugar. — Section 6419(d) provides that if the import tax im- 
posed by section 4501(b) has been paid on any sugar or articles made 
chiefiy of sugar, and on June 80, 1961, the same goods are still held 
by the importer for sale, there shall be refunded to him without in- 
terest, an amount, equal to the tax paid, provided a claim is filed on or 
before September 80, 1961. Section 4501(c) terminates the tax on 
sugar imposed by sections 4501 (a) and (b) as of June 80, 1961. 

(4) Gasoline held on t'uly 1, 196'1. — Public Law 86 — 849, 86th Cong. , 
adds a new paragraph (8) to section 6419(a) which provides for a 
credit, or refund ioithout interest of an amount equal to the di8erence 
between the tax paid on gasoline (imposed by section 4081) and the 
amount made applicable on and after July 1, 1961. The credit will 
be made to the producer or importer and is applicable to gasoline sold 
before July 1, 1961, and on such date is held by a dealer intended for 
sale. A claim must be filed on or before November 10, 1961, based 
on a request submitted by the dealer to the producer or importer be- 
fore October 1, 1961. The producer or importer must have reim- 
bursed the dealer on or before November 10, 1961, or obtained his 
consent to the allowance of the credit or refund. The provisions are 
not applicable to retail stocks of gasoline being sold, but only to gaso- 
line held in storage tanks by either the dealer or the producer or im- 
porter. 

. 08 Gasoline used on farms or for nonhighioay purposes or by lo- 
oal transi t systems. — (1) Section 6490(a) provides for a rebate ieith- 
out interest to the ultimate purchaser of gasoline used on a farm for 
farming purposes. The amount is determined by multiplying the 
number of gallons used by the rate in effect (under section 4081) at 
the time of purchase. 

(9) Section 6421(a) provides for a rebate without interest to the 
ultimate purchaser of gasoline used for certain nonhighway purposes. 
The amount is 1 cent, for ea, ch gallon so used on which tax was paid 
at the rate of 8 cents a gallon and o cents for each gallon on which 
tax was paid at the rate of 4 cents a gallon. Amendment made by 
Public Law 86 — 84o. 

(8) Section 64ol(b) provides for a rebate ioithout interest to the 
ultimate purchaser of gasoline used during any calendar quarter in a 
vehicle engaged in the transportation of persons, but only if 60 per- 
cent of the fare revenue was tax exempt. The amount is determined 
as provided in this section, as amended by P. L. 86 — 849. 

(4) One claim only may be filed for any one-year period. ending 
on June 80 of any year. No claim shall be allowed unless filed on or 
before September 80 of the year in which the one-year period ends. 
An exception to this rule is made if $1, 000 or more is payable under 
this section for gasoline used during a~ calendar quarter by a local 
transit system. 

. 09 Prepayments of retailers' excise tax. — (1) Definition. — Rev- 
enue Ruling 56 — 961) C B 1956 1& 556' provides that a retailer of arti- 
cles subject to tax under the provisions of 1954 Code sections. 
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4001, on jewelry& and related items 
4011, on furs 
4021, on toilet preparations, and 
4081, on luggage. , handbags, etc. , 

may, upon approval of his local District Director, compute and pre- 
pay the tax at the time the taxable articles are purchased, rather than 
when they are sold. 

(2) Adjustments to the tax prepaid. — a, Additional tax. — If after 
prepayment of the retailers excise tax, articles are sold at prices 
higher than those used as a basis for computing the tax the additional 
excise tax must be included in the quarterly return for the period in 
which the articles are sold. 

b. Excess prepayments. — If an excess prepayment arises from the 
sale of articles at prices lower than the retail price upon which the 
prepayment was based, or from a reduction in the applicable tax rate, 
or from the loss, destruction& or return to suppliers, of articles upon 
which the tax has been prepaid, interest will not, be allowed upon 
such excess prepa, yments. 

. 10 Erroneous payments of excise tax. — Revenue Ruling 55 — 272 
C. B. 1955 — 1, 199, holds tlrat amounts of manufacturers excise taxes 
erroneously or mistakenly paid by retail dealers will be regarded as 
overpayments of tax upon which interest is allowable under section 
6611(a) of the 1954 Code or section 8771(a) of the 1939 Code. The 
earlier policy, that interest was not allowable on credits or refunds 
to dealers pursuant to claims filed to recover amounts paid by them 
as excise taxes properly due and payable by manufacturers, will no 
longer be followed. 

. 11 Coconut and palm oiL — (1) Sales to States or political sul&- 
divisions. — Section 6417(a) provides for the allowance of a credit or 
refund of the tax imposed by section 4511 and paid on the processing 
of coconut and palm oil, when the oil, or an article containing the 
oil in combination or mix~ture, has been sold to a State or its political 
subdivision. for use in the exercise of an essential governmental 
function. 2Vo interest is allou&al&le on such credit or refund. 

(2) Export. — Section 6417(b) provides for the allowance of a re- 
fund of tax paid under section 4511 (on the processing of coconut and 
palm oil) when the oil is exported to any foreign country or possession 
of the United States. No interest is allowable on the refund. 

. 12 8pecial rulesin case of manufactured sugar. — (1) Use as lioe- 
stoHe feed or for distillation of alcohoL — Section 6418(a) provides 
that if manufactured sugar or anything in which it is used, is ulti- 
mately used as or to produce livestock feed, or for the distillation of 
alcohol, the user is entitled to a rebate of any tax pa, id under section 
4501 (a) and (b) for its manufacture or import. 

(2) Export. — Section 6418(b) provides that if tax-paid manufac- 
tured sugar is being exported, except to Puerto Rico, the Secretary or 
his delegate will pay to the consignor (or to the shipper or manu- 
facturer if the consignor waives any claim thereto) the amount of 
the tax originally paid. If the sugar had been imported and a, draw- 
back of any import tax had been or was to be claimed under section 
4504, the payment ~ould not be made. 
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(3) Time for fling cluim. — Section 6511(e) (1) and (2) provides 
that no payment shall be allowed under section 6418 (a) or (b) unless 
a claim is filed within 2 years after the right to such payment under 
either section has accrued. Under section, 8lP$(b) of the ZAN C"ode, 
the period for fling this cia&ni8 one year. 

(4) No interest alloicable. — A payment made pursuant to section 
6418 (a) or (b) does not constitute a payment of tax erroneously, il- 
legally, or otherwise wrongfully collected, but is a payment depend- 
ent upon the performance of certain acts after the liability for the tax 
was legally incurred and paid by manufacturers of the sugar. Thus, 
there is no authority in the law for the allowance of interest on such 
a payment (Revenue Ruling 55 — 650, C. B. 1955 — 2, 497) . 

. 18 Excise tux on icagering. — Section 6419(b) provides that, a 
credit or refund shall be allowed, icithout interest, to any taxpayer 
who paid a tax on a, wager and then lays ofi' part or all of such wager 
with another person who is liable for a proportionate part of the tax. 

SEc. 14. E&IPLOX31KNT TAxEs. 
. 01 General. — If more or less than the correct, amount of tax is 

paid with respect to employment taxes imposed by 1954 Code sections 
3101 FICA tax on employees 
8111 FICA tax on employers 
3201 RRTA tax on employees 
3221 RRTA tax on employers, and 
3402 Income tax collected at source 

proper adjustments of both the tax and the amount to be deducted will 
be made icithout interest. Overpayments are adjusted under section 
6418 (a); underpayments under section 6205 (a) . 

. 02 Foreign subsidiaries of domestic corporations. — (1) Foreign 
subsidiury agreements. — Domestic corporations employing U. S. citi- 
zens in their foreign subsidiaries may enter into agree1nents under 
section 8121(1) whereby Federal old age and survivors insurance 
is extended to those citizens. Under these agreements the corpora- 
tions pay amounts equivalant to the FICA taxes imposed by sections 
8101 and 3111. Whether the tax is over or underpaid, adjustments 
are without interest. 

(2) Special rule for o~erpayrnent not "adjusted". — Any overpay- 
ment which cannot be adjusted will be refunded only if a claim 
is filed within 2 years from the time the tax was paid. (Generally, 
claims for overpayments of F. I. C. A. Taxes may be filed within the 
applicable period of limitations for making credits and refunds. ) 
Any claim filed under section 8121(1) (7) (B) must be plainly marked 
"claim under section 3121(1). " 

. 08 Nonproft organizations — icaiver certificates. — (1) Religious, 
charitable and certain other organizations which are exempt from 
income taxes may file a certificate certifying that they desire to have 
the Social Security insurance system extended to their employees 
(1954 Code section 8121(k) (1) ). 

(2) The Social Security Amendments [Act] of 1958 (Public Law 
85 — 840, C. B. 1958 — 8, 85) amended section 8121(k) (1) to provide 
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that an organization ivhich fileil a ivaiver certilicate after 1055 but 
before A. ugust 28, 1058, covering only part, of its employees, may 
file a request at any time before 1060 to have such certificate eRective 
with respect to the service of additional individuals. The eRective 
date would begin with the first day of any calendar quarter preceding 
the first calendar quarier for which it ivas eRective and following 
the last calendar quarter of 1055. (Prior to (his amendme»t, a 
supplemental list (of additional employees) could be filed only within 
9 years folloiving the first calendar quarter for which it was eRective, 
or before january 1, 1050, whichever was later. ) 

a. If a request is filed under this provision- 
(a) for the purpose of computing interest and additions to 

the tax for failure to fiile a return, the due date for the retur~ 
and payment of tax for any calend~ar quarter resulting from the 
filing of such request shall be the last. clay of the calendar month 
following the calendar quarter in ivhich the request is filed; and 

(b) the statutory period for the assessment of such tax shall 
not expire before 8 years from such date. 

b. If a certificate is eRective for one or more calendar quarters 
prior to the quarter in ivhich the certificate is filed, then- 

(a) for purposes of computing interest and additions to the 
tax for failure to file a tax return, the due &lrtte for the return and 
payment of the tax for such prior calendar quarters resulting 
from the filing of such certificate sliall be the last day of the 
calendar month following the calendar quarter in which the 
certificate is filed; and 

(b) the statutory period for assessment of such tax shall not 
expire before 3 years from such due date. 

. 04 C'omputation of interest. — (1) FICA tax 
Compute interest 

a. Underpayments 
(a) If correction is not "ad- 

justed. " 
(b) If correction is "adjusted" 

but the tax is not paid 
on the date prescribed 
for payment. 

b. Overpayments 
If an overpayment is not "ad- 

justed" 
(a) a claim must be filed with- 

in the applicable period 
of limitations. 

(b) If overpayment was made 
under section 6121(1) 
the claim must be filed 
within 2 years after 
payment of the tax. 

From 

Due date of the tax 

due date of return 
for tax-return pe- 
riod in which the 
error was ascer- 
tained (whether 
reported on a cur- 
rent return for 
that period or on 
a supplemental re- 
turn) . 

due date of the re- 
turn on which the 
overpayment was 
reported, or the 
date of overpay- 
ment of the tax 
whichever is later. 

To 

date of payment 

or 
if satisfied by credit, 

to the date of the 
overpayment so ap- 
plied. 

date determined un- 
der Code section 
6611(b). 
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(2) Income tax collected at source. — 
Compute interest 

a. Underpayments 
(a) If the correction does not date employer failed following Apr. 15 or 

constitute an "adjust- to withhold date of payment by 
ment. " employer, which- 

(b) If reported as an "adjust- due date of the re- is earlier. 
ment" but not paid on turn on which the or 
or before the due date adjustment is re- if satisfied by credit 
of the return on which ported. to date of the over- 
the adjustment is re- payment so applied. 
ported. 

b. Overpayments 
(a) If reported as an "adjust- no interest accrues 

ment. " 
(b) If not an "adjustment" due date of return on date determined un- 

but refunded or allowed which the over- der section 6611(b). 
as a credit on the return payment was re- 
after authorization by ported or, from the 
the District Director. date of payment 

whichever is later. 

. 05 Self-employment income. — (1) 3linisters — service in foreign 
country. — The Social Security Amendments of 1956, P. L. 880, 84th 
Cong. , C. B. 1956 — 2, 1188, amended 1954 Code section 1402(a) (8) per- 
mitting a minister in a foreign country who has a congregation of 
predominantly United States citizens to elect still further retroactive 
application of the benefits of section 1402 (b) (8) in computing income 
for self-employment, purposes. The election would cover years 
ended after 1954 and before 1957. Before this amendment the election 
could be made for taxable years ending after 1956 only. 1Vo interest 
may be assessed or collected on any underpayment arising from such 
election (Sec. 201(m) (2) (F), P. L. 880). 

(2) Extension of time usithin tohich ministers may elect Social Se- 

curityy 

coverage. — a, . Definition. — Section 1402 (e) (2) of the 1954 Code 
as amended by Public Law 85 — 289, C. B. 1957 — 2, 1061, extends the 
time within which ministers, members of religious orders, and Chris- 
tian Science practitioners may file a waiver certificate electing cover- 
age uncler the old-age, survivors, and disability insurance program. 
The election is irrevocable. 

b. Retroactive coverage. — 
Wai ver certirtoate Is effective 

If filed after August 60, 1957, but on or be- For the first taxable year ending 
fore the due date of the return for his after 1955 and all succeeding 
2nd taxable year ending after 1956 (in- taxable years. 
eluding any extension). 

If filed on or before August 60, 1957, effec- For the first taxable year ending 
tive only for the 3rd or 4th taxable year after 1955 and all succeeding 
ending after 1954, and all succeeding tax- taxable years (if he files a sup- 
able years. plemental certificate after Au- 

gust 60, 1957, and on or before 
the due date of the return for his 
2nd taxable year ending after 
1956. 

If filed after the duc date of the return (in- For the taxable year immediatelV 
eluding any extension) for his 2nd tax- preceding the taxable year with 
able year ending after 1956. respect to which it was filed and 

all succeeding taxable years. 
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c. Period for assessment, interest, and penalty. — Section 1(c) of 
Public Law 85 — 289 provides that if a certificate a, fter the due date of 
a return (including any extension) is efi'ective for such taxable year 
or any receding taxable year, then 

a) for purposes of computing interest, the due date for pay- 
ment of the increase in tax for such year or years shall be the 
last day of the 6th month following the month in which the cer- 
tifiicate is filed; 

(b) the period for assessment of any deficiency shall not expire 
before the end of 8 years from such due date; and 

(c) the addition to tax for failure to file a return (sec. 6051 
of the 1954 Code) shall not include such increase in tax. 

(8) Trade or business. — a. Definition. — Section 1402(c) (5) of the 
1954 Code, relating to the definition of the term "trade or business" 
with respect to self-employment income, as amended by Public Law 
880, C. B. 1956 — 2, 1188, extends coverage for social security purposes 
to lawyers, dentists, osteopaths, veterinarians, chiropractors, naturo- 
paths, optomet. rists, architects, certified public accountants, other 
registered or practicing accountants, funeral directors, and profes- 
sional engineers, all of. whom were formerly excluded. 

b. Applicability. — This provision is applicable to taxable years 
ending after 1955. 

c. special interest provisions. — Section 201(m) (2) (F) of Public 
Law 880, provides that any tax on self-employmeiit income which is 
due solely by reason of this amendment, for any taxable year ended 
on or before August 1, 1956, shall be considered timely paid if pay- 
ment was made in full on or before February 28, 1957. In no event 
shall any interest be imposed on any amount of tax due under section 
1401(a) solely by reason of this amendment for any period before 
August, 2, 1950. 

(4) Share- farming arrangements. — a. Definition. — Section 1402 
(a) (1), relating to the definition of net earnings from self-employ- 
ment, as amended by Public Law 880, provides tliat rentals from real 
estate and personal property leased with the real estate, derived by the 
owner or tenant of land under certain share-farming arrangements, 
which income was formerly excluded from net earnings from self- 
employment will be included in computing self-employment income 
or net earnings from se'lf-employment. 

b. AppHeability. — This amendment relates to taxable years ending 
after 1955. 

c. Interest provisions. — Section 201(m) (2) (F) of Public Law 880 
provides that no interest shall be assessed or collected on the tax due 
on self-employment income by reason of enactment of this section for 
any taxable year ended on or before the date of enactment of this 
section (A. ugust 1, 1956). 

The tax shall be considered timely paid if payment was made in 
full on or before February 28, 1957. 

In no event shall interest be imposed on the amount of any such 
tax due for any period before the day after the date of enactment 
(August 1, 1956) of this Act. 

585726' — 61 68 
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Accordingly, interest accrues from August o, 1956, to the date of 
payment on any tax which would have been due before August 1, 
1956, but not paid on or before February 98, 1957. 

(5) Death of a partner. — 1954 Code section 1402(f) contains spe- 
cial provisions for computing net earnings, from self-employment of a 
partner whose death occurs after August 98, 1958, because, as a result 
of his death, his taxable year ends before that of the partnership. 
(Subsection (f) was added by the Social Security Amendments Act 
of 1958, Public Law 85 — 840, C. B. 1958 — 8, 85. ) This provision is also 
applicable to an individual who dies after 1955 and on or before Au- 
gust 98, 1958, (1) if there is filed before January 1, 1960, a self-em- 
ployment tax return (or amended return) for the taxable y~ear ending 
as a result of the individual's death, and (2) in the case of a return 
filed solely to obtain the benefit of this provision, it is accompanied by 
the amount of the tax attributable to the net earnings reported. No 
interest or penalty shall be assessed or collected on any tax due by 
reason of the application of this section. 

. 06 Federal Unemployment Tax Act. — (1) Credit against tm im- 
posed by section 8801. — Section 8809(a) provides for the allowance 
of a credit against the tax imposed by section '%01 on employers of 
four or more individuals. The credit consists of the amount of con- 
tributions paid by the employer into a State unemployment fund in 
any taxable year. An additional credit is also allowable under section 
8802(b). 

(9) J7'. efund or credit of Federal Unemployment Tax. — Section 
6418(d) provides that any credit allowable under section 880o, to the 
extent not previously allowed, shall be considered an overpayment, 
but no interest shall be allowed or paid with respect to such 
overpayment. 
SEc. 15. STAMP TAXEs. 

. 01 Authorization for allowance or redemption. — Section 6805 of 
the 1954 Code provides that upon receipt of satisfactory evidence of 
the facts, the Secretary or his delegate may make allowance for, or 
redeem such of the stamps issued under authority of any internal 
revenue law, (a) as may have been spoiled, destroyed or rendered 
useless or unfit for the purpose intended, or (b) for which the owner 
may have no use, or (c) whicli through mistake may have been im- 
properly or unnecessarily used. 

. Oo Time for filing claims. — Claims for redemption or allowance 
under section 6805(c) of the 1954 Code must be presented. within 8 
years after purchase of such stamps. (The period of limitations for 
filing a claim under 1989 Code section 8804 is 4 years, except for 
tobacco tax. ) 

. 08 Interest on overpayments. — Interest is allowable on overpay- 
ments of stamp taxes (including excise tax value stamps) in accord- 
ance with the provisions of section 6611 of the 1954 Code. This is 
true irrespective of whether the tax was paid by stamp or through 
assessment. However, interest is allowable only when the stamps 
were used in payment of a tax (from the date the stamps were affixed 
and cancelled to the date of allowance). No interest is allo~able on 
amounts paid in redemption of stamps, including unused excise tax 
value stamps. 



SEC. 16. SPECIAL INTEREST PROVISIONS RELATING TO 1939 COItE TAXES. 

Subject Provision Ettect Authority 

. 01 Claims against foreign 
governments. 

. 02 Credit or refund of 
tax on certain trusts 
for members of the 
Armed Forces. 

This amendment provides that the Foreign 
Claims Settlement Commission of the 
U. S. may now handle certain claims 
brought by Americans against the Gov- 
ernments of Bulgaria, Hungary, Rums, nia, , 
Italy and Russia. It provides for the 
vesting (taking title) of Bulgarian, Hun- 
garian and Rumanian assets which were 
owned by those Governments on Septem- 
ber 15, 1947 (the effective date of peace 
treaties with the United States) and 
which remain blocked on August 9, 1955. 
Assets are vested in Office of Alien Prop- 
erty in the Department of Justice. The 

roperty may be liquidated and Federal, 
tate, Territorial, or local taxes paid. 

The law provides for credit or refund of tax 
paid on trust income accumulated for a 
service man of the United States or of one 
of the other United Nations, if the service 
man died in active service between De- 
cember 7, 1941, and January 1, 1948. The 
amendment corrects an oversight in a pre- 
vious implied amendment by providing 
that if a credit or refund under that 
amendment was barred by statute (other 
than by closing agreement or compromise) 
allowance may be made if a claim is filed 
within one year after August 9, 1955. 

The sts, tutes of limitations 
on assessment collection, 
refunds or credits of Fed- 
eral taxes are suspended 
while property is vested 

and for 6 months there- 
after. 

No interest is allowable 
on any refund during 
the period of suspension. 

If credit or refund would 
be barred except for this 
Act, no interest is allow- 
able on the overpayment. 

P. L. 285, 84th Cong. , ap- 
proved Aug. 9, 1955, C. B. 
1955 — 2, 756, adds title II 
to the International Claims 
Settlement Act of 1949. 

P. L. 310, 84th Cong. , ap- 
proved Aug. 9, 1955, C. B. 
1955 — 2, 759, amended Sec. 
345 of the Revenue Act of 
1951 which implies amend- 
ment of section 162(a) of 
the 1939 Code. 



Subject Provision EiTect Authority 

. 03 Unlitnited Deductions 
for Charitable Con- 
tributions. 

. 04 Corporate Distribu- 
tions Taxable as 
Dividends. 

. 05 Exclusion in Comput- 
ing Personal Hold- 
ing Company In- 
come. 

An unlimited charitable deduction will be 
allowed if in the current year, and in 8 out 
of 10 of the immediately preceding years 
the individual's contributions to charity, 
plus his income tax payments equal 90 
percent or more of his taxable income. 
The deduction will be allowed only if an 
amount equal to any refund under this 
provision is paid to or set aside for charity. 

This amendment, in general, limits the 
amount of a distribution of property 
which is taxable as a dividend to the 
amount of the earnings and profits of the 
distributing corporation. This provision 
is applicable to any 1939 Code tax year. 
However, it does not apply to any taxable 
year of a shareholder (corporation) which 
filed a return for such year and reported 
dividends under a policy which had not 
been revoked at the time. 

These amendments provide that 1939 Code 
section 502(f) (relating to usc of corpora- 
tion property by a shareholder) shall not 
apply in computing gross income of a 
personal holding company with respect to 
rents received during the taxable years 
ending after December 31, 1945, to which 
the Internal Revenue Code of 1939 ap- 
plies, if such rents were received for the 
use by the lessee (shareholder) of prop- 
erty of the taxpayer in the operation of 

No interest is allowable on 
any overpayment result- 
ing from this amendment. 

Claim for refund may be 
filed at any time within 
seven years from the due 
date of the return. (Rev. 
Rul. 59 — 157, C. B. 1959— 
1, 647. ) 

The amount allowable is 
not restricted by the pro- 
visions of section 322(b) 
(2) or (3) of the 1939 
Code. 

No interest is allowable on 
any overpayment result- 
ing from this amend- 
inent. 

No interest is allowable on 
suiy overpayment result- 
ing from these amend- 
ments. 

1'. L. 408, 84th Cong. , ap- 
proved Feb. 15, 1956, 
C. B. 1956 — 1, 854, amend- 
ed 1939 Code Section 120. 

Sec. 3(a) of P. L. 629 84th 
Cong. , approved June 29, 
1956, C. B. 1956-2, 1165, 
added subsection (n) to 
1939 Code section 115. 
Sec. 3(b) prohibits allow- 
ance of interest. 

P. L. 370, 84th Cong. , ap- 
proved August 11, 1955, 
C. B. 1955 — 2, 770, amended 
section 223 of the Revenue 
Act of 1950, applicable to 
years ending before Jauu- 
ary 1, 1954. 

P. L. 85 — 319, 85th Cong. , 
C. B. 1958 — 1, 628, further 
amended section 502(f) 
1939 Code making it up- 



. 06 Income Taxes Paid 
Under Contract 
(Pyramided taxes). 

. 07 Amounts Received by 
Certain Motor Car- 
riers in Settlement 
of Claims Against 
The United States. 

. 08 Credit for Tax on Cer- 
tain Prior Transfers. 

a bona fide commercial, industrial, or 
mining enterprise. (Previously appli- 
cable to rents received before January 1, 
1950. ) 

This amendment provides that if two cor- 
porations entered into a contract (includ- 
ing a lease) before January 1, 1952, under 
which one is obligated to pay or reimburse 
the other for any part of the income tax 
imposed by the 1939 Code on the payee 
with respect to income under the con- 
tract, the gross income of the payee shall 
not include the remibursement other than 
to the extent of the income tax imposed 
on the payee, the tax to be determined 
without the inclusion in gross income of 
the reimbursement. A deduction is al- 
lowed to the payor for such payments but 
only to the extent provided. This 
amendment applies to taxable years be- 
ginning after December 31, 1951, to 
which the 1939 Code applies. 

This amendment provides that (notwith- 
standing the provisions of 1939 Code sec. 
42) a motor carrier transportation system 
may elect to treat an amount received in 
settlement of a claim against the United 
States as having been received or accrued 
during the year in which the system was 
in the Government's possession or control. 
The election must be made before Sept, . 3, 
1959, and is irrevocable. 

This section provides, in general, that if an 
executor of an estate so elects, the estate 
tax imposed by sections 810 and 835 with 
respect to decedcnts (citizen or resident 
of the United States at the time of death) 
dying after December 31, 1951, shall be 
credited with all or part of the Federal 

No interest is allowable on 
any overpayment result- 
ing from this amendment. 

Overpayments which would 
be barred by statute from 
allowance at any time be- 
fore March 3, 1959 (ex- 
cept in the case of a 
closmg agreement or a 
compromise), may be al- 
lowed if a claim is filed 
before that date. 

Any deficiency resulting 
from the application of 
this provision may be 
assessed at any time 
within one year after the 
date of the election. 

Interest begins on any such 
deficiency on March 15, 
1953. 

No interest is allowable on 
any overpayment result- 
ing from this amendment. 

plicable to all 1939 Code 
taxes. 

P. L. 85 — 866 Technical 
Amendments Act of 1958, 
C. B. 1958 — 3, 254, enacted 
Sept. 2, 1958, added sub- 
section (p) to 1939 Code 
section 22. 

P. L. 85 — 866 Technical 
Amendments Act of 1958 
enacted Sept. 2, 1958. 
Sec. 99. 

P. L. 417, 84th Cong. , ap- 
proved Feb 20 1956 
C. B. 1956-1, 857 added 
section 814 to chapter 3 of 
the 1939 Code (Estate 
Tax). 



Subject Provision Effect Authority 

. 09 Reversionary Interest 
in Property Trans- 

ferredd. 

. 10 Bequests to a Surviv- 
ing Spouse (Trust 
with power of ap- 
pointment in sur- 
viving spouse) 

estate tax paid on the transfer of property 
to the decedent by a deceased spouse who 
died within 2 years before decedent's 
death. The credit will be determined 
under section 814 (b) and (c). Executors 
exercising this election should file a claim 
for refund (Form 843) and show the 
computation (used to determine the 
credit) in schedule R of Form 706. 

This amendment provides with respest to 
certain transfers of property (involving a 
retained life estate) by persons who died 
after February 10, 1939, that if credit or 
refund of any overpayment of estate tax 
in any case entitled to relief under the 
provision of P. L. 378 was barred by stat- 
ute on Oct. 25, 1949 (except in the case of 
a closing agreement or compromise), the 
allowance may be made if a claim was 
filed before August 2, 1957. 

This amendment makes certain cha, nges in 
the provisions for determining what part 
of the interest in property passing from 
a decedent shall be considered as passing 
to the surviving spouse. It applies to 
estates of decedents dying after April 1, 
1948, and before August 17, 1954. 

No interest is allowable on 
any overpayment result- 
ing from this amendment. 

If refund or credit of any 
overpayment resulting 
from the application of 
this amendment is pre- 
vented by statute at any 
time before Sept. 3, 1959 
(except in the case of a 
closing agreement or com- 
promise), the allowance 
may be made if a claim 
is filed before September 
3, 1959. 

No interest is allowable. 

P. L. 901, 84th Cong. ap- 
proved Aug. 1, 1956, C. B. 
1956-2, 1205. 

P. L. 85 — 866, enacted Sept. 
2, 1958, C. B. 1958-3, 254, 
amends 1939 Code section 
812(e) (1) (F). 



. 11 Bequests to a Surviv- 
ing Spouse (Interest 
of spouse condi- 
tional on survival 
for limited period). 

. 12 Application of Per- 
centage Depletion 
Rates To Certain 
Taxable Years End- 
ing in 1954. 

This amendment provides an additional 
exception whereby another type of ter- 
minal interest will be eligible for the 
marital deduction for estate tax purposes 
with respect to property passing to a sur- 
viving spouse. It applies to decedents 
dying after April 2, 1948. 

Taxpayers may elect to apply 1954 Code 
percentage rates in the case of any mine, 
well, or other natural deposit listed in 
subsection 618(b), to a taxable year end- 
ing after December 31, 1953, to which 
the 1939 Code applies. The method of 
computation is given in section 613(d) (2). 

No interest is allowable on 
any overpayment result- 
ing from this amend- 
ment. 

If refund or credit of any 
overpayment resulting 
from this amendment is 
barred by statute on 
Sept. 2, 1958, or within 6 
months thereafter (ex- 
cept in the case of a com- 
promise or closing agree- 
ment), allowance may be 
made if a claim is filed 
before March 2, 1959. 
No interest is allowable 
on any overpayment aris- 
ing from this amendment. 

P. L. 85 — 318, 85th Cong. , 
enacted February 11, 1958, 
C. B. 1958 — 1, 627, amends 
1989 Code section 
812(e) (1) (D). 

Section 86(a) of P. L. 85 — 866 
added subsection (d) to 
1954 Code sec. 618. 

Sec. 86(b) contains the stat- 
ute and interest provisions 
relating to the adjustment. 



1044 

EXCISE TAXES — ContinueII C. 
Retailers: 

Exemptions: 
American Municipal Association 1 
Diesel and special motor fuels, farm use, $ 48. 4041 — 8 2 
Jewelry, silver wine cups used for religious purposes 1 
Special motor fuels, supplies for vessels and aircraft, '2 

Fuels: 
Diesel and special motor fuels, exemptions, farm use, 

$ 48. 4041 — 8 2 
Rates and application of tax, $$ 48. 4041-1 through 

4 . 4041-7 8. 0 — 7 2 
Engine fuel, 80 — octane gasoline blended with outboard 

motor oil 2 
Special motor fuels, exemptions, supplies for vessels and 

aircraft, f 48. 4041 — 9 2 
General: 

Charges for special packing material 1 
Deductibility of retailers' tax, installment sales 1 
Return and payment of tax by suppliers, f 48. 6011(c) — 1 1 

Jewelry: 
Binocular carrying cases 1 
Cutting and polishing, resetting customers' diamond 1 
Flatware or hollow ware, gold or silver plated 
Silver wine cups used for religious purposes 1 

Luggage, binocular carrying cases 1 
Toilet preparations, aromatic cachous 1 

Returns (See: ADMINIsTRATIvE: Returns) 
Safe deposit boxes: 

Definition, $ 49. 4287 — 1 1 
Imposition and rate of tax, $ 49. 4286 — 1 1 

Stamp (Documentary): 
Exemptions, Menominee Indians, transfer of tribal assests 2 
General, failure to pay tax, penalties, preclusion of delinquency 

and fraud penalties 1 
Stocks, etc. , 

Issues, common stock dividend 2 
Original issue, actual value of shares 1 
Regulated investment companies, rate reduction 1 
Transfer from custodian to minor 1 

State banks notes: 
Exemptions, f 46. 4883 — 1 1 
Rates of tax, daily balances of circulation outstanding; circula- 

tion paid out, $$ 46. 4881 — 1, 46. 4881 — 2 1 
Returns and payment of tax, f 46. 4884 — 1 1 

Sugar: 
Exemption, producer's home consumption, $ 46. 4503 — 1 1 
Import tax, administration, ) 46. 4504 — 1 1 
Imposition and rates of tax, $ 46. 4501 — 1 1 
Tax rate extended 2 

Tax (See: ADMINIsTRATIVE: Tax) 
Transportation-Persons: 

Chartered conveyances: 
Basis of tax, $ 49, 4261 — 7 1 
Combined loads of property and passengers 1 
Helicopter rental service 

Commutation, basis of tax, f 49. 4261-7 1 
Established line: 

Small aircraft on nonestablished line, exemption, 
$ 49. 4263(f) — 1 -'1 

Small motor vehicles, basis of tax, $ 49. 4263(b) — 1 1 
Exemptions: 

American Municipal Association 1 
Armed Forces personnel, $ 49. 4263(e) — 1 1 
Charges not exceeding 60 cents, fj 49. 4263(a) — 2 1 
Chartered conveyance, $ 49. 4263(a) — 2 1 

I'apa 

404 
283 
402 

283 

283 

283 

310 

283 

403 
189 
605 

401 
400 
281 
402 
401 
786 

520 
520 

691 

641 

344 
551 
786 
552 

557 

557 
557 

557 
557 
557 
685 

520 
548 
341 
520 

520 
520 

404 
520 
520 
520 
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GIFT TAX — Continued C. B. 
Citizens or residents, United States possessions 2 
Committee reports, table of contents 1, 2 
Exclusions, trust, discretion when to accept principal 1 
Jeopardy assessments (See: AoMINIsTRATIVE: Assessments) 
Legislation, table of contents 1, 2 
Present interests, trust, discretion when to accept principal 1 
Public laws, table of contents 1, 2 
Remainder interests, charitable, capital gains added to corpus or 

trust income 2 
Returns (See: ADMINISTRATIvE: Returns) 
Valuation, charitable remainder interest, capital gains added to cor- 

pus or trust income 2 

INCOME TAX: 
Abandonment, loss deduction, nondepreciable property, $ 1. 165 — 2 1 
Accounting methods: 

Accrual, taxable year of inclusion, domestic sale of "export" 
cotton 1 

Cash receipts and disbursements, deferred compensation for 
services rendered, taxable year of inclusion 1 

Change: 
Adjustments, small business corporation, $ 48. 481 — 2 2 
Bottle inventories 2 

Dealer reserve income: 
Elections, $$ 1. 9002 through 1. 9002 — 8 2 
Elections, temporary rules, $ 17. 1 — 1 2 

Dealers' reserves, transition to proper accrual basis 1 
Depreciation: 

Change from retirement method, adjustments to basis 2 
Television films, "income forecast" method 2 

Farmers and livestock raisers, inventory method 1 
FPC, Uniform System of Accounts 1 
Installment method: 

Excise taxes and sales taxes as part of total contract price 1 
Realty, liabilities of seller paid by purchaser 1 

Life insurance companies, reserve revaluation, life accident and 
health policies 1 

Prepaid income, taxable year of inclusion 1 
Real estate depreciation, accelerated deductions, leased re- 

sidence, "new in use" test 1 
Revolving credit plan 2 
Section 1361 corporation, fl 1. 1361 — 1 2 

Accounting period: 
Changes: 

Electing small business corporation, $ 1. 442 — 1 1 
Reactivation of dormant corporation 1 

Partner adopting taxable year of partnership 2 
Partnership and partners, variance in taxable year 1 
Property taxes, two assessment dates within calendar year 1 
Section 1361 corporation, gl 1. 1361 — 1 2 
Taxes, acceleration of accrual, limitation 2 

Adjusted basis (See: Basis) 
Adjusted gross income, employee trade and business expenses 1 
Advance payments, prepaid income, taxable year of inclusion 1 
Affiliation: 

Corporate, computation of consolidated taxable income, in- 
tercornpany transactions 2 

Depreciation, additional first-year allowance, $ 1. 197 — 2 2 
Unrealized profit, subsequent sale of affiliate's stock 2 

Aliens (See: Nonresidents; Residents) 
Alimony: 

Contingent payments 1&2 
Property settlement agreement amended 
Separation agreement modified 
Support and maintenance agreement amended 

Page 

709 
737, 623 

378 

737& 623 
378 

737& 623 

77 

77 

171 

174 

481 
160 

481 
932 
795 

463 
68 

190 
145 

185 
186 

268 
181 

117 
163 
244 

317 
169 
206 
264 
187 
244 
726 

58 
181 

268 
91 

267 

30, 435 
34 
17 

81, 33 
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INCOME TAX — Continued 0 
Small business corporations — Continued 

Investment companies: 
Accumulated earnings tax, $ 1. 533-1 1 
Dividends received, $ 1. 243-1 1 
Losses, $ 1. 1243-1 1 

Investment company stock, losses, $ 1242-1 1 
Net operating loss, f 1. 172-1 2 
Net operating loss, general rules, f jt 1. 1374-1, 1. 1374-2, 

1. 1374 — 3, 1. 1874 — 4 1 
Section 1244 stock, gross receipts requirement, $ 1. 1244(c)- 

1(g) (2)- 2 
Stock losses: 

Annual limitation, $ 1. 1244(b)-1 2 
Definitions, $ $ 1. 1244(c)-1, 1. 1244(c)-2 2 
General rules, f 1. 1244(a)-1 2 
Records, $ 1. 1244(e) — 1 
Special rules, $$ 1. 1244(d)-1 through 1. 1244(d)-4 2 

Undistributed taxable income, treatment, $ 1. 1378-1 1 
Sources of income (See: Income: Source) 
Standard deduction (See: Deductions: Standard) 
Statute of limitations (See: AOMINIsTR&TIVE: Limitation period) 
Stock: 

Constructive ownership: 
Beneficiary of trust, $ 1. 818 — 8 1 

Section 1361 corporation, $ 1. 1361 — 6 2 
Distributions (See: Distributions; Reorganizations) 
Dividends (See: Dividends) 
Estates and trusts (See: Trusts: Estates and trusts) 
Exchanges (See: Exchanges of property; Redemption of stock 

and bonds; Sales or exchanges) 
Options (See also: Options; Stock: Rights) 

Employee: 
Fair market value 2 
Nonrestricted, definitions 2 

Rights: 
Distribution in lieu of property, valuation, fl 1. 305 — 2 2 
Employee option modification, corporate "spin-off" 1 

Sales (See: Sales or exchanges) 
Treasury, acquisition and sale for intra-corporate purpose 2 
Worthless (See: Losses: Stock) 

Surplus, rebate of assessments 1 
Tax (See: ADMINIs TRATIvz: Tax) 
Tax conventions (See: TAx CoNvENTIoNs) 
Taxable income: 

Corporate afiiliation, intercompany transactions 2 

Electing small business corporation, undistributed to share- 
holders, $ 1. 1878 — 1 1 

Nonresidents, horse races, winner's purse 2 
Prepaid income, taxable year of inclusion — 1 

Real estate investment trusts 2 

Salary, maintenance and cure payments to disabled seamen 1 

Section 1361 corporation, computation, fj 1. 1361-9 2 
Taxes: 

Deductions: 
Acceleration of accrual, limitation 2 

Cigarette tax: 
Alabama 1 
California 2 
New York 1 

Vermont 1 

Liquor tax, Oklahoma, 1 

Local benefits, public parking facilities -- 2 
North Carolina filing fee of candidate for election 2 
Property, two assessment dates within calendar year 1 
Real property, Illinois 1 

810 
310 
810 
810 

78 

817 

242 

226 
226 
226 
226 
226 
317 

49 
244 

158 
159 

111 
167 

427 

148 

268 

317 
264 
181 
709 
388 
244 

726 

87 
61 
85 
91 
89 
65 
63 

187 
85 
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INCOME TAX — Continued 
Taxes — Continued 

Deductions — Continued 
State income taxes: 

Corporate liquidation 2 
isconsin 

Foreign countries (See: Foreign tax credit) 
Tax-free exchanges (See: Exchanges of property) 
Theft (See: Losses: Casualty or theft) 
Training, business expense deduction, general guides 
Traveling expenses: 

Accounting to employer, fixed mileage or per diem 2 
Acquisition of education, general guides 1 
Allowances to National Guard personnel while on active duty 1 
Construction workers, general rules 1 
Employees: 

Accounting to employer 1 
Attending convention 1 
Automobile expenses, reimbursement voluntarily relin- 

quished 1 
One-day round trips, nonreimbursable 1 

Government per diem allowances, outside United States 1, 2 
Trusts: 

Business (See also: Real estate investment trusts) 
Definition and general rules, $ 301. 7701 — 4 2 

Employees' annuity distributions, f 1. 72 — 2 2 
Employees'. 

Contributions: 
In year of termination 1 
Information supporting deductions, utilization of 

Labor Department forms 2 
Investment in paid-up endowment insurance 1 

Distributions, separation from service 2 
Forfeitures reallocated to remaining participants' accounts 1 
Incidental death benefits 1 
Pension plan, effect of accumulation of earned dividends 1 
Profit-sharing: 

Limitation on contribution 2 
Qualification, funded by "overcharge" on merchan- 

dise 2 
Prohibited transactions, acquisition of obligations, $$ 1. 503 

(h)-1& 1. 503(h)-2, 1. 503(h)-3 
Prohibited transactions to employer, $ 1. 503(i)-1 2 
Qualification: 

Integration with social security benefits 2 
Integration with social security benefits, $ 1. 401 — 3 1 
Presubmission conferences 1 

Provision for return of employer contributions 2 
Provision for withdrawal of employee contributions 2 
Provision for withdrawal of voluntary employee con- 

tributions 2 
Retroactive, certain pension trusts 2 

Suspension of employer contributions 1 

Suspension of premium payments clause 1 

Rental income, lease of railroad tank cars 1 

Section 1361 corporation, participation by owners, 

f 1. 1361-4 2 

Supplemental unemployment benefits 
Estates and trusts: 

Belgian Congo and Ruanda-Urundi, withholding, 

$ 504. 307 
Beneficiaries, constructive ownership of stock, $ 1. 318 — 3 1 

Casualty or theft losses, $$ 1. 165-7, 1. 165 — 8 — ------ 1 

Charitable remainder interest, capital gains added to cor- 

pus or trust income 2 

Common trust fund, inter-trust transfer -- 2 

Page 

109 
84 

69 

56 
69 
21 
60 

83 
58 

683 
682 

80, 50, 53 

409 
19 

166 

937 
157 
153 
155 
154 
152 

156 

149 

176 
176 

151 
163 
874 
150 
146 

148 
726 
164 
161 
201 

244 
687 

739 
49 
93 

77 
193 
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Szc. 17. ALco110L, ToBAcco) Az D CERTAIx OTIIER ExcIsE TAxFs. 
. 01 C~enernl. — Under the provisions of Chapters 51 and 52 of the 

1954 Cozle, as amended, and regulations thereunder, taxes imposed on 
alcohol and tobacco are paid on the basis of a retu~rn or pursuant to 
assessment. Ref'unds under the following circumstances will be sched- 
uled ~oi thont interest: 

(1) Distilled spirits voluntarily destroyed. Section 5008(b) (2). 
(2) Losses of distilled spirits ivhen lost after withdrawal from bond 

but, before conzpletio» of bottling and casing or other packaging for 
reznoval from the bottlingpremises. Section 5008(c) (1). 

(8) Distilled spirits withclrawn and later returned to the bonded 
premises. Section 5008(d) (1). 

(4) Samples of rlistilled spirits removed from the bonded premises 
for analysis or. testing by the U»ited States. Section 5008(e). 

(5) Wine produced in the United States and returned to bond as 
unmerchantable. Section 5044 (a) . 

(6) Beer removed from the market and returned to the brewery 
or destroyed, or beer lost (other than by theft), or destroyed by fire, 
casualty, or act of God, before the transfer of title to any other 
person. Section 5056(a) and(b). 

(7) Amounts allowed equal to the difFerence between the tax paid 
and the rate applicable after July 1, 1961, P. L. 86 — 564, page 681, this 
Bulletin, when the articles constituted floor stocks on that date. Sec- 
t1on 5066(a). 

(8) Amounts representing internal revenue taxes and customs 
duties paid on distilled spirits, wines, rectified products, and beer 
previously withclrawn and intended for sale, which were lost, rendered 
unmarketable, or condemned by a duly authorized official by reason 
of a major disaster occurring after June 80, 1959. Section 5064(a). 
Section 210(a) (8) of P. L. 85 — 859, C. B. 1958 — 8 92, makes these pro- 
visions applicable to disasters occurring after September 2, 1958 but 
not later than June 80, 1959. 

(9) Amounts equal to the tax imposed by section 8150(a) of the 
1%9 Code ancl paid on beer lost, rendered unmarketable, or condemned 
by a duly authorized official, by reason of the floods of 1951, or the 
hurricanes of 1954. Section 207 of P. L. 85 — 859. 

(10) Amounts representing taxes or custom duties paid on distilled 
spirits, wines, rectified products, and beer, previously withdrawn, 
which were lost, rendered unmarketable, or condemned by a duly au- 
thorized official, by reason of a disaster occurring after December 31, 
1954 but not later than September 2, 1958, Section 208, P. L. 85 — 859. 

(11) Refunds of taxes imposed by section 5701 of the 1954 Code 
and paid on any tobacco products, cigarette papers and tubes with- 
drawn from the market, lost (other than by theft), or destroyed by 
fire, casualty, or act of God, while in possession or ownership of 
the claimant. Section 5705 (a) . 

(12) Amounts allowable equal to the difFerence between the tax 
paid and the tax applicable on July 1, 1961, P. L. 86 — 75, with respect 
to floor stocks of cigarettes held for sale on that date. Section 5707 
(a). 

(18) Amounts allowable equal to the tax or customs duties paid 
on tobacco products and cigarette papers and tubes removed, which 
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were lost, rendered unmarketable or condemned by a duly authorized 
official by reason of a major disaster occurring after December 31, 
1954 but not later than September 2, 1958. Section 209, P. L. 85 — 859, 

(14) Amounts equal to the taxes and customs duties paid on 
tobacco products and cigarette papers and tubes removed, which were 
lost, rendered unmarketable, or condemr. ed by a duly authorized 
official, by reason of a major disaster occurring on or after September 
2, 1958. Section 5708(a). 

(15) Amounts allowable equal to the di8erence between the tax 
paid and the tax applicable on July 1, 1961, on articles from foreign 
trade zones: 

a. Articles taxed under 1980 Code sections 
2000 (c) cigarettes 
2800 (a) distilled spirits generally 
8080(a) still wines 
8150 (a) beer 

b. Articles taxed, under 105/& Code sections 
5001(a) (1) distilled spirits 
5001(a) (8) imported perfumes containing distilled spirits 
5022 liqueurs containing wine 
5041(b) still wines 
5051(a) beer 
5701(c)(1) cigarettes 

The same applies to previously taxpaid articles (including floor 
stocks tax) taxable under the above Code sections, which were taken 
into a foreign trade zone from customs territory of the United 
States and placed under the supervision of the collector of customs, 
and after July 1, 1961, were returned from a foreign trade zone to 
customs territory of the United States. P. L. 86 — 564. 
SEC. 18. ESTATE TAX — REVOCABLE TRANSFERS — EFFECT OF DISABILITY 

IN CERTAIN CASES. 
. 01 Defi'nition. — Section 2088 of the 1954 Code relates to the treat- 

ment of certain revocable transfers for purposes of the estate tax. 
Public Law 86 — 141, C. B. 1959 — 2, 685, adds a new subsection (c) which 
relates to the effect of disability in certain cases. 

. 02 AppHcability. — This amendment applies to estates of decedents 
dying after August 16, 1954. 

. 08 Interest. — No interest is allowable on any overpayment result- 
ing from the application of this amendment with respect to any pay- 
ment made before August 7, 1959. 
SEC. 19. SPECIAL PROVISIONS RELATING TO LIFE INSIIRANCE COM- 

PANIES. 

. 01 Linutations on assessment and coPection. — (1) Section 6501(c) 
of the 1954 Code, as amended by section 6(g) of the Life Insurance 
Company Income Tax Act of 1959, P. L. 86 — 69, C. B. 1959 — 2, 654, pro- 
vides an additional exception to the general rule for limitations on 
assessment and collection, effective for taxable years beginning after 
December 81, 1957. 

(2) A. new paragraph (6) added by this law provides that in the 
case of any tax imposed under section 802(a) (1) by reason of section 
802(b) (8)— 

a. on account of a termination of the taxpayer as an in8ur- 
ance company such tax may be assessed within 8 years after the 
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return was filed (whether filed on or after the date prescribed) 
for the taxable year for which the taxpayer ceases to be an in- 
surance company; or 

b. on account of a termination of the taxpayer as a life in- 
surance company to which section 815(d) (2) (A) applies, such 
tax may be assessed within 8 years after the second taxable year 
for which the taxpayer is not a lifeinsurance company; or 

c. on account of a distribution by the taxpayer to which sec- 
tion 815(d) (2) (B) applies, such tax may be assessed within 3 
years after the taxable year in which the distribution is actually 
made. 

. 02 Estimate tax for iM'8. — No addition to the tax shall be made 
under section 6655 for failure to pay estimated tax for any taxable. 
year beginning in 1958, in the case of any taxpayer subject to tax 
under section 811 as it was prior to amendment by Public Law 86 — 69. 

. 08 Income tax returns for iM8. — (1) Every life insurance com- 

pany subject to tax under section 802(a), as amended by Public Law 
86 — 69, must file a return after June 25, 1959, and on or before Sep- 
tember 15, 1959, for its taxable year beginning in 1958, with respect 
to the tax imposed by section 802, as amended. The return so filed 
will be the return for such taxable period and no return filed on or 
before June 25, 1959, with respect to tax imposed by section 802 as it 
was before amendment by Public Law 86 — 69 shall be considered for 
any purpose as a return for such taxable year. 

(2) All payments lnade on or before June 25, 1959, with respect. to 
tax imposed by section 802(a) before amendment (to the extent not 
credited or refunded) shall be considered payments made on Sep- 
tember 15, 1959, of the tax imposed by section 802(a) as amended. 
The installment payinent privilege under section 6152(a) (1) is not 
applicable to this tax for such taxable year. 

26 CFR 601. 106: Appellate functions. Rev. Proc. 60 — 18' 
Procedures to expedite the disposition of Tax Court cases in the 

oftices of the Appellate Division and Re~onal Counsel. 

In order to provide for prompt action and insure expeditious dis- 
position of cases before the Tax Court of the United States which may 
be settled; to enable Regional Counsel to stipulate undisputed facts 
as required by the Tax Court in an orderly manner and make adequate 
preparations for trial and defense of the Commissioner's determina- 
tion of tax liabilities; to avoid the rush and delay occasioned by last- 
minute settlement negotiations; and to facilitate all actions taken in 
conipliance with Commissioner's Delegation Orders Nos. 60 and 66, 
Chief Counsel's Orders Nos. 1958 — 5 and 1958 — 11, the Appellate Divi- 
sion and Regional Counsel will operate under the following 
procedures: 

(1) All docketed cases in which the deficiency notices were not 
issued by Appellate, except cases in which recommendations for crim- 
inal prosecution are pending, will be referred to Appellate by Counsel 

' Also released as Technical Information Release 240, dated August 30, 1000. 
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as soon as they are at issue in the Tax Court. Cases in which the 
deficiency notices were issued by Appellate will be retained by Counsel 
for preparation for trial. 

(9) Appellate vill arrange a conference for settlement purposes 
promptly after receipt, of the file. Except in unusual circumstances, 
Counsel will be represen. ted at such conference and will actively par- 
ticipate in it. 

(3) If a settlement is agreed upon by Appellate and Counsel as a 
result of such conference (s) with the taxpayer, the necessary computa- 
tion, writeup and stipulation of settlement will be prepared as quickly 
as possible, so that the stipulation of settlement may be filed with the 
Tax Court without delay. 

(4) If a settlement is not, effected as a result of the conference(s) 
with the taxpayer, or if the taxpayer declines to discuss settlement, the 
file will be returned promptly to Counsel for preparation for trial 
and the taxpayer will be so advised by appropriate letter by Appellate. 

(5) In the event of disagreement between Appellate and Counsel 
as to settlement of the case or any issue in the case or with respect 
to the amount of a countero8er, if any, which should be made, efForts 
will be made to quickly resolve the matter if agreement cannot be 
reached the case will be referred promptly in writing to the Chief 
Counsel for decision. 

(6) During the period. between receipt of the Tax Court's "Trial 
Status Request" (usually issued from 60 to 90 days in advance of the 
issuance of the trial calendar) and the receipt of the trial calendar 
(usually issued about 90 days in advance of the opening date of the 
trial calendar) Appellate will conclude settlement negotiations on all 
cases not previously settled or referred to Counsel for preparation 
for trial. 

(7) In order to enable Counsel adequately to prepare the cases for 
trial and stipulate the undisputed f acts in all cases on the trial calendar 
which have not been settled, Appellate will, upon receipt of the trial 
calendar, return the files still in its possession in all cases on the calen- 
dar to Counsel, unless settlement has been agreed upon or Counsel 
agrees, in writing, that the files may be temporarily retained. Con- 
currently with any such return of the files, Appellate shall advise the 
taxpayer by letter that, since settlement negotiations have not been 
productive, the case is being referred to Counsel for preparation for 
trial. 

(8) Upon receipt of the trial calendar, Counsel will address an 
appropriate letter to the taxpayer in each case on the calendar which 
has not been settled, or the files retained by Appellate under the pro- 
visions of paragraph (7), or in which the parties are not then nego- 
tiating a stipulation of facts. This letter will arrange or suggest a 
conference at an early date for the purpose of stipulating facts, as 
required by. Rule 31(b) of the Tax Court, to clarify and, if possible, 
limit the issues. 

(9) Any requests for conferences received after receipt of the trial 
calendar will be referred to Counsel. 

(10) These procedures shall become efFective with respect to all trial 
calendars issued by the Tax Court on and after November 1, 1960. 
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26 CER 601. 301: Imposition of taxes, qualification Rev. Proc. 60 — 19 
requirements, and regulations. 

(Also Part III — A, Section 5382; 240. 527. ) 
The experimental study for removing excess color from white 

wines, other than vermouth, established by Revenue Procedure 
58 — 21, C. B. 1958 — 2, 1188, is to be continued through June 30, 1981. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to extend the experimental 
study for. removing excess color from white wines, other than ver- 
mouth, established by Revenue Procedure 58 — 21, C. B. 1958 — 2, 1138, 
and previously extended by Revenue Procedure 59 — 29, C. B. 1959 — 2, 
945. 
SEC. 2. BACIMROUND. 

In order to determine a practical application of section 240, 527 of 
the Wine Regulations in regard to the removal of excess color from 
white wines with the use of activated carbon, Revenue Procedure 58 — 21 
announced the start of an experimental study to expire June 30, 1959& 
and invited the participation of proprietors of bonded wineries and 
bonded wine cellars. Revenue Procedure 59 — 29 continued this study 
through June 30, 1960. 
SEC. 3. CONTINUATION OF EXPERIMENTAL STUDY. 

The experimental study respecting the removal of excess color from 
white ~ines is continued through June 30, 1961, under the procedure 
and. conditions prescribed in Revenue Procedure 59 — 29. 
SEC. 4. EvALUATION OF STUDY. 

Before the expiration of this extension and after the evaluation of 
the experimental study, the Internal Revenue Service will include in 
the Wine Regulations, 26 CFR Part 240, procedures for removing 
excess color from wines. It appears, at present, that treatment of 
wine for this purpose, under the regulations, can be more limited than 
has been permitted under the experimental study, since no indication 
of need for the maximum permissible treatment has developed. 

SEC. 5. EFFECT ON OTHER DOCUMENTS. 

The provisions of Revenue Procedure 57 — 35, C. B. 1957 — 2, 1108, 
continue to be inapplicable during the experimental period established 
by this Revenue Procedure. 

SEC. 6. INQUIRIES. 

Inquiries concerning this Revenue Procedure should refer to its nunI- 
ber and be addressed to the office of the appropriate Assistant Regional 
Commissioner, Alcohol and Tobacco Tax. 

26 CER 601. 301: Imposition of taxes, qualifi- Rev. Proc. 60 — 20 
cation requirements, and re~lations. 

(Also Part III — A. , Section 52~41; 201. 407. ) 
Form 244, Tank Certificate, will continue to be used on bottling 

tanks on bottling premises and Form 2084, Denaturation of Spirits, 
should be prepared in triplicate by proprietors of distilled spirits 
plants in accordance with the instructions on the form. 
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SECTION 1. PURPOSE. 
The purpose of this Revenue Procedure is to set forth the require- 

ments of the Internal Revenue Service that (1) Form 244, Tank 
Certificate, will continue to be used on bottling tanks on bottling 
premises and (2) that Form 2634, Denaturatioli of Spirits, should 
be preparecl in accordance with instructions on the form. 
SEc. 2. FGRM 244) TANK CERTII'IcATE. 

)Vhile no specific provision is made in the Distilled Spirits Plants 
Regulations for the use of Form 244 on bottling tanks on bottling 
premises, ofiicers of the Internal Revenue Service will continue to 
verify the calibration of such tanks and to certify on Form 244 to 
their accuracy, before permitting the use of the tanl-s. 

SEC. 3. FORM 2634) DENATItRATION OF SPIRITS. 
Form 2634 shouhl be prepared in triplicate by proprietors of dis- 

tilled spirits plants, in a, ccordance with the instructions thereon, so 
that, one copy may be furnished to the assigned Internal Revenue 
Oifice as a notice of intent to denature, before the denaturation is 
commenced. 

SEC. 4. INqUIRIES. 
Inquiries concerning this Revenue Procedure should refer to its 

number and be addressed to the Ofhce of the appropria, te Assistant 
Regional Commissioner, Alcohol a, nd Tobacco Tax. 

26 CFR 601. 301: Imposition of taxes, quali- 
fication requirements, and regulations. 

(Also Part III-A, Sect. ion 5207; 201. 631. ) 

Rev. Proc. 60 — 21 

Proprietors of distilled spirits plants must submit to the Internal 
Revenue OfQcer assigned to the plant copies of Form 1478, Notice 
of Shipmeut of Specially Denatured, Tax-Free, or Recovered 
Spirits, Ivith Form 2086, Daily Report of Transactions. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to outline the procedure 
to be followed in forwarding copies of Form 1473, Notice of Ship- 
ment of Specially Denatured, Tax-Free, or Recovered Spirits, to the 
Assistant Regional Commissioner, Alcohol and Tobacco Tax. 
SEC. 2. BACKGROUND. 

. 01 Instruction one on Form 2636, Daily RepoIt of Transactions, 
states, "Each proprietor of bonded premises shall, for each day on 
which transactions occur, prepare a daily report, on this fornI, in 
triplicate, shov ing his production, denaturing, warehousing, and bot- 
tling transactions. He shall attach to the original of each report the 
forms which are listed in column (c) as completed during the day, 
unless such forms were previously delivered to the assigned OKcer. " 

. 02 The instructions on Form 1473 relating to distribution of the 
form state, "On shipment, the consignor will forward the original 
and one copy to the consignee (via the truck driver if shipment is by 
truck), forward one copy (two copies if interregion shipment other 
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than to IJ. S. ) to his assistant regional commissioner, and retain a 
copy for his files. " 
SEC. eS. PROCEDTTRE. 

Proprietors of distilled spirits plants must, comply with the instruc- 
tions on Forms 1478 and 2636 by submitting the Assistant Regional 
Comnussioner's copies of Form 1478 with Form 2636 to the Internal 
Revenue officer assigned to duties at the plant, or, when so directed 
by the Assistant Regional Commissioner as provicled in section 201. 661 
of the Distilled Spirits Plants Regulations, to another officer desig- 
nated by the Assistant Regional Commissioner. 

SEC. 4. INQUIRIES. 

Inquiries regarding this Revenue Procedure should refer to its num- 
ber and shoulcl be addressed to the oflice of the appropriate Assistant 
Regional Commissioner, A. lcohol and Tobacco Tax. 

Rev. Proc. 60 — 22 26 CFR 601. 203: OfFers in compromise. 
(Also Part I, Section 7122; 801. 7122 — 1. ) 

Outline of. the jurisdiction of District Directors of Internal Reve- 
nue and Regional Counsel with respect to the processing and dis- 
position of certain offers to compromise liabilities under $2o, 000 and 
certain specific penalties. 

Revenue Ruling 117, C. B. 1963 — 1, 498; Revenue Ruling 261, C. B. 
1968 — 2, 469; Revenue Ruling 262, C. B. 1969 — 2, 469; Revenue Proce- 
dure 66-26, C. B. 1966 — 2, 1888; and Revenue Procedure fiv — 80, C. B. 
1967-2, 1108, superseded. 

SEcTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to set forth the jurisdic- 

tional changes pertaining to the investigation and considelation of 
offers in compromise; to outline procedures established to implement 
Delegation Order No. 11 (Revised), page 919, this Bulletin; and also to 
super~sede and restate in a current document the authorities of prior 
Revenue Rulings and Revenue Procedures applicable to comparable 
positions and organizational components. 

SEC. 2. DECENTRALIzED AREAS OF RESPONSIBILITY. 

. 01 Dt'8triet Directors. — Certain functions of the Commissioner of 
Internal Revenue with respect to the compromise of civil cases involv- 
ing liabilities under $25, 000 and of specific penalties — incurred under 
the regulatory provisions of the Internal Revenue Codes of' 1954 and 
1989 and related statutes — have been delegated to District Directors 
of Internal Revenue under Delegation Order No. 11 (Revised). This 
is a "limited" delegation to the extent that the delegated authority 
must be exercised in accordance with the limitations prescribed by 
section 801. 7122 — 1 of the Regulations on Procedure and Administra- 
tion and with procedures estab»shed by the National Oflice. See 
section 8 herein with respect to ofFers excepted from the District Direc- 
tors' delegated authority. 

. 02 Regional Appellate DiiiMione. — The District Director refers 
two types of compromise cases for consideration by the appropriate 
Regional Appellate Division. The fust type relates to offers in com- 
promise based in whole or in part on doubt as to lia»»ty, which 
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liability. irrespective of the amount involved, is pending before or was 
determined by the Regional Appellate Division or its predecessor or- 
ganization. The second type involves consideration of a taxpayer's 
written appeal from a rejection or a proposed rejection by the District 
Director. (The procedure governing appeals is applicable only to 
those ofFers with respect to which the District Director has processing 
jurisdiction and which relate to a tax over which the A. ppellate Di- 
vision has authority to function. See section 6. 08 herein. ) In con- 
sidering either type of case referred to above, the Regional A. ppellate 
Division may call upon the District Director to conduct anv investiga- 
tion considered necessary for reaching a conclusion on the merits of the 
case and to prepare the prescribed documentation for acceptance or 
rejection of the ofFer. The entire file will thereupon be returned to the 
District Director for processing in accordance with the conclusion 
reached by the Regional A. ppellate Division. 

. 08 Eegional Coen-~el. — The following legal functions with respect 
to ofFers in compromise are performed by Regional Counsel: 

(1) Furnishing legal advice in the form of an advisory opinion 
when the District Director submits a specific request involving a 
doubtful question of law or regarding which, for any other reason 
in the judgment of the District Director, Counsel's opinion should 
be obtained. 

(&) Reviewing acceptance cases prepared bv the District Direc- 
tor which involve liabilities (including any interest, additional 
amounts, additions to the tax, or assessable penalties) of $500 or 
more, but less than & o5, 000, and those relating to specific penalties; 
and signing the legal opinion required under section Ylo2(b) of 
the Code. 

(8) Processing ofFers in compromise in Chief Counsel cases 
and, subject to the exceptions provided in section 8 herein, pre- 
paring and signing the legal opinion as directed by the Chief 
Counsel and preparing the prescribed. documentation for final 
closing of cases involving liabilities (including any interest, addi- 
tional amounts, additions to the tax or assessable penalties) under 
&o5, 000. The Chief Counsel represents the Commissioner in the 
consideration of cases in which court proceedings are involved or 
criminal prosecution is pending. Specifically, Chief Compel cases 
involve the compromise of tax liabilities in the following 
categories: 

1 Cases iu which recommendations for prosecution are 
pending in the Chief. Counsel's office, the Department of Jus- 
tice, or aces of. United States Attorneys, including cases in 
which criminal proceedings have been instituted but not dis- 

osed of and related cases in which ofiers in compromise have 
een submitted or are pending; 

2 Cases in which the taxpayer is in receivership or is in- 
volved in a proceeding under any provision of the Bankruptcy 
Act; 

8 Cases in which the taxpayer is deceased; 
4 Cases involving proposals to discharge property from the 

efFect of tax liens; 
5 Cases involving insolvent banks; 
6 Cases involving assignments for the benefit of creditors; 
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7 Cases involving liquidation proceedings; and 
8 Other cases in which court proceedings are pending, ex- 

cept cases pending before The Tax Court of the United States, 
SEC. 3. LIMITATIONS ON DELEGATED AVTIIORITY', 

Regardless of tlie amount of liability involved, District Directors 
and Regional Counsel have not been delegated authority to accept 
o8ers in compromise in the following classes: 

. 01 All cases in which recommendations for prosecution are 
pending in the Intelligence Division of the District Director's 
Ofhce, in the Chief Counsel's OAice, the Department, of Justice, or 
OSces of United States Attorneys, including cases in which 
criminal proceedings have been instituted but not disposed of and 
also related cases in wliich ofFers in compromise have been sub- 
mitted. See section 2. 0'3 (8) 1 above. 

. 02 All cases in which the acceptance of an ofFer by the In- 
ternal Revenue Service is dependent upon the acceptance of a 
related o8er or upon a settlement under the jurisdiction of the 
Department of Justice. 

. 08 All cases arising under laws relating to alcohol, tobacco 
and firearms taxes. 

. 04 Certain narcotic cases. See Rev. Rul. 55 — 153, C. B. 1955 — 1, 
199. 

SEc. 4-. FvNVTICNAL ALIGNMENT IN DIsTRIGT Orriczs. 
. 01 District Audit Divisions have jurisdiction over the following 

types of ofFers to compromise: 
(1) Taxes of all classes, except alcohol, tobacco and firearms, 

including ad valorem penalties and interest; 
(2) Ad valorem fraud and negligence penalties, including 

interest; 
(3) Penalties relating to declarations of estimated tax', 
(4) 100 percent penalties, as provided by sections 6671 and 

6672 of the Internal Revenue Code of 1954, and corresponding 
sections of the 1969 Code; and 

(5) Ad valorem delinquency penalties except those relating 
to employment taxes under Chapters 21 through 24 of Subtitle C 
of the Code. 

District Audit Divisions also have investigative jurisdiction over all 
tax ofFers coming within the scope of this Revenue Procedure, in- 
cluding o8ers in Chief Counsel cases. 

. 02. District, Collection Divisions have jurisdiction over: 
(1) The filing, recording and payments relating to o8ers in 

compromise of. a, ll classes; and 
(2) The processing, consideration, and disposition of (a) o8ers 

to compromise specific penalties, except those arising under laws 
relating to alcohol, tobacco, firearms, and certain narcotic o8ers; 
and (b) o8ers to compromise ad vailorem delinquency penalties 
relating to employment taxes under Chapters 21 through 24 of 
Subtitle C of the Code. 

SEC. 5. DISTRICT DIRECTOR AVTIIORIZED TO RE JECT AND PROCESS 
WITIIDRAWN OFFERS. 

Subject to the appeal procedure prescribed by Section 6 of this 
Revenue Procedure and the limitations set forth in this section, the 
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District Director, regardless of the liability amount involved, is au- 
thorized to reject and/or finally close — by written notification to the 
offeror — all compromise cases wherein the ofFers are not acceptable 
or have been withdrawn, except certain narcotic ofFers (See Rev. Rul. 
55 — 153) ancl those arising under laws relating to alcohol, tobacco and 
firearms. 0 ith respect to Chief Counsel cases processed by Regional 
Counsel, the District Director's rejection authority is limited and 
consists of signing the rejection (or withdrawal) letter and memo- 
randum prepa~red by Regional Counsel and the mailing of the letter 
to the proponent of the off'er. 

SEC. 6. COXFEREXCE AXD APPEAL PROCEDURE. 

. 01 Conference in District Office. — Upon oral or written request, 
either before or after rejection of an off'er in compromise, and subject 
to the exceptions set fortli in section 6. 03 herein, the taxpayer or 
proponent — if he disagrees with the recommendation of the investi- 
gative agent — has the privilege of an informal conference in the 
District Audit Division. If the controversial issues cannot be resolvecl 
at the District level and if the off'eror desires to appeal the rejection, 
he may, in writing, request the District Director to refer the case to 
the appropriate Regional appellate Division for a hearing. 

. 02 Regional Appellate procedure. — Upon receipt of a protested 
rejection from the District office, the facts in the case are independently 
considered by the Regional Appellate Division, the taxpayer is granted 
a hearing, and, if necessarv, a further investigative report is procure&1. 
After consideration on tlie merits, the Regional Appellate Division 
returns the case to the District Director for processing in accordance 
with the conclusions reached at the appeal level. 

. 03 A ppellate procedure not applicable. — Tlie procedure governing 
appeals to the Regional appellate Division is not eniployed or avail- 
able with respect to Chief Counsel cases processed by Regional Counsel 
or to off'ers involving specific penalties or certain delinqiiency penalties 
or to any excise tax, including interest and penalties, imposed by the 
following chapters of the Code (and the corresponding proi~sions of 
the 1030 Code): chapter 35 (relating to wagering); subchapter A 
of chapter 30 (relating to narcotic driigs and niarihuana); subtitle E 
(relating to alcohol, tobacco, machine guns and certain other fire- 
arins); and subcliapter D of chapter 78 (relating to certain import 
taxes) insofar as it relates to alcohol and tobacco. 
SEc. 7. SGOPE OF DELEGATED AccEPT ixCE AUTHORITY. 

. 01 Liabihties under 8500. Except as provided in section 3 above, 
the District Director is delegated final authoritv to accept ofFers in 
cases under his processing jurisdiction wherein the unpaid amount 
of tax, including any interest, additional amount, additions to the tax 
or assessable penalty is less than $500. See also section 7. 03 belov-. 
Under the provisions of section 7122(b) of the Code. no legal opinion 
is required in these cases. 

. 02 Liabilities of 8800 or more but less than 82~, 000 and specific 
penalties. — Except as provided in section 3 above, tlie District Director 
with the approval of Regional Counsel is delegated authoritv to accept 
an off'er which involves a liability (including anv interest, additional 
amounts, additions to the tax or assessable penalties) of $500 or more, 

6S6726 — 61 64 
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but less than $25, 000, or is in compromise of a specific penalty. Th( 
documentation for acceptance is prepared by the District Director 
and the case is forwarded to Regional Counsel for the legal opinioi 
required under section 7122(b) of the Code. If the Regional Counse 
considers the ofier acceptable, he is authorized to sign the appropriate 
document which constitutes the legal opinion. The file is returned t& 

the District Director for signature of the Abstract and Statemenf 
and issuance of the acceptance letter. 

. 03 Chief Counsel cuses — 6'utilities under $%, 000. — Subject to th( 
exceptions provided in section 3 of this Revenue Procedure, when thI 
Regional Counsel concludes that any ofYer in a Chief Counsel case (st 
section 2. 03(3) above) should be accepted, and the case involves s 

liabilitv (including any interest, additional amounts, additions to thI 
tax or assessable penalties) under $25, 000, he is authorized to prepare 
and sign the legal opinion as directed by the Chief Counsel. Th& 
acceptance case is then referred to the District Director for signature 
and disposition. 

. 04 Liubi7ities $88, 000 und over. — When the District Director con- 
cludes that any oÃer should be accepted and such ofier involves a 

liability (including any interest, additional amounts, additions to th& 

tax, or assessable penalties) of $25, 000 or over or is among the classe, 
described in section 3 herein, he prepares the appropriate recom- 
mendation for acceptance and forwards the case to the Audit Division 
of the National Once for review. Also, when a Regional Counsej 
concludes that any ofYer in a Chief. Counsel case should be accepted 
and such ofier, under existing instructions, requires National Once 
approval, he prepares the appropriate documentation and forward, 
the case to the Chief Counsel for review. Compromise acceptance 
cases which are processed at District and Regional Counsel levels and 
which require National Once review are transmitted through channel» 
for approval by the Commissioner of Internal Revenue. 

SEC. 8. NATIONAL OFFICE COORDINATION. 

In the National Ofhce the management functions and the review ol 
compromises requiring the Commissioner's approval are vested in thI 
Operations Branch of the Audit Division — except that Chief Counsel 
cases (see section 2. 03(3) above) and cases coming within the juris- 
diction of the Alcohol and Tobacco Tax Division (those arising under 
the laws relating to alcohol, tobacco and firearms taxes) are channelled 
through the respective okces prior to Audit Division review and 
approval by the Commissioner. 

SPC. 9. PIJBLIC INSPECTION OF ACCEPTED OFFERS. 
. 01 Authonty. — Public inspection of certain offers in compromisi 

was authorized by Executive Order No. 10386, C. B. 1952 — 2, 299, anc 
Treasury Decision 5927, C. B. 1952 — 2, 298. Pursuant to the Executive 
Order, such inspection is limited to accepted O8ers in compromise in. 
volving income, excess-profits, declared value excess-profits, capita'. 
stock, estate and gift tax cases (other than OR'ers covering penaltie. ' 
and interest only). 

, 02 Procedure. — For a period of one year, a copy of the AbstracI 
and Statement for each accepted O8er which is subject to public 
inspection under Executive Order No. 10386 is made available fo] 
examination (1) in the Public Information Division of the Nationa 
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Once when the ofFer covers a liability of $5, 000 and over; and (2) in 
the ofBce of the appropriate District Director when the ofFer covexs a 
liability of less tlran $5, 000. The place designated for public inspec- 
tion in each district is listed on an inspection roster maintained by 
the Public Information Division of the National Office. No lists are 

repared and no releases are distributed by the Internal Revenue 
ervice in connection with these cases. 

SEc. 10. KFFEGT oN OTIIER DocE MENTS. 

Revenne Ruling 117, C. B. 1058 — 1, 498; Revenue Ruling 251, C. B. 
1958 — 2, 460; Revenue Ruling 252, C. B. 1053 — 2, 460; Revenue Proce- 
dure 56 — 26, C. B. 1956 — 2, 1383; and Revenue Procedure 57 — 80, C. B. 
1957 — 2, 1103, are hereby superseded. 

SEO. 11. KFFEGTIVE DATE. 

Tliis Revenue Procedure is efFective July 1, 1060. 

26 CFR 601. 301: Imposition of taxes, 
qualification requirements, and regula- 
tions. 

(Also Part III — A. , Section 5008; 201. 482. ) 

Rev. Proc. 60 — 23 

In determining bottling losses, a proprietor should include as 
eligible spirits on the required luternal Revenue Service forms, 
any increase or decrease in proof gallons of imported spirits re- 
sulting fronx differences between the proof as determined by 
Bureau of Customs gauger and the true proof as determined by 
a Customs chemist. 

SEOTioN 1. PKRposE. 
The purpose of this Revenue Procedure is to outline the method of 

the Internal Revenue Service for adjusting records of bottling gains 
or losses to reflect clif l'erences between the proof as deterxnined by a 
Bureau of Customs ganger and the true proof as determined by a 
Customs chemist. 

SEC. 2. CxxsTCMs REpoRTs. 
The proprietor of. a clistillecl spirits plaiit slioulcl make diligent 

efForts to obtain the Customs report of true proof proniptly, prefer- 
ably within ten clays, so that the accounting for any lot of spirits may 
be accomplished within the month in which it was bottled, This is 
particularly true in connection with claims filed for the last period of 
the fiscal year. 
SEc, c3 FCRM 261 1~ STATEMENT oF LossEs AT BCTTI xxu PREMlsEs, 

Form 2611, Stateinent of Losses at Bottling Preinises, should reflect 
the quantity of imported spirits withdrawn from Customs custody 
consistent with the most accurate information which the proprietor 
has available when the form is filed. V'here the entry on Foxm 2611 
is ba. sed on the gauge by a Customs gauger, and a determination of 
proof by a Customs chemist, under Revenue Ruling 58 — 258, C. B. 
1058 — 1, 605, subsequently shov s that the proof gallons released from 
Customs custody were either more or less than the proof gallons shown 
by the Customs gauger's gauge, an adjusting entry should be made on 
Form 2611, Form 152, Bottler's Dump and Batch Record, and Form 
2788, Moxxtlxly Report of Bottling Preniises Operations. This acljust- 



998 

ing entry need not be made on Form 122 provided Form 2738 refiects 
the adjusted gallonage. The adjusting entry on Form 2611 should be 
reflected in the claim covering the period in which the report of the 
Customs chemist is received. If upon final liquidation of the entry 
a discrepancy exists in the proof gallons as refiected by the Customs 
gauge and the Customs chelnist's report, a corresponding adjusting 
entry should be made with respect to such entry. Adjustments on 
Form 2611 should be cross-referenced to the proper Form 2733. 
Form 2788 should also be cross-referenced to show the Form 2611 
and Form 122 concerned. 

SEC. 4. CLAIMS COVERING THE LAST PERIOD OF THE FISCAL YEAR. 

Where a claim covering the last period of the fiscal year has been 
acted on and Customs reports covering any spirits bottled durinlr such 
year on which losses are to be claimed are subsequently received, It will 
be necessary that such filnal claim be reopened and adjusted accord- 
ingly. Action on such a claim may be delayed for a reasonable time 
pending receipt of Customs final report. Reports for each year should 
be complete and no adjustments carried over from one year to another. 

SEC. 5. CLAI1VIS WHICH INCLIJDE LOSSES OF IMPORTED SPIRITS FOR 

WIIICH THE ENTRY HAS NOT BEEN LIQUIDATED BY CUSTOMS. 

On clai1ns which include losses from spirits on which the Customs 
chemist's report lras not, been received or on which the entry has not 
been liquidated by Customs, the proprietor is required to state that 
fact on Form 2611, or in an accompanying statement, properly identify 
the spirits, and giv~e the quantity involved. The claim must state that 
the quantity of imported spirits covered thereby is subject to adjust- 
ment pursuant to a Customs chemist's report or Customs' liquidation 
of' the entry. The proprietor Inust make downward adjustments as 
well as those ivhich react, to his advantage. 
SEC. 6. EFFEOT. 

The eRect of this Revenue Procedure will ena, ble the bottler, in 
most cases, to claim bottling losses on such additional taxable gallon- 
age on a current, basis and allow him to avoid the filing of amended 
claims. 

SEC. 7. INQIHRIEs. 

Inquiries in regard to this Revenue Procedure should refer to its 
number and be addressed to the OSce of the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

26 CFR 601. 105: Examination of returns 
and claims for refund, credit or abate- 
ment; determination of correct tax 
liability. 

Rev. Proc. 60 — 24 

Establishment of full-time Conference Coordinator and conferee 
positions and announcement of revised informal conference pro- 
cedures. 

Revenue Procedure 60 — 16, page 040, this Bulletin, superseded. 

SECTION 1. PURPOSE. 
The purpose of' this Revenue Procedure is to restate Revenue pro- 

cedure 60 — 16, page NO, this Bulletin, and add thereto the procedure 
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applicable when an agreement, reaclied at an. informal conference is 
upset upon review. 

SEC. 2. BACKGROL ÃD. 

. 01 Revenue Procedure 56 — 84, C. B. 1956 — 2, 1806, ivhich was super- 
seded by Revenue Procedure 60 — 16, page 040, this Bulletin, announced 
the establishment, of the position of Conference Coordinator in the 
larger district OSces and modified prior informal conference proce- 
dures. Those changes were designed to provide e8ective direction and 
control of the informal confereiice function at, the district OAice level. 
Revenue Procedure 60 — 16 aimounced certain improvements ivhich were 
macle in the inforinal conference procedures in the Audit Divisions of 
the ofiice of District Directors of Internal Revenue. The objective of 
these iniprovenients is to encourage more taxpayers in unagreecl cases 
to avail themselves of informal conferences than have done so under 
prior procedures. 

. 02 Experience gained in the use of the pi. ocedures prescribed in 
Revenue Procedure 56 — 64 and results of further studies made in this 
area disclosed the need for expanding the Conference Coordinator 
position to all districts and adding further refinements to prior pro- 
cedures in order to encourage taxpayers now by-passing informal 
conferences to avail themselves of this opportunity to resolve unagreed 
issues. 

Szc. 3. ScopE. 
In general, the revised informal conference procerlures apply both 

in field audit and Ofhce audit cases. The new procedure encompasses 
not only income tax cases, but also estate, gift, excise and employment 
tax cases. 

SEC. 4. RESPONSIBILITY FOR THE INFORMAL CONFERENCE FUNCTION. 
full-time Conference Coordinator position has been established 

in each district which did not previously have such a position. In. all 
district o&ices the Conference Coordinator is responsible for the direc- 
tion and execution of the informal conference function under the 
supervision of the Chief, Audit Division. One or more full-time 
conferees will be assigned to the Conference Coordinator's Sta8 in 
every district that has a sulficient volume of work to vvarrant such 
assignments. Prom time to time, as need arises, other qualified tech- 
nicians in the Audit Division nIay be temporarily assigned to the 
Conference Coordinator's StaR to holcl informal conferences. 
SEc. 5. REvIsIQNs IN PRocEDURE. 

. 01 In unagreed. cases, the ex, . mining officer will, at, the conclusion 
of the examination, prepare a, statement of proposed adjustments. 
This statement will be mailed to the taxpayer, together with an ap- 
propriate informal confei ence invitation letter. 

. 02 The Conference Coordinator in each district vvill be responsible 
for the assignment of conferees to handle all informal conferences. 
These assigninents v-ill be niade generally on the following basis: 

(1) The Conference Coordinator will handle, or will assign 
a full-time member of his sta8 or another qualified technician 
in the Audit Division to handle informal conferences in all com- 
plex cases, in all cases in which the taxpayer requests that the 
confeiience be handled by a conferee who functions independently 
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of the examining OScer's group supervisor, and in all cases i 
which the examining ofFicer's group supervisor disqualified hiir 
self as conferee due to his prior active participation in the casi 

(2) The examining ofiicer's group supervisor will normally b 
assigned to handle informal conferences in all other cases unle~ 
the best interests and rights of the Internal Revenue Service an 
the taxpayer would not be served thereby. However, in this typ 
of case, the taxpayer will be informed that if he prefers he ma 
instead request a conference with a, conferee who will functio 
independently of the examining ofHcer's group supervisor. 
such taxpayer requests will be honored by the Conferenc 
Coordinat. or. 

. 08 In complex informal conference cases, taxpayers will be r( 
quested to submit a brief informal written statement setting forth th 
fa, cts, rulings, or other data on which they rely. Although not rc 
quired, such a statement would expedite the conference and assi~ 
the conferee in resolving the issues. 

. 04 Occasionally, in cases where an agreement is reached at an ir 
formal conference, review of the case will disclose that the conferee' 
decision was based on a dearly defined error having a substantis 
efYect on the tax liability. In such instances, if the change necessar 
to correct the error is adverse to the taxpayer, he will be OHere 
another informal conference in the matter with the Conference Cc 
ordinator. This OBer may be made by a local telephone call or b 
a letter. If the change is in the taxpayer's favor, the tax liabilit 
will, of course, be appropriately adjusted. 

. 05 If a taxpayer fails to avail himself of an informal conferenc 
at the time one is initially ofFered and subsequently files a forms 
protest upon receipt of the examination report and a 30-day pr( 
liminary notice, his case will be referred to the Conference Coordinate 
for review. If the Conference Coordinator believes the unagree 
issues in the case are susceptible to being resolved at the Audit Div: 
sion level, he will schedule an informal conference for the taxpaye 
with a member of his stafF and invite the taxpayer to attend. Suc 
invitation may be by a, local telephone call or by a letter. 
SEc. 6. EFFEGT oN OTJIER DocUMENTS. 

Revenue Procedure 60 — 16, page 940, this Bulletin, is hereby supei 
seded. 

SEC. 7. INQUIRIES. 
Inquiries relating to this Revenue Procedure should be addresse 

to the Assistant Commissioner (Operations) for the attention c 
0:A:P. 

Rev. Proc. 60 — o 26 CFR 601. 801: Imposition of taxes 
qualification requirements, and reg- 
ulations. 

(Also Part III — A, Section 5362; 
2M. 122, 252. 125. ) 

An exporter who is the proprietor of the bonded wine cellar 
from which the wine is to be withdrawn should, at the tiino of 
withdrawal of the wine, prepare a notice of such withdrawal 
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on Form 206, Withdrawal of Spirits, Specially Denatured Spirits 
or %vines for Exportation, in quadruplicate, and distribute the 
forms as provided in section 2&S&2. 12. & of the Zxi&ortation of Liquors 
Regulations and in instruction Xo. ' on turn& 200. 

SEGTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to set fotth the cor- 

rect disposition for Form 206, withdrawal of Spirits, Specially 
Denaturecl Spirits or Wines for Exportation, in installces where 
the exporter is the proprietor of the bonded wine cellar. 
SEC. 2. BACKGROUND. 

Where the exporter is the proprietor of the bonded wine cellar 
from which the wine is to be withdrawn without payment, of t&ax 

for exportation, use on vessels or aircraft, nr transfer to foreign- 
trade zones, section 252. 125 of the Expot&ation of Liquors Regula- 
tions and iustruction No. 2 on Form 206 provide that, on removal 
of the wine& the proprietor shall forward one copy of Form 206 to 
the Assistant Regional Commissioner, Alcohol and Tobacco Tax, 
retain one copy four his files, and deliver the original and remaining 
copy to the ofhcer to whom the shipment is consigned, or in whose 
care it is shipped. On the other hand, section 252. 122 of the regula- 
tions provides, in such inst. ances, that all copies of Form 206 shall 
be filed with the Assistant Regiona&l ConImissioner. 

SEC. 8. PROCEDURE. 

. 01 Where the exporter is the proprietor of the bonded wine cellar 
from which the wine is to be withdrawn without payment of tax 
for exportation, use on vessels or aircraft& or transfer to foreign- 
trade zones, he should, at the time of withdrawal of the wine, p~re- 

pare a uotice of such withdrawal on Form 206, in quadruplicate, 
and distribute the forms as provided in section 252&. 125 of the regula- 
tions anti in instruction Xo. 2 on Form 206. 

. 02 Section 252. 122 of the regulations will be amended to con- 
form with related provisions of sect, ion 252. 125 of the regulations. 
SEc. 4. INQUIRIEs. 

Inquiries regarding this Revenue Procedure should refer to its 
number and be adclressed to the office of the appropriate Assistant 
Regional Conunissioner, Alcohol and Tobacco Tax. 

Rev. Proc. 60 — 26 (Also Part III — A, Section:&"05; 
250. 242, 251. 68. j 

An importer may, at the time of overprinting red strip stamps as 
required by section 2o50. 242 of the Liquors and Articles from Puerto 
Rico and the Virgin Islands Regulations, aml section 251. 08 of the 
Importation of Distilled Spirits, Wines, and Beer Regulations, block 
out the denomination of standard size denominational red strip 
stamps. 

SECTION 1. PURPosE. 
The purpose of this Revenue Procedure is to (1) outline the pro- 

cedure to be followed in blocking out, at the time of overprinting, the 
denomiuation on standarcl size denominational red strip stan&l, 

& 
an('. 



(2) to set forth the procedure to be used for reporting such stamp» 
on Form 96, Strip Stamps Issued to and Used by Importers. 
SEc. 2. BACKGROVND. 

. 01 Section 251. 62 of the Importation of Distilled Spirits, Wines, 
and Beer Regulations provides, In part, that red strip stamps shall be 
aSxed to im~ported containers of distilled spirits by the importer or 
owner under customs supervision. Section 251. 68 of the regulation» 
requires that red strip stamps be issued in a 8tunduf'd 8ize, serially 
numbered, for bottles or containers of I/z pint capacity or more, and 
in a small 8ize for bottles and containers of less than I/z pint capacity. 

. 02 Importers should, except as provided in section 8, continue to 
requisit, ion stamps by denomination until further advised by the 
Alcohol and Tobacco Tax Division of the Internal Revenue Service 
and continue to use red strip stamps of a particular denomination as 
long as such denomination is furnished to them and until their stock 
is exhausted or until they are instructed to make other disposition of 
the strip stamps. 
SEc. 8. PRocvRE3fENT AND OVERPRINTING QF STA2rfPs. 

Section 250. 242 of the Liquors and Articles from Puerto Rico and 
the Virgin Islands Regulations and section 251. 68 of the Importation 
of. Distilled Spirits, Wines, and Beer Regulations require red strip 
stamps to be overprinted with the name and address of the importer. 
In order to simplify operations involving denominational red strip 
stamps, importers may, at the tiine of overprinting the stafnps as 
required by the regulations, block out the denomination on standard 
size denominational red strip stamps in their possession and use them 
in the same manner as tlie new nondenominational standard-size 
stamps. Importers who desire to so block out the denominations on 
such stamps should insert on the blank line in column (a) of Form 428, 
Requisition for Bottle Strip Stamps, the words "Any demonination" 
instead of specifying the denomination. 
SKc 4 REPCRTING STAAfPs oN FCRAf 96~ STRIP STAMPs IssvED To AND 

USED BY' I&f PORTERS. 

. 01 Section 251. 181 of tlie Importation of Distilled Spirits, Wine, 
and Beer Regulations provides that, every importer shall prepare on 
Form 96, in triplicate, an annual report of all strip stamps procured, 
used, lost, mutilated, destroyed or otherwise disposed. of during the 
fiscal year, a report of the balances on hand at the beginning and end 
of the fiscal year, and an accounting for any balances outstanding 
against each requisition at the end of the fiscal year. 

. 02 Importers are to consider denominational stamps, blocked out 
denominational stamps, and the new st»amps not bearing denomina- 
tions, as standard 8ue stamps. These stamps should be reported iD 
an unused column, preferably the "gallon" column, redesignated a. ' 
"Standard Size. " In addition to reporting at line 5 the total number 
of stamps used during the period, importers will also report at line 5 
uiider the appropriate denominational heading, the number of bottle! 
by sizes to which stamps were affixed. 
SEC. 5. INQVIRIES. 

Inquiries about this Revenue Procedure should refer to its numbef 
and be addressed to the office of the appropriate Assistant Regionaj 
Commissioner, Alcohol anfl Tobacco Tax. 
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26 CFR 601. 602: Forms and instructions. Rcv. Proc. 60 — 27 
(Also Part I, Sections 6001, 6011, 6018, 

6019 i 1. 6001 — 1, 1. 6011 — 1) 20. 6018 — 1, 
25. 6019 — 1. ) 

Reproduced copies of certain Federal tax return forms and sched- 
ules maV be used for filing purposes in lieu of the applicable oflicial 
forms, subject, however, to prescribe conditions. 

Revenue Procedure 59 — S7, C. B. 1959 — 2, 9tI4, superseded. 

SECTIoiV 1. PURPOSE. 

The purpose of this Revenue Procedure is to restate the require- 
ments of the Internal Revenue Service relating to the preparation of 
acceptable reproductions of Federal tax return forms and schedules 
for 61ing purposes in lieu of the OKcial forms and schedules. 

SEC. 2. SPECII'ICATIONS. 

Subject to i. he conditions enumerated in section 8 below, the Service 
will accept, for filing purposes, reproduced copies of any of the follow- 
ing tax return forms and schedules: 

Employee's withholding Exemption Certificate, k'orm 4V — 4. 
U. S. Estate Tax Return, Forln 706. 
U. S. Gift Tax Return, Form 709. 
Life Insurance Statement, Form 712. 
ClaIm, Form 848. 
U. S. Exempt Cooperative Association Income Tax Return. Form 

990-C. 
U. S, Return of Employees' Trust Described in Section 401 (a) and 

Exempt Under Section 501(a) of the Internal Revenue Code 
of 1954, Form 990 — P. 

U. S. Indiv~idual Income Tax Return, Form 1040. 
Pro6t (or Loss) From Business or Profession, Schedule C (k'orm 

1040). 
Gains and Losses from Sales or Exchanges of Property, Schedule 

D (Form 1040). 
U. S. Departing Alien Income Tax Return, Form 1040C. 
Declaration of Estimated Tax, Form 1040 — FS. 
U. S. Individual Income Tax Return (Optional Short Form), 

Form 1040M. 
Schedule of Farm Income ancl Expenses, Schedule F (Form 1040) . 
U. S. Fiduciary Income Tax Return, Forin 1041. 
Allocation of Accumulation Distribution, Schedule J (Form 

1041) . 
U, S. Partnership Return of Income, Form 1065. 
Gains and Losses from Sales or Exchanges of Property, Schedule 

D (Form 1065). 
Statement in Support of Credit Claimed by Domestic Corporation 

for Taxes Paid or Accrued to a k oreign Country or a, Possession 
of the United States, Form 1118. 

U. S. Corporation Income Tax Return, Form 1120. 
Schedule of Gains and Losses From Sales or Exchanges of Prop- 

erty, Schedule D (Form 1120). 
U. S. Small Business Corporation Return of Income, Form 1120 — S. 
Gains and I. osses from Sales or Exchanges of Property, Schedule 

D (Form 1120 — S). 
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Return of Information and Authorization and Consent of Sub- 
sidiary Corporation Included in a United States Consolidated 
Income Tax Return, Form 1192. 

Statement for the I ur~pose of Extending Time for Payment o] 
Taxes by Corporations Expecting Carrybacks, Form 1188. 

Application for Tentative Carryback Adjustment, Form 1189. 

SEG. 8. CONDITIONs. 

. 01 Reproductions must be facsimiles of the official form, produced 
by photo-offset, , photoengraving, photocopying, or otlier similar re. 
production process. 

. 09 Reproduction must be on paper of substantially the sam& 

weight and texture and of a quality at least as good as that used in th~ 
offic~ial form. 

. 08 Reproductions must substantially duplicate the colors of th& 

paper and/or ink ot the official form in order to be acceptable. 
. 04 Reproductions must have a high standard of legibility, botl. 

as to original form and as to filled-in matter. The Internal Revenu( 
Service reserves the right. to reject any reproductions with pooi 
legibility, to withdraw the benefits of this Revenue Procedure fron. 
any firm or individual, and. to reject any process which fails to Diect 

these standards. 
. 05 Reproductions of page 8 of Schedule C and page 4 of Schedul& 

F, Form 1040, which contain Schedule SE, U. S. Report of Self 
Fmployment Income, must be on properly perforated paper of sub 
stantially the same weight and texture as that used in the official form 

. 06 Reproductions can be the saine size as that of the official form 
IIowever, the standard commercial size of 8I/z x 11 (as noted in column. 
9 and 8 of the table in section 5 below) will be accepted, but n( 
tolerances will be permitted in the image size of printed material. 

SEG. 4. ADDITIQNAL INSTRIIGTIQNS. 

. 01 Tlie Service ordinarily does not undertake to approve or dis 
approve the specific equipment, or process used in reproducing officia 
forms, but requires only that the reproduced forms and schedule, 
satisfy the stated conditions. 

. 09 While it is preferred that both sides of the paper be used ii 
making reproductions, resulting in the same page arrangement as tha, 
of the official form, the Service will not object, if only one side of th~ 

paper is used or if the reproduction has a diff'erent fold than tha 
provided on the official form. 

. 03 Reproductions of forms may be made after insertion of th 
tax computations and other required information. Ho~ever, al 
signatures on forms to be filed with the Service must be origina 
signatures, affixed subsequent to the reproduction process. 

. 04 Reproductions of forms and schedules meeting the above con 
ditions may be used without the prior approval of the Service. How 
ever, if specific approval of a reproduction of any such form or sched 
ule is desired, or if the use of a reproduction of any form or schedul 
not listed herein or otherwise specifically authorized is desired, 
sample of the proposed reproduction should be forwarded, by letter 
to the Commissioner of Internal Revenue. Attention: 0: C: 
Washington 90, D, C. , for consideration. 
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SEC. 5. PHYSICAL ASPECTS. 
The conditions with respect to size, number of printed pages, and 

color of both paper and ink are as follows: 

Form No. 
Offici IRS 
tl'ilil size i 

Tolerances 
permitted in size s 

iNumher of 
printed 
pages 

(4) 

Color of 

Paper Ink 

W- 
7 06 
7 09 
712 

990-C 
990-P 
1040 
1040W 
Schedule C, 1040 
Schedule D, 1040 
1040 C 
1961 1040 — ES 
Schedule F, 1040 
1041 
Schedule J, 1041 
1065 
Schedule D, 1065 
1118 
1120 
Schedule D, 1120 
1120S 
Schedule D, 1120S 
1122 
1138 
1139 

7~/s x 3/ris- 
8 ass x 11 
8)z x 11 
8 x 10/iz 
8x10 
Si'~z x 13/s--- 
8 x 10/z 
8x 11 
8 x 11 
7~/s x 11 
7v/s x 11 
7~/s x 11 
8 x 10/iz 
7/s x 11 
7~/s x 11 
7/s x 11-- 
8 x 11 
8 x 11 
SVz x11 
8 x 11 
8 x 11 
8'/z x 11 
8, '4z x 11 
8 x 10i/z 
8 x 10'/z 
8i/z x 11 

8/z x 
8/iz x 
Si/' x 
Si/z x 
81/z x 
8/tz x 
8/z x 
8/tz x 
8'/z x 
Si/z x 
8'/z x 
8/iz x 
SV, x 
St/z x 
8i/z x 

11 
11 
14 
11 
11 
11 
11 
11 
11 
11 
11 
ll 
11 
11 
11 

8/z x 11 
8)fz x 11 

8/tz x 11 
8'jx x 11 

8 x 3)~z 

Si/z x 11 
2 

40 
2 
1 
2 
4 
3 
4 
2 
4 
2 

2 
4 
4 
2 

2 
2 
4 
4 
4 
2 
1 
2 
3 

White 
White 
Bu5 
White 
White 
White 
White 
White 
B uA' 

White 
White 
White 
White 
White 
Pink 
Pink 
Yellow 
Yellow 
White 
Blue 
Blue 
Green 
Green 
Blue 
White 
White 

Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 

i Sizes shown are for single forms furnished by Internal Revenue Service offices: forms supplied in Income 
Tax Packages are 8)t" x 11". 

' Forms cannot exceed sizes shown, nor be less than size of official forms. 

SEc. (). BLAcK AND WHITE PRooFs. 
The Service, upon application, will furnish one set of black and 

white proofs to be used as the reproducible media in the printing of 
forms. These proofs, for which separate requests must be received 
annually, will be supplied free of charge to all concerns in the forms 
reproduction business. Reproduction proofs are available only for 
the following forms: 

W — 4 1065 
1040 Schedule D (1065) 
1040W 1096 
Schedule C (1040) 1099 
Schedule D (1040) 10991 
1040 — ES 1120 
Schedule F (1040) Schedule D (1120) 
1041 1120S 
Schedule J (1041) Schedule D (11208) 

Requests for 1 eproduction proofs shouM be addressed to the Com- 
missioner of Internal Revenue, Attention: A. : 0: P, Washington 25, 
D. C. 
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SEC. 7. Ki RECT ON OTHER DOCUMENTS. 

This Revenue Procedure supersedes Revenue Procedure 59 — 87, C. B. 
1959 — 2, 964. 

(Also Part I, Section 6051; 81. 6051 — 1. ) Rev. Proc. 60 — 28 

Substitutes for Form W — 2, Withholding Tax Statement — 1961, 
may be privately printed with slight variatious in format and used 
without specific approval of the Internal Revenue Service, provided 
that they meet specified conditions»ith respect to physical char- 
acteristics, use of additional copies, and additional information, if 
any, to state and local taxing authorities. 

SEUTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to state the requireinents 

of tile Internal Revenue Service relating to the preparation of accepta- 
ble substitutes for Form W — 2, Withholding Tax Statement — 1961, for 
hling purposes in lieu of the oKcial form printed by the Government 
Printing Once. 
SEC. 2. SPECIFICATIoNS. 

. 01 8nhstitntee. — Substitutes for Form W — 2 may be privately 
l&riiited with slight variations iii format, and used without requesting 
approval of the Internal Revenue Service if the conditions enumerated 
in section 8 are met. For proposed substitutes which do not, meet such 
conditions, specific approval must. be requested as provided by section 
;&, below. In any rearrangeinent of the information, care should be 
taken to prevent disclosure of wage and tax information if a window 
envelope is used for mailing. 

. 02 Design for nuu7ing. — The o6icial form is designed for mailing 
in a standard. window envelope. This feature will be found desirable 
in most of the privately printed substitutes. 

. 08 Copy D. — Copy D is included in the oKcial assembly for the 
convenience of the employer. Although there is no requirement that 
privately printed substitute forms include Copy D, employers may 
find it desirable to make and retain such copy. 
Src. 8. CoNnITIoNS. 

~ 01 Color and quality of int and paper. — The substitute forms, 
except for authorized punch card substitutes, must be printed in blue 
ink on white paper, both of qua, lity as good as that used by the 
Government. The paper must be of substantially the same weight 
and texture as that, used in the oScial form, which is printed on 
substance 82-pound white-writing — basis 1, 000 sheets 17 X 22. 

. 02 Typography. — Type may not be smaller than the correspond- 
ing type on the oKcial form and as nearly as possible of the same font. 

. 06 l;orat. — The substitute forms must, provide the same spaces 
as the oScial form for showing wages paid and tax withheld. In any 
rearrangement of such spaces, the block headed "INcoME TAx IN- 
FORMATION is to be placed iii a proininent position on the Form, 
preferably in the right-center position, the spaces for showing social 
security information to be either to the left or above such block. 

. 04 Dimensions. — The oKcia] form is eight inches»ide by three 
and one-half inclies deep, exclusive of a half inch snap-stub on the 
left side of the form. The substitute forms may vary in width from 
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seven inches to eight inches and in depth from three and one-sixth 
inches to three aiid two-thirds inches. The snap feature is not re- 
quired on substitutes. 

. 05 Carbonized forms or "spot carbons. " — Carbonized forms and 
"spot carbons" are not permissible. Interleaved carbon, if used, must 
be of good quality to preclude smudging and, preferably, black. 

. 06 Special identification. — Copy B must, show the full-face dots, 
arranged vertically on the upper right side. 

. 07 The Government Pn'nting Ofhce symbols. — The Government 
Printing 0$ce symbols must be omitted, 

SEc. 4. ADDITIQNAL INsTRUGTIoNs. 

. 01 Arrangement of assembly. — Except as provided in paragraph 
. 02 below, the parts of the assembly shall be arranged, from top to 
bottom, as follows: Copy A, "For District Director"; Copy B, "To Be 
Filed With Employee's Tax Return"; Copy C, "For Employee's 
Records"; Copy D, "For Employer. " All references to the various 
parts shall be to "Copy A, " "Copy B, " "Copy C, " or "Copy D. " 

. 09 Additional copies. — Additional copies may be prepared for the 
use of employers in connection with taxes or deductions other than 
Federal income tax and Federal Insurance Contributions Act taxes. 
Such additional copies may not be placed ahead of Copy C in the 
assembly, except that if a copy or copies for a state or local taxing 
authority are prepared only one such copy may be placed ahead of 
Copy C in the assembly for better legibility. Forms for delivery to 
state or local taxing authorities should be clearly la, beled to indicate 
the purpose for which they are intended and should not bear any 
part of the designation, "Form W — 2 — U. S, Treasury Department, 
Internal Revenue Service. " 

. 06 Excludable sick pay. — If desired, a block may be shown on 
Form W — o for excludable sick pay. However, if such a block is pro- 
vided and no amount is entered, the word "None" or "0" should be 
shown. 

. 04 Statement to support excludable sick pay. — A statement from 
the employer to support sick pay excludable from gross income may 
be made a part of the assembly, provided it is not placed ahead of 
Copies A and B in the assembly and is printed on paper of distinctive 
color. Such statement should substantially conform with the state- 
ment set forth in Revenue Procedure 57 — 1, C. B. 1057 — 1, 791. It 
should be clearly indicated on such statement, that, it is to be attached 
to page 9 of the taxpayer's Federal income tax return, Form 1040 or 
Form 1040W. 

. 05 fnstiuctions. — Xo deviation from the instructions on either the 
front or back of Copies A, B, or C will be permitted. 

. 06 State or local takin g authorities. Additional wage or tax in- 
formation for state or local taxing authorities may be shown on Copy 
C, but not on Copies A and B. 

. 07 Othe& information. — Payroll deductions other than those re- 
quired to be reported on Form W — 0 may not be shown on Copies A 
and B, except as provided in paragraph . 08 below. 

. 08 State agencies. — The amounts of wages paid ancl employee 
contributions withheld under a State-Federal~agreement, entered into 
pursuant to section 218 of the Social Security Act, may be shown in 
the spaces on Form W — 9 for Federal Insurance Contributions Act 
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wages and employee tax, provided appropriate distinguishing cap 
tioils are used to identify such amounts. The identification numbe 
assigiied by the Soci:ll Security Administration to the state (prefi: 
69) should be shown in addition to the employer identification numbe 
assigned by the, Internal Revenue Service for income tax withholding 
purposes. 
SEO, 5. SUBSTITUTES NOT MEETING ABOVE CONDITIONS. 

Proposed substitute forms which do not meet the conditions state& 
above and requests for submission of punched card Forms W — 2 shoult 
be forwarded by letter to the Commissioner of Internal Revenuey At 
tention: 0:C:S, Washington 95, D. C. , for approval. 

SEO. 6. REPRoDUOTIGN PRoors. 
Reproduction proofs of the official From W — 2 are available upoi 

the request of any elnployer who desires to use reproductions of sucl 
form. Requests for reproduction proofs should be addressed to th& 

Commissioner of Internal Revenue, Attention; A:0:P, Washingtol 
95, D. C. 

96 CFR 601. 103: Summary of general Rev. Proc. 60 — 99 
tax procedure. 

(Also Part I, Section 7503; 1. 7503 — 1. ) 
Section 7503 of the Internal Revenue Code of 1954 provides tha 

when the last day prescribed under the authority of the revenue law, 
for performing any act falls on a Saturday, Sunday, or legal holiday 
the performance of such act shall be considered timely if it is per 
formed on the next succeeding day which is not a Saturday, Sunda~ 
or legal holiday. April 15, 1960, was Good Friday, a legal holida~ 
in several States. Residents of such States were not required tt 
file returns until April 18, 1960, the next succeeding day that was noi 
a Saturday, Sunday, or legal holiday. Limited to this specific in 
stance, the Commissioner of Internal Revenue granted to all taxpayer; 
an extension of time until April 18, 1960, to file returns due on Apri 
15, 1960. Thus, tax returns due on April 15, 1960, will be deeme( 
timely if filed on April 18, 1960. 
(EDITOR'S NOTE: Since the administrative position expressed in the new, 
release was not published in the Internal Revenue Bulletin at the time o 
release, publication is now being made to make the position there expressed ' 

part of the Bulletin. ) 

Rev. Proc. 60 — 3l 26 CFR 601. 301: Imposition of taxes, qualifi- 
cation requirements, and regulations. 

(Also Part III — A, Section 55M; o45. 30. ) 
The 2BL Rotocycle Beer Meter and 3BL Rotocycle Beer Meter 

have been approved by the Internal Revenue Service for use by 
brewers in measuring beer. 

SECTION 1. PURPOSE. 
The purposes of this Revenue Procedure are (1) to announce th 

a, pproval of a new type of beer meter for measuring the quantity o 

' Based on news release dated April 16, 1960. 



1009 

beer being packaged, or transferred to the brewery bottling house, 
and (2) to list the types of beer meters which have been previously 
approved. 

SEC. 2. BACKGROVND AND APPROVAL OF NEW BEER DIETER. 

After a series of tests and evaluations, the 2BL Rotocycle Beer 
Meter, rated capacity 20 — 100 gallons per minute, and the 8BL Roto- 
cycle Beer Meter, rated capacity 50 — 200 gallons per minute, have 
been approved for measuring the quantity of beer being packaged, 
or transferred to the brewery bottling house. Tliese nieters are rotary 
positive displacement type and are nianufactured by Rockwell Manu- 
facturing Co. , Pittsburgh, Pennsylvania. . The movement of beer 
through the meter is accomplished by means of vanes incorporated 
in a rotating drum which seal O8 separate liquid segments of known 
volume of product. Adjustment is accomplished by means of a 
micro device acting on the counter drive mechanism which varies the 
amount indicated on. the register by infinitely small increments rather 
than by varying the amount of liquid being displaced. The company 
has also developed a slow Row shut-OR' device for use with the new 
meters which will shut OR all Row if the rate of Row drops below a 
predetermined figure. Installation of this device is optional with 
the brewer. 

Sxc. 8. METERs PREviovsLY' APPRovED. 

The following beer meters have previously been approved: 
. 01 For measuring beer being packaged, or transferred to the brew- 

ery bottling house: 
1. Figure 486 Xacto Meter, and Figure 786 Xacto Meter, manu- 

facture by Bowser, lnc. , Ft. AVayne, Indiana; and 
2. Pittsburgh Equitable Meter, manufactiired by Rockwell 

Manufacturing Co. , Pittsburgh, Pennsylvania; and 
. 02 For measuring beer being transferred to bottling tanks (but not 

directly to bottle fillers): 
Potter Flow Meter, manufactured by the Potter A. eronautical 
Corporation, Union, iVew Jersey. See Rev. Proc. 58 — 22, C. B. 
1N8 2~ 1 140 

SEC. 4. INSTALLATION AND TEST OF METERS. 
The Internal Revenue Service utilizes only master meters having 

t~vo-inch Ranged connections. Therefore, brewers must install all 
meters, including newly approved 8 BL Rotocycle Meters, so t'hat 
they can be readily tested by means of these, two-inch meters. Also, 
brewers must make provisions for testing meters at a lesser rate of 
Row, usually 00 to 100 gallons per minute, when their meters nor- 
milly operate in excess of the master meter maximum rate of Row 
of approximately 100 gallons per minute. 

SEC. 5. INQVIRIES. 
Inquiries regarding this Revenue Procedure should refer to its 

number and be addressed to the ORice of the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 



1010 

26 CFR 601. 601: Imposition of taxes, 
qualification requirements, a n d 
regulations. 

(Also Part III — A, Sections 5008, 
5021; 201. 424, 201. 601. ) 

The refund or credit of tax under the provisions of section o008(e) 
of the Internal Revenue Code of 1954 will be computed without re- 
gard to the rectification tax imposed by section 5021 of the Code or to 
the quantities of drawback spirits, or to the quantities of wines 
when not in excess of two and one-half percent by volume. 

Rev. Proc. 60 — 8: 

SEOTICN 1. PURPCSE. 

The purpose of this Revenue Procedure is to set forth procedure, 
for calculating the amount of tax to be refunded or credited on sample, 
of distilled spirits taken for the use of the United. States. 

SEC. 2. BACKGROUND. 

Section 5008(e) of the Internal Revenue Code of 1054 provide, 
that, pursuant to regulations, the tax on any saniples of distille& 

spirits removed from the premises of a distilled spirits plant fo: 
analysis or testing by the United States shall be refunded. or credite& 
to the proprietor. 

SEC. 8. PROCEDURE. 

. 01 The tax to be refunded or credited on samples of rectified dis 
tilled spirits will be computed on a proof gallon basis at the rate im 
posed on the spirits by section 5001(a) (1) of the Code; no refund o: 
credit, will be mad. e of the rectification tax imposed by section 5021 o 
the Code. 

. 02 The amount of tax to be credited or refunded, under the pro 
visions of section 5008(e) of the Code, on samples of distilled spirit 
containing not in excess of two and one-half percent of wine by volum 
will be computed as if the alcoholic content of the sample consiste& 
entirely of distilled spirits. The tax on samples that contain mor 
than t;wo and one-half percent, of wine by volume will be credited o 
refunded only on the distilled spirits component of the sample. 

. 08 Section 201. 424 of the Distilled Spirits Regulations limits th 
use in a rectified product of alcoholic materials on which drawbacI 
of tax has been or may be claimed to a quantity that will not represent 
on a proof gallon basis, more than two and one-half percent of th 
total proof gallons of spirits in the finished product. The amount o 
tax to be credited or refunded, under the provisions of section 5008 (e 
of the Code, on samples of such spirits will be computed withou 
regard to the drawback spirits contained in the sample. 

SEC. 4. INQUIRIES. 

Inquiries regarding this Revenue Procedure should refer to it 
number and be addressed to the Ofhce of the appropriate Assistant Rt 
gional Commissioner, Alcohol and Tobacco Tax. 



1011 

Rev. Proc. 60 — M 26 CFR 601. 811: Imposition of taxes; 
regulations. 

(Also Part I, Section 5704; 290. 205, 
290. 261. ) 

When tax-exempt tobacco products are to be exported by truck to 
the United States Armed Forces in a contiguous foreign country, the 
Cert''ficate of Exportation on the reverse of Form 2149, Notice of Re- 
moval of Tobacco, Tobacco Products, or Cigarette Papers or Tubes 
from Factory for Export, and on Form 2150, Notice of Removal of 
Tobacco Products or Cigarette I'apers or Tubes from Warehouses 
for Export, must be modided so that the Inspector of Customs at the 
port of exit may certify to the exportation. 

SRCTION 1. PURFOsE. 

The purpose of this Revenue Procedure is to set forth the procedures 
to be followed in the preparation and handling of Form 2149, Notice 
of Removal of Tobacco, Tobacco Products, or Cigarette Papers or 
Tubes From Factory For Export, or Form 2150, Notice of Removal 
of Tobacco Products or Cigarette Papers or Tubes from Warehouse 
For Export, when tax-exempt tobacco products are to be exported. by 
truck to the United States Armed Forces in a contiguous foreign 
country. 

SKc. 2. BAGKGRQUND. 

Sections 290. 205 and 290. 261 of the Exportation of Tobacco Mate- 
rials, Tobacco Products, and Cigarette Papers and Tubes, Without 
Payment of Tax, or With Drawback of Tax Regulations provide gen- 
eral procedures to be followed for the exportation of tobacco prod- 
ucts (cigars in the case of a Customs warehouse) to a contiguous for- 
eign country, including shipments to the United States Armed Forces 
in such a contiguous foreign country, and, as evidence of exportation, 
for the completion of the Certificate of Exportation on the Forms 2149 
or 2150 by the Customs authorities at the port of exit. When tobacco 
products are exported by truck to the United States Armed Forces in 
a contiguous foreign country, where no shipper's export declaration 
is required, the Collector of Customs is unable to certify to the expor- 
tation of the products since he has no records in his ofFice to serve as 
a basis for the certification. Therefore, the following procedure has 
been worked out with the Bureau of Customs for application in such 
instances. 

SRO. 8. PRocEDURK FQR EZPoRTATIoN BY' TRUGK. 

When tax-exempt tobacco products are to be exported by truck to 
the United. States Armed Forces in a contiguous foreign country, the 
Certificate of Exportation on the reverse of the Form 2149 or 2150 
will be modified so that the Inspector of Customs at the port of exit 
may certify to the exportation. To modify the Certificate of Expor- 
tation, manufacturers of tobacco products and proprietors of export 
warehouses and customs bonded cigar manufacturing warehouses 
should delete the words "records of' this ofFIce show that the" and 
change the word "Collector" to "Inspector" in Item 20. Two copies 
of the modified Form 2149 or 2150 must accompany the shipment to 
the port of exit and be delivered to the Inspector of Customs. When 
the two copies of the modified Form 2149 or 2150 are delivered to him, 
the Inspector of' Customs will check the shipment. , execute the Cer- 

585726' — 61 — — 65 
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tificate of Exportation on both copies of the form, and, forward th 

forms to his Collector. The Collector of Customs vill retain OE 

copy of the form for his file and mail the other copy to the mam 
facturer or warehouse proprietor Inaking the shipment for filing wit 
his Assistant Regional Commissioner, Alcohol and Tobacco Tax. 

SEC. 4. INQUIRIES. 

Inquiries regarding this Revenue Procedure should refer to ii 

number and be addressed to the OSce of the appropriate Assistar 
Regional Commissioner, Alcohol and Tobacco Tax. 

Rev. Proc. 60-3 26 CFR 601. 105: Examination of returns and 
claims for refund, credit or abatement; 
determination of correct tax liability. 

(Also Sections 6166; 24. 1 — 1. ) 
Procedures to be followed by the Audit Divisions of the District 

Directors' otiices in processing the elections made by executors, 
administrators, etc. , under section 6166 of the Internal Revenue 
Code of 19M, to pay estate taxes in installments. 

SEGTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to set forth certain pr& 

cedures established in the Audit Divisions of the District Director 
offices for processing the elections to pay estate taxes in installmeiii 
made by executors, administrators, etc. , under the provisions of sectio 
6166 of the Internal Revenue Code of 1954. 
SEc. 2. BAOKGRCUND. 

. 01 Section 6166 of the Code provides that under certain conditior 
where an interest in a closely held business is included in the gro, 
estate of a decedent who was a citizen or resident of the United Stat~ 
at the time of his death, the executor may elect to pay in installment 
part or all of the Federal estate tax imposed by section 2001 of tl 
Code. Section 6166 contains the definition of an interest in a closel 
held business, the limit, ation placed on the amount which may k 

paid in installments, the number of installments in which the tax ma 
be paid, and the circumstances under which the privilege of paying tl 
tax in installments will be terminated. 

. 02 Section 24. 1 — 1 of the temporary regulations relating to extel 
sion of time for payment of estate tax as set forth in Treasury Dec 
sion 6M1, C. B. 1958 — 2, 1102, provides that the election gr~anted k 

section 6166 of the Code shall be exercised by filing notice of electic 
to pay the tax in installments with the district director. The regul: 
tions also prescribe the form which the notice of election to pay tl 
estate tax in installments may take. 

SEC. 8. PROCEDURE. 

. 01 The District Director is responsible for determining whether 

an election made by an estate meets the conditions specified in secti& 
6166 of the Code. Where it'appears after examination that an electi& 
does not meet the requirements in section 6166 of the Code, the execute 
etc. , of the estate will be given the opportunity of a hearing in t] 
matter with an appropriate conferee in the District Audit Divisi& 
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before a final decision is reached regarding the election. If it is deter- 
mined that an election should be rejected, the District Director will 
communicate the decision to the executor, etc. Such decision to reject 
an election will be regarded as the Service's decision in the matter and 
will not be subject to appeal to, or review by, the Regional Appellate 
Division. 

, 02 When it is determined that an election is in accord with the re- 
quirements of section 6166 of the Code, no notice to that e8ect will be 
sent to the executor. An executor should assume that his election is 
acceptable if he has not been advised to the contrary. Elections sub- 
Initted will be examined as soon as practicable after receipt. 

SEC. 4. INQUIRIEs. 

Inquiries relating to this Revenue Procedure should be addressed to 
the Assistant Commissioner (Operations) for the attention of 0: A: P. 

26 CFR 601. 801: Imposition of taxes, qualifi- 
cation requirements, and regulations. 

(Also Part III — A, Section 5207; 201. 682, 
201. 688. ) 

Proprietors of distilled spirits plants should report losses sus- 
tained in connection with the bottling of spirits or in packaging 
mingled or blended spirits on Form 2731, Monthly Report of Bonded 
Storage Operations, and report the quantity of spirits determined by 
gauge at the time of dunWing for bottling in bond, at line 22 of Form 
2686, Daily Report of Transactions. 

SEGTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to set forth the proce- 

dures for making certain entries on Form 2781, Monthly Report of 
Bonded Storage Operations, and Form 2686, Daily Report of 
Transactions. 

SEC. 2. BACKGROUND. 

. 01 Form 2781 is a balanced report, but it does not include internal 
transactions. When bonded storage operations include internal trans- 
actions, such as bottling of spirits or mingling or blending of spirits, 
and losses are sustained in the bottling of spirits or in the packaging 
of mingled or blended spirits, such losses should be reported on Form 
2781 in order that the report will balance. 

. 02 The quantity of spirits "used for bottling" is reported at line 82 
on Form 2686. This quantity is derived from Form 1515, Distilled 
Spirits Bottled in Bond. The quantity of spirits determined by gauge 
and entered for bottling is entered in column (d), Section II, of Form 
1515, and the quantity of spirits determined by gauge after reduction 
in proof for bottling is entered in column (e), Section III of Form 
1515. 
SEc. 8. PRocEDURE. 

. 01 Footnote six on Form 2781 states that line 20 covers only stor- 
age losses. Accordingly, where losses are sustained in bottling spirits 
or in packaging mingled or blended spirits, proprietors should. enter 
and appropriately identify such losses in an unused line on Form 2781. 
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~ 02 The quantity of spirits reported at line 82 on Form 2686 
should be the quantity determined by gauge at the time of dumping 
the spirits for bottling in bond and entered in column (d), Section II 
of Form 1515. This quantity would then represent the quantity of 
spirits used for bottling. The difFerence between the quantity used 
and the quantity bottled would represent the loss in bottling which 
would then be entered in Section IV of Form 1515 and on Form 2781 
as provided in section 8. 01, above. 

. 08 The quantity of spirits reported at line 88, used for blending, 
and at line 84, used for mingling, of Form 2686 should be the quan- 
tity deterinined by gauge at the time of dumping for blending or 
mingling and entered on Form 1685, Blending of Rums or Brandies 
in Bond, and Form 2828, Mingling of Distilled Spirits, respectively, 
Also, the loss in packaging such blended or mingled. spirits and 
entered in item 14b of Form 1685 or in item 186 of Form 2828, as 
the case may be, should be entered on Form 2781 as provided in 
section 8. 01, above. 

SEC. 4. IN~lUIRIES, 

Inquiries regarding this Revenue Procedure should refer to its 
number and be addressed to the office of the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

26 CFR 601. 102: Classification of taxes col- Rev. Proc. 60-85 
lected by the Internal Revenue Service. 

(Also Part I, Section 6851; 1. 6851 —. 2. ) 
In certain cases, groups of nonresident aliens having no taxable 

income from United States sources may file Form 2068, U. S. Depart- 
ing Alien Income Tax Statement, and obtain a Certificate of Compli- 
ance without having to make a personal appearance in the oifice of 
a District Director of Internal Revenue. 

An alien, other than a nonresident with no taxable income, may 
apply for and receive a Certificate of Compliance without having his 
taxable period terminated by supplying certain additional informa- 
tion with his Form 1040C, U. S. Departing Alien Income Tax Return, 
provided he intends to return to the United States and has filed all 
required returns for prior years and paid all tax due thereon and, 
further, there is no information indicating that jeopardy exists. 

Rev. Rul. 5~~8, C. B. 1955-2, Ml, modified. 

SEUTIoN 1 ~ PURPosE. 
The purpose of this Revenue Procedure is to provide additional 

guidelines for simplifying procedures for obtaining Certificates oj 
Compliance by certain aliens departing from the United States and 
its possessions. 

SEO. 2. BACKGROUND. 

Revenue Ruling 55-468, C. B. 1955 — 2, 501, as amplified by Revenut 
Ruling 58 — 7, C. B. 1958-1, 497, established uniform proc'edures for thi 
clearance of aliens departing from the United States or its posses. 
sions and for the issuance of Certificates of Compliance with the In 
ternal Revenue Laws. 
SEO. 8. NONPERSONAI APPEARANCE IN CERTAIN CASES. 

Fach member of a group of nonresident aliens having no taxablt 
income from United States sources will be permitted to file a Forii 



2068, U. S. Departing Alien Income Tax Statement, , and obtain a Cer- 
tificate of Compliance without personal appearance in the district 
o5ce of the Internal Revenue Service. This may be accomplished by 
correspondence or by means of a messenger or other representative for 
the entire group. Generally, this procedure will be limited to those 
groups of nonresident aliens that are sponsored by governmental 
agencies, educational institutions, foundations, trade associations, and 
other similar organizations. Quantities of Form 2068 will be fur- 
nished for this purpose upon request of these organizations or other 
authorized representatives of the alien groups. 
SEO, 4, CLEARANGE FoR ENTIRE TAZABLE YEAR. 

. 01 Certain information in addition to that required by Form 
1040C, U. S. Departing Alien Income Tax Return, must be obtained 
in the case of a departinq alien who wishes to establish that his de- 
parture will not result in jeopardy and, accordingly, his taxable 
period should not be termina, ted. Therefore, in appropriate cases 
the following information should be shown on page two of Form 
1040C: 

1. Are your wife and children (if any) 
remaining in the United States? +Yes No 

9. Show the approximate value and location in the United 
States of the property held by you. 
a' ~ . Real property 

b. Stocks and bonds 
C. . Cash 8------------& 
al. Other (Specify) $ 

8. If you will not return before (a) the due date for filing a 
final United States income tax return for the current year, or 
(b) the due date for paying the tax for. the preceding year, 
what arrangements have you made to have your final income 
tax return for the year filed and the tax paid & 

4. Is your employer willing to furnish a letter 
guaranteeing that the tax will be paidl +Yes +NO 
If answer is "yes, " please attach the letter. 

Normally, the departing alien will be required personally to appear 
before a District Director for the purpose oi executing the modified 
Form 1040C, as here indicated. 

. 00 This procedure is applicable to an alien (other than a non- 
resident alien with no taxable income) who intends to return to the 
United States and who has filed all required returns for prior years 
and paid all tax due thereon. In addition, where the period for filing 
the return for the preceding year has not expired, this return must also 



be filed before departure, although payment of the tax shown thereoi 
will not be required before the normal due date. In the absence of ani 
information indicating jeopardy, the alien who has satisfied his prio 
years' tax obligations and indicates ties and connections such as busi 
ness, employment, property or family in the United States or its posses 
sions, will not have his taxable period terminated. The alien will b& 

issued the Certifiicate of Compliance on the duplicate copy of Forn 
1040C completed with the deletion of the words "as of the intendec 
date of departure" and the addition of. the words "Annual" and "Fo~ 
Taxable Year Ended . " with the proper date inserted. 

. 06 When issued in accoi. dance with the foregoing, this specia 
Certificate of Compliance will be effective for all departures in th& 

taxable year and the alien will not ordinarily be required to appeai 
again before the District Director during the taxable year unless th& 

District Direct, or has reason to believe that the collection of the tai 
may be in jeopardy. An example of the application of this procedur& 
would be a nonresident alien who at periodic intervals during the yea& 
comes to the United States for brief stays to attend meetings of a corpo 
ration board of directors for which he receives directors fees. Befor& 
the alien's first, departure in the year, he would file Form 1040C. If th& 

District Director determines that the alien's departure will not result 
in jeopardy, his taxable period need not be terminated. Thereupon, h& 

will be issued a Certificate of Compliance applicable to all departure. 
during the taxable year. 

. 04 Section 1. 6851 — 2 of the Income Tax Regulations restricts the is 
suance of a Certificate of Compliance e8ective for all departures t& 

the Certificate issued in conjunction with Form 1040C. Therefore 
the procedure prescribed herein is not applicable to nonresident alien, 
having no taxable income who must file Form 2063 on each departur& 
from the United States in order to obtain a Certificate of Complianc& 
applicable only to that particular departure. 

. 05 The Certificate of. Compliance on Form 1040C issued to the de 
parting alien whose taxable period is not terminated will be modifie&: 
as indicated in section 4. 02 above until Form 1040C is next reprinted 
At that time the Certificate of Compliance on the form will be revise& 
to provide for its use in both termination and nontermination cases 
The Certificate will be used without modification in cases where th& 

taxable year is terminated. 
. 06 The provisions of section 6 of Revenue Ruling 55 — 468, C. B 

1955 — 2, 501, at 503, are inconsistent with the provisions of section '. 

of this Revenue Procedure and compliance with such requirements i: 
no longer necessary. 
SEC. 5. REFUND OF TAx BY EMPLOYERS. 

. 01 Revenue Procedure 57 — 18, C. B. 1957 — 1, 741, prescribes pro 
cedures for the refunding by employers, in certain cases, of tax with 
held direct to the nonresident alien employee at the time of departur& 
from the United States. Since that procedure is seldom used, thi, 
reference is made to acquaint those who are unaware of it in order tha 
it will be used to the maximum extent in applicable cases. See sectioi 
5. 02 below. 

. 02 The conditions under which the refund may be made to th 
nonresident alien are these: (1) his employer has not yet paid the with 
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held tax to the Government, (2) his employer agrees to make a refund 
ef tax upon authorization from a District Director of Internal Reve- 
nue, and (3) he obtains authorization for such refund from that offi- 
cial. To obtain a refund before departure, the following steps should 
be followed: 

1. The employer should prepare and sign an agreement as shown 
on Exhibit A of Revenue Procedure 57 — 13, supra, at 746. 

2. Exhibit A should be taken to the District Director of Internal 
Revenue, who may then prepare Exhibit B of Revenue Pro- 
cedure 57 — 18, supra, at 744. 

8. Exhibit B, which states the amount of refund authorized, 
should be taken to the employer. The employer may now 
make the refund in the amount authorized. 

SEG. 6. EFFEGT ON OTHER DOGU2rIEN TS. 

Revenue Ruling 55 — 468, C. B. 1955 — 2, 501, is modified to the extent 
of the provisions in this Revenue Procedure. 
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ADMINISTRATIVE: 
Abatements (See: Credits and refunds) 
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Delegation of authority: 

Functions in Guam and American Samoa 
General rules, $ 301. 7701 — 9 
Libel proceedings, seized personal property 
Notice of additional inspection of taxpayer's books 

Director of International Operations 
Emergency order of succession to Commissioner, enemy attack 
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Upper and Lower Manhattan combined 
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tj 301. 7514 — 1 
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similar plans 
Armed Forces, definition, tt301. 7701 — 8 
Assessments: 

Certain additions to tax, 90-day letter 
Deficiency: 

Change of election of standard deduction, $ 1. 144 — 2 
Waiver of restrictions executed prior to 90-day letter 

Excise taxes, gasoline, excessive claims, ) ) 48. 6206 — 1, 48. - 
6675-1 

Jeopardy, procedure and authorization 
Limit, ation period, ministers electing social security coverage 

Attorreys and agents, applications for enrollment, filing 
Bankruptcy and receiverships, notice to District Director 
Bond: 

Excise taxes: 
Automobiles, etc. , importers, tl 48. 4061(a) — 2 
Gasoline and lubricating oils, tj 48. 4101 

Extension of time, payment of tax or deficiency $ 1. 6165 — 1 
Form of bond, surety requirements, tj 301. 7101 — 1 
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Return of property vested in Attorney General, $ 802. 1 — 3 
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ADMINISTRATIVE — Continued C. B. 
Claims (See also: Credits and refunds) 

Excise taxes, refunds, timeliness 1 
Settlement for torts not in excess of $2, 500, delegation of au- 

thority 1, 2 
Timely filing, certified mail, $ 801. 7502 — 1 1 

Closing agreements: 
Authorization and requirements, $ 801. 7121 — 1 1 
Informal agreement, personal holding company tax 2 

Collections: 
Deficiency, waiver of restrictions executed prior to 90-day 

letter 1 
Effect of offer in compromise, $ 301. 7122 — 1 -- ----- — 1 
Employment taxes: 

Overcollection of employee tax, f 31. 6418(a) — 1 2 
Undercollections of employee tax, ) 81. 6205 — 1 2 

Excise taxes: 
Certain cabaret taxes, failure to pay over, $ 801. 7512 — 1 1 
Transportation of persons, prepaid orders, $ 49. 4264(a) — 1 1 
Transportation of persons, tax deducted upon refunds, 

5 49. 4264(b) — 1 1 

Foreign interest or dividends, licensing, $ 301. 7001 — 1 1 
Liens, property rights, determination under state law 2 
Procedure, American employer in foreign countries 1 

Committee reports, table of contents 1& 2 
Compromises (See: Offers in compromise) 
Conferences (See: Appeals) 
Consolidated returns (Sec: INcoME Txx: Consolidated returns) 
Corporations: 

Distinguishing characteristics and general guides, $$ 301. 7701— 
1& 301. 7701-2 2 

Domestic and foreign, resident and nonresident, defined, 
$ 801. 7701-5 2 

Foreign tax credit, overall and per-country limitations 2 
Court decisions (See: CounT DEcrsroNs) 
Court proceedings (See: Suits) 
Credits and refunds: 

Employment taxes: 
Abatements, $ 31. 6404(a) — 1 2 
General rules, ) $ 81. 6402(a) — 2, 81. 6402(a) — 8, 81. 6413(a) — 2, 

31. 6414 — 1 '2 
Special refund 2 

General rules $ 31. 6413(c) — 1 2 
Enemy-owned property vested in Attorney General, )@08. 1 — 4, 

303. 1 — 7 1 
Excessive credits against excess profits, deficiency defined 1 
Excise taxes: 

Automobile sales to school district 1 
Automobiles converted to limousines, hearses, etc. , prior to 

ex ortation 
Certain floor stock refunds postponed 2 
Coconut and palm oil: 

Exported, $ 46. 6417 — 2 1 
Sales to state or political subdivision, $ 46. 6417 — 1 1 

Diesel and special motor fuels, f f 48. 4041 — 8, 48. 4041-9 2 
Exchange sales of automobile tires 1 
Gasoline: 

Excessive claims ) $ 48. 6206-1 48. 6675 — 1 1 
Farming purposes, claims, $) 48. 6420(a) — 2, 48. 6420 

(b)-1, 48. 6420(d)-1 1 
Local transit systems or nonhighway purposes, 

$ 48. 6421(c)-1 1 
Used in test vehicles at private test sites 2 

Limitation period 1 
Lubricating oils: 

Cutting oil, $ 48. 4091 — 3 1 
Nonlubricating use, $ 48. 4091-4 
Sales for resale, Il 48. 4093 — 1 
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A9NINISTRATIVE — Continued C. B Page 
Credits and refunds — Continued 

Excise taxes — Continued 
Manufacturers' sales price readjustments, local advertising 

charges 2 
Open credit and installment accounts 1 
Sales to nonprofits organization 1 
Sugar: 

Exported, $46. 6418 — 2 1 
Limitation on refund, $ 46. 6511(a) — 1 1 
Livestock feed or distillation of liquor, $46. 6418 — 1 1 

Tax paid on non-taxable articles 1 
Tax-paid tread rubber reprocessed 1 
Tires and tubes for new bicycles 1 
Tires destroyed in transit 1 
Tires for exported vehicles 2 
Truck chassis converted to tractor 1 

Foreign tax, overall and per-country limitations 2 
Interest charged on repayment of excessive profits, renegotia- 

tion of government contracts 1 
Limitation period, net operating loss carryback resulting from 

renegotiation, $$ 39, 322 — 11, 30L6511(d) — 2 2 
Payment of entire tax before suit for refund 1 
Property vested in Attorney General, f 302. 1 — 7 2 
Section 1361 corporation, $ 1. 1361 — 15 2 
Withheld taxes: 

Belgian Congo and Ruanda-Urundi, $ 504. 308 1 
Nonresident aliens: 

Form 1040C 2 
Procedure for making refunds 1 

INorwegian convention, $ 510. 9 2 
Pakistan convention, tj 517. 7 1 
United Kingdom Colonies convention, fgj 507. 502 through 

507. 511 1 
Criminal prosecutions, conspiracy to evade tax, limitation period 1 
Deficiencies: 

Assessment period, change of election of standard deduction, 
ft 1. 144-2 1 

Defined, excessive credits against excess profits 1 
Notices, delegation of authority Regional Appellate Divisions 1 
Payment, extension of time, bond requirement, ) 1. 6165 — 1 1 
Section 1361 corporation, determination, $ 1. 1361 — 15 2 
Tentative carryback adjustment induced by fraud 1 
Waiver of restrictions on assessment, executed prior to 90-da ~ 

letter 1 
Delegation of authority: 

Determination of year's profits from which foreign corporate 
dividends paid, $ 1. 902 — 1 1 

Director of International Operations, administration 2 
District Director and Regional Counsel, ofi'ers in compromise 2 
District Directors, ofi'ers in compromise, liability less thanee 

$25, 000 2 
Emergency order of succession to Commissioner, enemy attack 2 
Employment taxes, acts to be performed by agents 2 
Extension of time: 

Corporation declarations of estimated tax, Del. Order No. 
7 revoked 1 

Estate tax returns, Del, Order No. 22 revoked 1 
Functions in Guam and American Samoa 2 
General rules, f 301. 7701 — 9 2 
Notice of additional inspection of taxpayer's books 2 
Regional Appellate Divisions: 

Notices of deficiency 
Offers in compromise 

Tort claims not in excess of $2, 500 

726 
632 
509 

557 
557 
557 
633 
421 
786 
425 
395 
410 
720 

363 

469, 400 
660 
923 
244 

739 

1014 
361 
630 
755 

767 
695 

49 
700 
862 
616 
244 
642 

701 

49 
920 
992 

919 
917 
918 

860 
860 
693 
409 
920 

862 
961, 921 
861& 919 
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ADMINISTRATIVE — Continued C. B. 
Elections: 

Amortization: 
Emergency facilities, $ 1. 168 — 2 1 
Trademark and trade name expenditures, $ 1. 177 — 1 1 

Commodity Credit Corporation loans as income 1 
Dealer reserve income: 

General rules, f) 1. 9002 through 1. 9002 — 8 2 
Temporary rules, $ 17. 1 — 1 2 

Dealers' reserves, transition to proper accrual basis 1 
Depletion, percentage, minerals used in making cement, 

1. 9003 — 1 through 1. 9003 — 5 --- 2 
Depreciation, additional first-year allowance, $ 1. 179 — 4 2 
Estate tax, installment payments 2 
Foreign tax credit, overall and per-country limitation 2 
Involuntary conversion of residence, treatment as sale, 

1. 1033(b) — 1, 1. 1034 — 1 1 
Life insurance company, reserve revaluation, life, accident and 

health insurance 1 
Ministers, social security coverage 2 
Small business corporations: 

After termination, f 1. 1372 — 5 1 
Extension of time 
Manner, time, $ 1. 1372 — 2 1 
Requirement and effect, f 1. 1372 — 1 1 
Shareholders' consents, $ 1, 1372 — 3 1 
Termination, $ 1. 1372 — 4 1 

Standard deduction, change, consent to deQciency assessment, 
f L14W2 1 

Treatment of development costs, mineral deposits, ff 1. 616 — 1 
through 1. 616 — 3 1 

Treatment of exploration and development costs 1 
Treatment of exploration costs, mineral deposits, $$ 1. 615 — 1 

through 1. 615 — 5 1 
Unincorporated business, f f 1. 1361 — 1, 1. 1861 — 2, 1. 1361 — 5, 

1. 1361 — 1 
Use of Form 1040W, ff 1. 4 — 2, 1. 142 — 1, 1. 14W1, 1. 6012 — 1 1 
Year of deduction, advanced royalties, mineral and timber in- 

terest, f 1. 612 — 3 1 
Estimated tax: 

Declaration and payment, section 1361 corporation, f 1. 1361 — 3 2 
Extension of time for hing corporation declarations, Del. 

Order No, 7 revoked 1 
Foreign life insurance companies, percentage for 1960 2 
Individual, expected liability less than $40 2 
Life insurance companies, declaration and payment for 1959 1 
Underpayment, assessment of penalties 90-day letter 1 
Underpayment by corporation, no taxable income in prior year 1 

Evasion of tsx (See: Fraud) 
Evidence: 

Admissibility, reproductions from alms or photoimpressions, 
fi 301. 7513-1 1 

Purpose to avoid tax, small business investment company, 
fi 1. 533 — 1 

Examination: 
Books and records (See: Records) 

Extension of time: 
Application, fUing Form 1040 or Form 1040W, $1. 6081 — 1 1 
Converted property, postponement of restoration 1 
Corporation declarations of estimated tax, Del. Order No. 7 

revoked 1 
Elections, small business corporation 1 
Employment taxes: 

Payment of tax, $31. 6161(a) (1) — 1 
Withholding statement to employee, fj 31. 6051 — 1 2 

Estate tax returns, Del. Order No. 22 revoked 1 

crepe 

118 
127 

182, 35 

481 
932 
795 

497, 726 
91 

1012 
720 

288 

268 
698 

317 
625 
317 
317 
317 
317 

49 

208 
255 

208 

244 
616 

208 

244 

860 
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644 
800 
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310 

624 
294 

860 
625 

351 
351 
860 
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ADMINISTRATIVE — Continued 
Extension of time — Continued 

Excise taxes, sugar, coconut and palm oil, circulation other than 

C. B. Peege 

of national banks: 
Payment of tax (46. 6161(a)(1) — 1 1 
Returns, ( 46. 6081(a) — 1 1 

Information return by domestic parent of foreign corporation 
$ 1. 6038 — 1 2 

Payment of tax or deficiency, bond requirement, )1. 6165 — 1 1 
Returns due on Good Friday, 1960 2 

Fiduciaries: 
Acts to be performed by agents, delegation of authority 2 
Definition, distinguished from agents, $$ 301. 7701 — 6, 301. 7701 — 7 2 

Forfeitures, seizure of persona!property, libel proceedings 2 
Forms (See: Returns) 
Fraud: 

Double jeopardy, order for acquittal modified and new trial 
directed 1 

Penalties, failure to pay documentary stamp tax, preclusion of 
fraud penalty 1 

Penalty for underpayment, preclusion of penalty for failure to 
pay stamp tax, occupational tax on wagering 1 

Tentative carryback adjustment 1 
Government depositary: 

American employer in foreign countries 1 
Excise taxes, sugar, coconut and palm oil, ) 46. 6302(c) — 1 1 

Information at source: 
Foreign corporation, controlled by domestic corporation 2 
Pakistan convention, exchange, Art. XVI 2 

Inspection of returns or records (See: Returns: Inspection) 
Installment payments: 

Estate tax, processing election 2 
Redetermined tax: 

Dealer reserve income ] 
Previously unreported dealer reserve income, f 1. 9002 — 4 2 

Instrumentalities, Hawaii, definition of "State" ameiided 2 
Interest: 

Deficiencies: 
Computation of restricted interest 2 
Enemy-owned property vested in Attorney Genera!, 

$ 303. 1 — 6 1 
Ministers electing social security coverage 2 
Property vested in Attorney General, $ 302. 1 — 6 2 
Redetermined tax: 

Dealer reserve income 1 
Previously unreported dealer reserve income, 

$ 1. 9002-5 2 
Waiver of restrictions on assessment, executed prior to 

90-day letter 1 
Overpayments, computation of restricted interest 2 

Jeopardy assessments (See: Assessments) 
Legislation, table of contents 1, 2 
Levy, distraint, determination of third party rights, summary trial 1 
License, collection of foreign items, f 301. 7001 — 1 1 
Liens: 

Distraint, determination of third party rights, summary trial 1 
Place of filing, situs of personal property 2 
Priority, property rights& determination under state law 2 

Limitation period: 
Assessment: 

557 
557 

384 
616 

1008 

918 
409 
403 

695 

641 

640 
642 

628 
557 

720 
646 

1012 

795 
481 
686 

942 

863 
693 
923 

795 

481 

701 
942 

737, 623 
629 
647 

629 
394 

391, 477 

Credits or refunds, election of treatment processes for 
cement making, $ 1. 9003 — 3 

Exempt organizations 
Ministers electing social security coverage 
Section 1361 corporation, $ 1. 1361 — 15 

Claims, net operating loss carryback resulting from renegotia- 
tion, ( ) 39. 322 — 11, 301. 6511(d) — 2 

2 
1 
2 
2 

2 

497, 726 
636 
693 
244 

469, 400 
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ADNIINISTRATIVE — Continued C. B. 
Limitation period — Continued 

Criminal prosecution, conspiracy to evade tax 1 
Excise taxes: 

Assessments 2 
Refunds 1 

Extension: 
Assessments and credits or refunds, dealers' reserves 1 
Assessments, refunds, credits, dealer reserve income, 

$ 1. 9002-7 '2 
Waiver, offer in compromise, ) 301. 7122 — 1 1 

Nonresidents: 
Aliens: 

Definition, $ 301. 7701 — 5 2 
Filing requirements 1 

Departing aliens, certificate of compliance 2 
Notice: 

Additional inspection of taxpayer's books 2 
Deficiency, delegation of authority, Regional Appellate Divi- 

sions 
Employment taxes, records and returns, $ 31. 6001 — 6 2 
90-day letter, certain additions to tax 1 
Return of enemy-owned property vested in Attorney General, 

$ 303. 1 — 3 
Return of property vested in Attorney General, ) 302. 1 — 3 2 

OfFers in compromise: 
Authority to accept: 

Jurisdiction and procedure 2 
Liability less than $25, 000 2 

Delegation of authority, Regional Appellate Division 1, 2 
General rules and requirements, fl 301. 7122 — 1 1 
Inspection, income, estate, and gift taxes 2 

Officers and employees: 
District director, definition, $ 301. 7701 — 10 2 
Secretary or his delegate, definition and delegations of authority, 

f 310. 7701-9 
Overpayments (See: Credits and refunds) 
Partnerships, definition and general guides, $ $ 301. 7701 — 1, 301. 7701— 

8, 301. 771 — 5 2 
Penalties: 

Employment taxes, failure to furnish employee receipts, fraudu- 
lent receipts, f 31. 6674 — 1 2 

Enemy-owned property vested in Attorney General, jj 303. 1 — 6 1 
Excise taxes: 

Failure to pay documentary stamp tax, preclusion of de- 
linquency and fraud penalties 1 

Fraud, failure to pay stamp tax, occupational tax on 
wagering 1 

Gasoline, excessive claims, $ 48. 6675 — 1 1 
Fraud, tentative carryback adjustment 1 
Late returns and underpayments of estimated tax, 90-day 

letter 1 
Liability, property vested in Attorney General, $ 302. 1 — 6 2 
Real property tax, Illinois 1 
State income tax, Wisconsin 1 
Underpayment of estimated tax by corporation, no taxable 

income for prior year 1 
Unlawful disclosure of information by "delegate" 2 

Period of limitation (See: Limitation period) 
Possessions of United States, Guam and American Samoa, employ- 

ment taxes 2 
Practice before the Service (See: Attorneys and agents) 
Public laws, table of contents 1, 2 
Publicity of returns and information, offers in compromise 2 
Records: 

Depletion accounts and data, fcj 1. 611 — 2, 1. 611 — 3 1 

Page 

695 

398 
638 

795 

481 
647 

409 
620 

1014 
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862 
351 
800 

863 
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992 
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992 

409 

409 

409 

351 
863 

641 

640 
426 
642 

800 
923 

85 
84 

645 
693 

693 

737, 623 
992 

208 



1025 

C. B ADMINISTRATIVE — Continued 
Records — Continued 

Employment taxes: 
Employer identification number and employee account 

number, $$ 31, 6011(b) — 1, 31. 6011(b) — 2 2 
Notice by District Director, $ 31. 6001 — 6 . 2 

Excise taxes: 
Cutting oil certificate, $ 48. 4091 — 3 1 
Diesel and special motor fuels, f$ 48. 4041 — 5, 48. 4041 — 6, 

48. 4041 — 9 '2 
Gasoline, use on farms and for nonhighway purposes or by 

local transit systems, $$ 48. 6420(f) — 1, 48. 6421(g)-1 1 
Lubricating oil, certificate of nonlubricating use, g 48. - 

4091-4 1 
Sugar, coconut and palm oil, circulation other than of na- 

tional banks, $$ 46. 6001 — 1 through 46. 6001 — 3 1 
Losses on small business stock, $ 1. 1244(e) — 1 2 
Notice of additional inspection 2 
Section 1361 corporation, $1. 1361 — 14 2 

Recovery of tax, cement, producers, percentage depletion 2 
Refunds (See: Credits and refunds) 
Regulations: 

26 CFR 1. 6038, 1. 6038 — 1, information returns by domestic 
parent of foreign corporation 2 

26 CFR 1. 6081 — 1, amended, application for extension of time 
for filing Form 1040 1040W 1 

26 CFR 17. 1 — 1, temporary rules, election under Dealer Reserve 
Income Adjustment Act of 1960 2 

26 CFR 48. 6011(c), 48. 6011(c) — 1, return and payment of re- 
tailers excise taxes by suppliers 1 

26 CFR 148. 1 — 3 amended, temporary rules, registration, tax- 
free sales, tires and tubes for new bicycles 1 

26 CFR 301. 6511(d) — 2, limitation period, net operating loss 
carryback resulting from renegotiation of Government con- 
t ract 2 

26 CFR 301. 7001 through 301. 7122 — 1, requirements with re- 
spect to licensing and registration, and to closing agreements 
and compromises 1 

26 CFR 301. 7101 through 301. 7103, bond or security required 
to be furnished under 1954 and 19)9 Codes 1 

26 CFR 301. 7502, 801. 7502 — 1, 301. 7512 — 1, amended; 301. 7513, 
301. 7513 — 1, timely mailing treated as timely filing, separate 
accounting for certain cabaret taxes, and reproduction of 
returns and other documents 1 

26 CFR 301. 7514 — 1, amended, location and realignment of cer- 
tain district directors' offices 1 

26 CFR 301. 7701 through 301. 7701 — 11, definitions of terms 
used in the 1954 Code, including associations, partnerships, 
trusts, et, c '2 

26 CFR 302. 1 through 302. 1 — 7, property subject to the Interna- 
tional Claims Settlement Act 2 

26 CFR 303. 1 through 303. 1 — 7, property subject to the Trading 
With the Enemy Act 1 

118, section 39. 322 — 11, limitation period, net operating loss 
carryback resulting from renegotiation of Government con- 
tract, 2 

Residents, aliens, departure from United States, procedure 2 
Returns: 

Amended: 
Election of treatment processes for cement making, 

$1. 9003-4 '2 
Redetermination of tax, dealer reserve income, $ 1. 9002 — 8 2 
Redetermination of tax, dealer reserve income, temporary 

rules, $17. 1 — 1 2 
Corporation: 

Electing small business corporation, $ 1. 6037 — 1 1 
Section 1361 corporation, general requirements, $ 1. 1361 — 14 2 

Pope 
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ADMINISTRATIVE — Continued C. B 
Returns — Continued 

Employment taxes: 
Employer identification number and employee account 

number, $) 31. 6011(b) — 1, 31. 6011(b) — 2 2 
Governmental employees in Guam and American Samos, 2 
Notice by District Director, ) 31. 6001 — 6 2 

Estate tax, extension of time for filing, Del. Order No. 22 
revoked 1 

Estates and trusts, property vested in Attorney General, 
$ 302. 1-4 2 

Excise taxes: 
Circulation other than of national banks, $ 46. 4884 — 1 1 
Communications, breakdown by category 1 
Form 637, registration, tax-free sales, ) 148. 1 — 3 1 
Form 720, assessment, limitation period 2 
Sugar, coconut and palm oil, $ J 46. 6011(a) — 1, 46. 6011(a) — 2 1 
Suppliers for retailers, $ 48. 6011(c) — 1 1 

Exempt organizations: 
Credit unions, state-chartered, group returns 2 
Federal Credit Unions, group returns 1 

Failure to file: 
Foreign personal holding company 1 
Ministers electing social security coverage 2 

Forms: 
637, registration, tax-free sales by manufacturers, $ 148. 1 — 3 1 
843: 

Employment taxes, claims for special refunds, 
$ 31. 6413(c)-1 

Excise taxes, special motor fuels, refunds, f 48. 4041 — 9 2 
941a, wage schedule continuation sheet, reproduction 1 
1040B, 1040NB, 1040NB — a, nonresident aliens, filing re- 

quirements 1 
1040C, departing aliens 2 
1040W, optional use, f$ 1. 4 — 2, 1. 142 — 1, 1. 144 — 1, 1. 6012 — 1 1 
1096, 1099, section 1361 corporation, distributions, 

$ 1. 1361 — 14 2 
1120, ncome tax return, section 1361 corporation, 

$ 1. 1361-3 2 
1120NB, Schedule Ph(1120), personal holding companies 1 
1120 — S, electing small business corporation, $ 1. 6037 — 1 1 
2063, departing aliens 2 
2553, electing small business corporation, $ 1. 1372 — 2 1 
2688, application for extension of time for filing Form 1040 

or Form 1040W, ) 1. 6081 — 1 1 
2932, excise taxes, automobiles, etc. , importers, bond, 

f 48. 4061(a) — 2 '2 
2933, excise taxes, automobiles, etc. , importers, changes in 

bond, $ 48. 4061(a) — 2 2 
2952, information return, domestic parent, of foreign cor- 

poration, ) 1. 6038 — 1 2 
SS — 4, application for employer identification number, 

general requirements, f 31. 6011(b) — 1 2 
SS — 5, application for employee account number, general 

requirements, $ 31. 6011(b) — 2 2 
T — Timber, information required, $ 1. 611 — 3 1 

Withholding statements for employees, general re- 
quireinents of employers $ 31. 6051 — 1 2 

Withholding tax statement, reproduction 2 
Property vested in Attorney General $ 302. 1 — 4 2 

Fractional year, partners and partnerships 2 
Husband and wife: 

Form 1040W, use, )f 1. 4 — 2, 1. 142 — 1, 1. 144 — 1, 1. 6012 — 1 1 
Income splitting, Panama Canal Zone 

Page 

351 
693 
351 

860 

923 

557 
614 
872 
398 
557 
605 

382 
62 

203 
693 

872 

351 
283 
888 

620 
1014 
616 

244 

244 
203 
317 

1014 
317 

624 

302 

302 

384 

3K] 

351 
208 

351 
1006 
923 
206 

616 
20 



1027 

CB ADMINISTRATIVE — Continued 
Returns — Continued 

Individual: 
Form 1040W, use, $$ 1, 4 — 2, 1. 144-1, 1. 6012 — 1 1 
Nonresident aliens, filing requirements 1 

Information: 
Application for extension of time, returns filed with Service 

Center, $ 1. 6081 — 1 1 
Domestic parent of foreign corporation, $ 1. 6038 — 1 2 
Employees' trust, information supporting deductions, uti- 

lization of Labor Department forms 2 
Exempt organization, limitation period 1 
Formation or reorganization of foreign corporation 2 
Mileage and per diem, accounting to employer 2 

Inspection: 
Excise taxes, gasoline and lubricating oils, state officers, 

$ 48. 4102 — 1 1 
House Committee on Public Works 1 
Notice to taxpayer 2 
Senate Judiciary Committee; boxing investigation 1 

Joint (See: Returns: Husband and wife) 
Period covered: 

Employment taxes, $ 31. 6101 — 1 2 
Excise taxes, sugar, coconut and palm oil, f 46. 6101 — 1 1 

Personal holding companies, failure to file 1 
Place for filing: 

Employment taxes, ) 31. 6091 — 1 2 
Excise taxes: 

Circulation other than of national banks, $ 46. 4884 — 1 1 
Sugar, coconut and palm oil, $ 46. 6091 — 1 1 

Inhabitant of Virgin Islands 2 
Reproduction: 

Federal tax returns and schedules 2 
Films or photoimpressions, general rules, f 301. 7513 — 1 1 
Form 941a, wage schedule continuation sheet 1 
Form W — 2, withholding tax statements 2 

Separate (See: Returns: Husband and wife) 
Signing and verifying: 

Employment taxes, $$ 31. 6061 — 1, 31. 6065 — 1 2 
Excise taxes, sugar, coconut and palm oil, circulation 

other than of national banks, $ ) 46. 6061 — 1, 46. 6065 — 1 1 
Time for filing: 

Certified mail, $ 301. 7502-1 1 
Excise taxes: 

Circulation other than of national banks, $ 46. 4884 — 1 1 
Sugar, coconut and palm oil, $ 46. 6071(a) — 1 1 

Good Friday, 1960 2 
Withholding, Belgian Congo & Ruanda-Urundi, income tax 

convention, dividends received by addressee not actual owner, 
$ 504. 303 1 

Rulings; 
Advance, obligation of trustee to dispose of appreciated prop- 

erty 2 
General policy, areas of Internal Revenue Code of 1954 in which 

rulings will not be issued 1 
Seizures, levy and distraint, determination of third party rigl'ts, 

summary trial '1 
Statute of limitation (See: Limitation period) 
Suits: 

Payment of entire tax before suit for refund 1 
Recovery of erroneous refunds from certain cement producers 2 
Summary proceeding, determination of third party rights in 

distrained property 1 
Tax: 

Additions to (See: Penalties) 
Assessments (See: Assessments) 
Collections (See: Collections) 
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ADMINISTRATIVE — Continued C. 
Tax — Continued 

Computations: 
Enemy-owned property vested in Attorney General, 

f 303. 1 — 4 '1 
Excise taxes: 

Lubricating oils, $ 48. 4091 — 1 1 
Mechanical lighters for cigarettes 2 

Foreign life insurance companies, percentage for 1959 1 
Property vested in Attorney General, fl 302. 1 — 4 2 

Credits, employment, FUTA, reduction of total credits 2 
Deficiencies: 

Payment, extension of time, bond requirement, $ 1. 6165 — 1 1 
Tentative carryback adjustment induced by fraud 1 
Waiver of restrictions on assessment, executed prior to 

90-day letter 1 
Liability: 

Closing agreements, personal holding company tax 2 
Effect of closing agreements $ 301. 7121 — 1 1 
Effect of compromise f 301. 7122 — 1 1 
Enemy-owned property vested in Attorney General, 

$$ 303. 1-1, 303. 1-2, 303, 1-4 1 
Excise taxes: 

Diesel fuels, )II 48. 4041 — 2, 48. 4041 — 5 2 
Musical instruments, $ 48. 4151 — 1 2 
Radio and TV receivers, etc. , $ 48. 4141 — 1 2 
Safe deposit boxes, $ 49. 4286 — 1 1 
Special motor fuels, $ $ 48. 4041 — 3, 48. 4041 — 5, 48. 4041 — 9 2 

Section 1361 corporation, mj CI 1. 1361 — 3, 1. 1361 — 7 2 
Overpayments: 

Employment, governmental employees of Guam and Ameri- 
can Samoa, adjustments 2 

Ministers electing social security coverage 2 
Payments: 

Before suit for refund 1 
Dealer reserve income, temporary rules, f 17. 1 — 1 2 
Dealers' reserves, transition to proper accrual basis 1 
Employment: 

Governmental employees of Guam and American 
Samoa, adjustment of underpayments 2 

Underpayment of employee tax by employer, adjust- 
ments, $ 31. 6205 — 1 2 

Enemy-owned property vested in Attorney General, 
$ 303. 1 — 5 1 

Excise taxes: 
Circulation other than of national banks, f 46. 4884 — 1 1 
Lubricating oils, additional tax, ( ) 48. 4091 — 3, 

48. 4 91 — 4 
Sugar, coconut and palm oil, f 46. 6151 — 1 1 
Suppliers for retailers $ 48. 6011(ci — 1 1 
Transportation of persons, special rules, f 49. 4264(c) — 1 1 

Extension of time, bond requirement, $ 1. 6165 — 1 1 
Inhabitant of Virgin Islands, place of payment 2 
Installments dealer reserve income $ 1. 9002 — 4 2 
Property vested in Attorney General $ 302. 1 — 5 2 

Rates: 
Employment, FUTA, increase 2 
Excise taxes: 

Cabarets, decrease 1 
Cigarette, etc, , lighters, limitation, $ 48. 4201 — 1 2 
Diesel fuels f$ 48. 4041 — 2 48. 4041 — 5 2 
Documentary stamp tax, decrease, regulated invest- 

ment companies 1 
Gasoline, f 48. 4081 — 1 1 
Laminated tires, reduction — 1 
Lubricating oils, $ 48. 4091 — 1 1 
Musical instruments, f 48. 4151 — 1 
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CB ADMINISTRATIVE — Continued 
Tax — Continued 

Rates — Continued 
Excise taxes — Continued 

Radio and TV receivers etc. $ 48. 4141 — 1 2 
Safe deposit boxes, fj 49. 4286 — 1 1 
Special motor fuels, $$ 48. 4041 — 3, 48. 4041 — 5 2 
Sporting goods, photographic equipment, firearms, 

business machines, pens, mechanical pencils and 
lighters, matches, $ f 48. 4161 — 1, 48. 4181 — 1, 48. 4191— 
1& 48. 4201 — 

1& 48. 4211 — 1 1 
Sugar tax rate extended 2 

Extension, corporate normal tax, certain excise taxes 2 
Special, registration requirements, tl 301. 7011 — 1 1 

Taxable year, partners and partnerships 2 
Tort Claims Act, delegation of authority, claims not in excess of 

82, 500 1, 2 
Trusts: 

Definitions and treatments for tax purposes, $$ 301, 7701, 301. - 
7701-4 2 

Employees', qualification, presubmission conferences 1 
ALCOHOL TAX: 
Advertising: 

Appellation of origin on wine labels 2 
Personal property seized subject to forfeiture 2 

Alcohol: 
Completely denatured, addition of certain materials 2 
Industrial use, omission of marks 2 
Losses in transit, claim filed by consignor-shipper 2 
Specially denatured: 

Formula containing ethyl-tertiary butyl alcohol mixture 1 
Formula No. 40, use of Bitrex (THS — 839) 2 
Use in synthetic resins 2 

Specially denatured or tax-free dealers and users, withdrawal 
permits, continued use 1 

Tax-free aircraft supplies, reciprocating foreign countries 1 
Taxpaid, recovery and reuse in nonbeverage products 2 

Applications, other business, premises of distilled spirits plant 2 
Beer: 

Destruction, notice of intent 2 
Exportation to Caroline Islands 1 
Losses, undelivered containers returned to brewery 2 
Measurement, Rotocycle Beer Meters 2 
Packaging in leased barrels and kegs 1 
Removal from market without credit allowance to customer, 

brewer's claim 1 
Sales by ship chandler to vessels in foreign trade 2 
Special tax, registration requirements for brewers and dealers 

$ 301. 7011-1 1 
Tax-free aircraft supplies, reciprocating foreign countries 1 
Tax rate extended 2 
Taxes, payment by semimonthly return 
Withdraw n from market: 

Determination quantity in partly filled kegs 2 
Tapped and leaking kegs, credit or refund 1 

Bonded wine cellars: 
Family partnership, tax-free withdrawals 2 
Materials, activated carbon, experimental study 2 
Proprietor-exporter, disposition of Form 206 2 
Treatment of wine: 

Fulgur 2 
Gum arabic, wine clarifier 2 
Pectinase LM 2 
Permutit Q Spec 157 1 
Pro mine — D 2 
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ALCOHOL TAX — Continued 
Bonds: 

Brewers' revised basis for determining penal sum 
Requirements, taxpayment of wine by semimonthly return 

Bottlers: 
Refilling and reuse of liquor bottles 
Spirits, serial numbers on Form 179 

Breweries: 
Lease of barrels and kegs for packaging beer 
Premises, use of equipment 
Records, return of undelivered containers of beer 
Return of partly filled kegs, determination of quantity of beer 

Claiins: 
Credit or refund, brewer indemnified through customer's pay- 

ment for beer 
Credit, refund, or remission of beer tax 
Drawback: 

Aircraft supplies, reciprocating foreign countries 
Distilled spirits lost during loading as ship's supplies 
Liquors exported to Caroline Islands 

Losses: 
Bottling, additional taxable ga!ions of imported spirits 
Bottling premises, Form 2611 
Closed system production of gin and vodka 
In-transit, tax-free alcohol, filing by consignor-shipper 
Spirits sainples for analysis 
Undelivered containers of beer 

Taxpayment of wine, semimonthly return 
Coloring, flavoring and blending, caramel, special natural wines, 

labeling 

2 
2 

2 
2 

1 
2 
2 
2 

1 

1 
1 
1 

2 
1 
1 
2 
1 
2 
2 

2 

2 

2 
1 

2 
2 
2 

2 
2 
2 
2 
2 
2 

2 

1 
2 
2 

2 
2 

2 
2 

2 
2 

Construction, office facilities, wine production 
Containers: 

Barrels, obliteration of markings 
Barrels and kegs leased for packaging beer 
Beer: 

Classification by Director 
Undelivered, returned to brewery 

Bottles, rcfilling ard reuse for liquors 
Distilled spirits, 

Change of cooperage after mingling 
Imported, affixing strip stamps 

Distilled spirits from Puerto Rico and Virgin Islands 
Kegs, partly filled, determination of quantity of beer 
Large metal tanks, storage of corn whisky 
Marks, alcohol withdrawn for industrial use 
Packages: 

Proprietary solvent transferred to another plant of user 
Spirits: 

Gauging methods or techniques 
Serial numbers 

Pressurized, perfumed hair spray 
Credits: 

Beer withdrawn from market: 
Partly filled kegs 
Tapped and leaking kegs 

Drawback, wine tax 
Samples, use of United States 
Strip sta~mps: 

Distilled spirits from Virgin Islands 
Imported spirits deposited in foreign-trade zone 

Customs: 
Gauger and chemist, proofing imported spirits, adjustment of 

discrepancy 
Spirits and products from Puerto Rico and Virgin Islands 
Strip stamps: 

Distilled spirits from Virgin Islands 
Issuance 

Committee reports, table of contents 1, 2 
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ALCOHOL TAX — Continued 
Dealers: 

Liquor Non-Commissioned Officers' Open Mess 
Specially denatured spirits, withdrawal permits, continued use 

Denaturants: 
Additional, specially denatured spirits formulas 
Bitrex (THS — 839), specially denatured alcohol Formula No. 40 
Perfume oil, hair spray 
Tertiary butyl alcohol, specially denatured alcohol formulas 

Distillates, aldehydes content, distilling material 
Distilled spirits: 

Bonded, produced under trade name, labels and stamps 
Consolidated, mingling for bottling in bond 
Corn whiskev, storage in large metal containers 
Denatured, tax-free shipments from Puerto Rico and Virgin Is- 

lands 
Deposits and withdrawals, examination of warehouse accounts 
Designation, production on seven-day week basis 
Exportation to Caroline Islands 
Gauging, determination of quantity by volume 
Gin and vodka, closed system losses, claims 
Homogeneous and heterogeneous, mingling 
Imported: 

Additional taxable gallons, discrepancy in Customs proof- 
in g 

Affixing and accounting for strip stamps 
Losses: 

Bottled before and rebottled after July 1 1959 
Shipments from Puerto Rico or Virgin Islands 

Losses at bottling premises, Form 2611 
Lost during loading as ship's supplies, drawback 
Mingling, change of cooperage 
Produced in Puerto Rico, drawback 
Refilling and reuse of bottles 
Rum, denaturation, Formula No. 4 
Sales by sh!p chandler to vessels in foreign trade 
Samples, analysis, claim for losses 
Samples, refund or credit 
Shipments of specially denatured, tax-free, or recovered, Form 

14 3 73 
Special tax, registration requirements for rectifiers, jj 301. 7011— 

1 
Specially denatured, withdrawal permits, continued use 
Tax-free aircraft supplies reciprocating foreign countries 
Taxp aid: 

Recovery from alcoholic products, commodity tax 
Rinsings, loss allowance 

Tax rate extended 
Transferred in bond, identification for record purposes 
Twenty-year bonding period limitation, reduction in proof 
Vermouth, natural wine limitation 
Whiskey, stabilization treatment, incidence of rectification 
Withdrawals: 

Customs custody 
Package serial numbers 

Distilled spirits plants: 
Bonded premises, serial numbers on Form 179 
Bottling premises, spirits losses, Form 2611 
Distribution of Form 1473, shipment of spirits 
Examination of internal revenue officer's accounts 
Forms 244 and 2634, preparation s, nd use 
Gauging instruments furnished by proprietor 
Mingling consolidated spirits for bottling in bond 
Mingling spirits of less than and more than 100 degrees proof 
Other business conducted on premises 
Production on seven-day week basis 
Records adjustment, bottling gains or losses in imported spirits 

2 
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ALCGHOI. TAX — Continued 
Distilled spirits pls, nts — Continued 

Rectified liquors, production 
Re-rectification of removed rectified products 
Use of denaturants with addition of certain materials 

Equipment and supplies: 
Brewery, operations conducted on premises 
Gauging instruments, distilled spirits 
Rotocycle Beer Meters 

Exporters: 
Drawback on distilled spirits lost during loading as ship's sup- 

plies 
I. iquors exported to Caroline Islands 
Wine, disposition of Form 206 

Fermented malt liquors (See: Beer) 
Floor stocks tax, certain refunds postponed 
Forfeitures: 

Seized personal property, abeyance of disposition 
Seized personal property or carrier, petitioner's equity 

Forms: 
Requirements: 

Alternate operation of production facilities 
Wine taxpayment, semimonthly return 

96, importers, blocked out denominational strip stamps 
179, package serial numbers 
206, disposition, exporter-proprietor of bonded wine cellar 
236, distilled spirits transferred in bond 
244, continued use on bottling tanks 
332, distilled spirits in bonded storage, reduction in proof 
1473, shipment of spirits, submittal with Form 2636 
1621, maintenance by bonded warehouse proprietor beginning 

July 1, 1960 
1627A, credit for strip stamps, followup procedure 
2611: 

Adjusting entry, additional taxable gallons of imported 
spirits 

Revised, claims for spirits losses at bottling premises 
2630, distilled spirits transferred in bond 
2634, preparation and use 
2635, claims, remission or credit of beer tax 
2636, quantity of spirits used for bottling 
2731, losses in bottling or packaging spirits 

Formulas: 
Change to render products unsusceptible of beverage use 
Specially denatured alcohol, ethyltertiary butyl alchohol mix- 

ture 
Specially denatured spirits additional uses 
8 — A 29 30 and 35 — A use ir. synthetic resins 
40, specially denatured alcohol, use of Bitrex (THS — 839) 

Gauge: 
Distilled spirits, methods or techniques 
Imporied spirits, adjustment of Customs discrepancy 
Measuring quantity of beer in partly filled kegs 

Government officers, chemist, testing whisky subject to stabiliza- 
tion treatment 

Government use: 
Distilled spirits samples, credit or refund 
Imported distilled spirits, withdrawal from customs 
Seized personal property, purchase price 

Importers: 
Alcoholic beverages, ship chandler, basic permit 
German wines, certificates of origin and identity 
I iquors from Virgin Islands, records and reports 
Strip stamps: 

Accounting, time extension 
Overprinting and reporting 

C. B. Pepe 
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ALCOHOL TAX — Continued C 
Inspections and investigations: 

Accounts of plants internal revenue officer 1 
Rectification incident to stabilization treatment of whisky 1 

Interest, computation of restricted interest 2 
Labels: 

Bonded spirits, produced under trade name 1 
Corn whisky, storage in large metal containers 2 
Wines: 

Imported German certificates of origin and identity 1 
Requirements for appellations of origin 2 
Special natural, caramel ingredient 2 

Legislation, table of contents 1, 2 
Losses: 

Alcohol in transit, claim filed by consignor-shipper 2 
Allowance: 

Spirits, bottled before and rebottled after July 1, 1959 1 
Taxpaid spirits contained in rinsings 2 

Bottling, imported spirits, adjustment of Customs discrepancy 
in proofing 2 

Casualty, undelivered containers of beer 2 
Claims, spirits, samples for analysis 1 
Closed system production of gin and vodka, claims 1 
Distilled spirits from Puerto Rico or Virgin Islands 1 
Spirits at bottling premises, Form 2611 1 

Marks and brands: 
Alcohol withdrawn for industrial use 2 
Barrel heads, obliteration 2 
Barrels and kegs leased for packaging beer 1 
Packages of proprietary solvent 2 
Products from Puerto Rico and Virgin Islands 2 
Serial numbers: 

Completion of Form 179 2 
Wine containers, filling date 2 

Materials: 
Activated carbon, wine treatment, experimental study 2 
Bitrex (THS — 839), specially denatured Formula No. 40 2 
Caramel, special natural wines 2 
Denaturants, authorized for denatured spirits 2 
Flavoring extracts, exemption from commodity tax 2 
Fulgur, treatment of wine 2 
Gum arabic, wine clarifier, treatment of wine 2 
Pectinase LM, treatment of wine 2 
Permutit Q Spec 157, treatment of wine 1 
Promine-D, treatment of wine 2 
Tertiary butyl alcohol, specially denatured alcohol formulas 1 
Waterproof paint, obliteration of markings, emptied spirits 

barrels 2 
Wine or wine lees, brandy and wine spirits production 2 
Wine, treatment of 2 

Nonbeverage manufacturers, special tax status 2 
Nonbeverage products, perfumed hair spray, packaged in pressur- 

ized containers o 
Offers in compromise, liability to forfeiture, seized personal prop- 

2 erty 
Permits: 

Basic, ship chandler 2 
Neutral spirits production, seven-day week basis 1 
Withdrawal, continued use on and after January 1, 1960 1 

Proprietary solvents, packages, transfer by consignee 2 
Public laws, table of contents 
Qualifying documents: 

Copy, resolution of board of directors 2 
List of officers, directors, and stockholders 2 

Records: 
Alternate operation of production facilities 1 
Beer destruction, without notice of intent 2 
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ALCOHOL TAX — Continued 
Records — Continued 

Bottled wine 
Bottling gains or losses, adjustment of Customs discrepancy in 

proofing imported spirits 
Brewery, photographic copies 
Daily, strip stamps, liquors from Virgin Islands 
Distilled spirits transferred in bond 
Importers, transactions in strip stamps 
Losses, return of undelivered beer to brewery 
Receipt, use, and transfer of proprietary solvent 
Removal of rectified products, re-rectification 
Taxpaid distilled spirits, recovery and reuse 
Taxpaid room, removals of wine 
Warehouse accounts, examination by bonded warehouse pro- 

prietor 
Refunds: 

Beer withdrawn from market: 
Partly filled kegs 
Tapped and leaking kegs 

Certain floor stock taxes, postponed 
Samples, use of United States 

Regula, tions: 
26 CFR 170. 402; 245. 5, 245. 233, and intermediate sections, 

amended; taxpayment of beer by return 
26 CFR 170. 452; 24019a, 240. 1052, and intermediate sections, 

amended; tax payment of wine by semimonthly return 
26 CFR 170. 611 through 170. 618, added; special tax status of 

producers of products containing distilled spirits and wines, 
and commodity tax status of such products 

26 CFR 172. 9, 172. 55, and intermediate sections, amended; dis- 
position of seized personal property 

26 CFR 175. 9, 175. 13, 175. 21; 175. 120 through 175. 123, amend- 
ed; traffic in containers of distilled spirits 

26 CFR 186. 1 through 186. 67, methods or techniques of gaug- 
ing distilled spirits 

26 CFR 212. 1 through 212. 115; formulas for denatured alcohol 
and rum 

26 CFR 250. 1, 250, 184 and intermediate sections, amended; 
250. 191 through 250. 195, added; 250. 201b, 250. 277, and in- 
termediate section, amended; 250. 291 through 250. 293, 
added; liquors and articles from Puerto Rico and Virgin Is- 
lands 

26 CFR 251. 2, 251. 160, and intermediate sections, amended; 
251. 171 through 251. 175, and 251. 181 throughout 251. 186 
added; importation of distilled spirits, wines, and beer 

Reports: 
Annual, strip stamps, liquors from Virgin Islands 
Forms 2636 and 2731, bottling and packaging spirits 
Gauge, alternate operation oi production facilities 
Importers: 

Annual, strip stamps 
Annual blocked-out denominational strip st, amps 

Retail liquor dealers: 
Beverages served with distilled spirits 
Special tax: 

Registration requirements, f 301. 7011 — 1 
Ship chandler 

Returns, semimonthly: 
Taxpayment on beer 
Taxpayment, on wine 

Sales: 
Liquors, Non-Commissioned Officers' Open Mess 
Nonbeverage products for beverage use, special tax 
Seized personal property subject to forfeiture 

C. B. 
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ALCOHOL TAX — Continued 
Samples: 

Denatured spirits and products from Puerto Rico 
Distilled spirits, refund or credit 
Mingled spirits, analysis as to homogeneity 
Products, exemption from special and commodity taxes 
Spirits, analysis, claim for losses 
Whiskey, stabilization treatment, test procedure 
Wine, treated, special natural 

Seizures, personal property or carriers subject to forfeiture 
Special tax: 

Registration requirements, $ 301. 7011 — 1 
Retail liquor dealers, beverages served with distilled spirits 

Special tax (occupational): 
Apothecaries and manufacturers, alcoholic products 
Importers of distilled spirits, wines, and beer 
Liquor dealer, Non-Commissioned Officers' Open Mess 
Liquors from Puerto Rico and Virgin Islands 
Ship chandler as dealer in alcoholic beverages 

Stamps: 
Distilled spirits, from Puerto Rico 
Strip: 

Bonded spirits, produced under trade name 
Destruction of, discontinuance of business 
Distilled spirits from Puerto Rico and Virgin Islands 
Issuance, affixing, and accounting for, imported distilled 

spirits 
Overprinting and reporting 
Transfers in foreign country 
Transfers in Virgin Islands 

Stills, special tax, registration requirements for manufacturers, 
( 301. 7011-1 

Tanks, metal, storage of corn whisky 
Taxes. ' 

Allowance for loss, spirits from Puerto Rico or Virgin Islands 
Beer removed from market, claim of indemnined brewer 
Commodity: 

Products containing distilled spirits or wines 
Rectified liquors 

Determination, distilled spirits in bonded storage, reduction in 
p roof 

Distilled spirits withdrawn from customs 
Extension of certain rates 
Mingled spirits, basis of determination on proof, or wine, gallon 

basis 
Prepayment: 

Brewer in default 
Winemaker in default 

Rectification, re-rectification of removed products 
Transfers: 

Distilled spirits from customs to bonded premises 
Distilled spirits in bond 
Proprietary solvent to another plant of user 

Users, tax-free alcohol, specially denatured spirits, withdrawal per- 
mits, continued use 

Wholesale liquor dealers: 
Business conducted on premises of distilled spirits plant 
Ship chandlers, basic permits 
Special tax, registration requirements, $ 301. 7011 — 1 

Wine: 
Exportation: 

Disposition of Form 206 by proprietor-exporter 
Return to bonded storage 
To Ca. roline Islands 

Fermentation with distillates containing aldehydes 
German, imported, certificates of origin and identity 

585726' — Gi 67 

C. B. 
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ALCOHOL TAX — Continued 
Wine — Continued 

Labels: 
Appellation of origin 
Caramel ingredient 

Sales by ship chandler to vessels in foreign trade 
Salted, exemption from commodity tax 
Special tax, registration requirements for rectifiers, Ii 301. 7011 — 1 
Standard, reduction of s, cid content 
Tax-free aircraft supplies, reciprocating foreign countries 
Tax rate extended 
Taxes, payment by semimonthly return 
Treatment: 

Activated carbon, experimental study extension 
Authorized materials 
Fulgur 
Gum arabic, wine clarifier 
Pectinase LM 
Permutit Q Spec 157 
Pro mine — D 

Wineries (See: Bonded wine cellars) 

COURT DECISIONS t 
Aquiline, Ftobert, et al. v. United States 
Cannelton Sewer Pipe Co. ; United States v 
Duberstein, Mose, et al. ; Commissioner v 
Durham Lrumber Company; United States v 
Evans, Ftobley H. and Julia Mi Commissioner v 
Flora, Walter W. v. United States 
Forman, William E. , v. United States 
0'illette Motor Transport, Inc. ; Commissioner v 
FIeidt, Marcin A. and Beatrice v. Commissioner 
Hertz Corporation v. United States 
International Trading Co. v. Commissioner 
Kaiser, Allen; United States v 
Manufacturers National Bank of Detroit; United States v 
Massey Motors, Inc. v. United States 
New Hampshire Fire Insurance Co. v. Scanlon 
Price, Sydelle; United States v 
Shapiro, et uz. , Michael; Commissioner v 
Stanton, Alden D. , et al. v. United States 

EMPLOYMENT TAXES: 
Abatements (See: ADMINIsTRATIvE: Credits and refunds) 
Agricultural labor: 

Cutting and field loading pea vines 
Excavating and processing peat 
Feeding and fattening livestock in feed pens 

Aircraft (See: Vessels) 
American employer (See: Employer) 
Armed Forces, withholding statements for employees, tt 31. 6051 — 1 
Citizens, definition, citizens of Puerto Rico, FUTA taxes 
Claims (See: ADMINIsTRATIvE: Credits and refunds) 
Collections (See: ADMINxsTRETxvE: Collections) 
Committee reports, table of contents 
Contributions to States: 

Instrumentalities of United States 
Reduction of total credit 
Subsidiary, credit against tax 

Credits (See: Contributions to States; ADMINxsTRETxvE: Credits 
and refunds) 

Domestic services: 
Handyman and gardener, institutional-rehabilitation program 
Parent in employ of son or daughter 

Employee, reporter, part-time basis 

Page 

620 
620 
619 
512 
647 
526 
879 
681 
526 

990 
526 
617 
616 
617 
733 
617 

477 
452 
428 
391 
445 
660 
695 
466 
683 

70 
435 
33 

474 
445 
629 
701 
442 
428 

394 
275 
396 

351 
693 

737, 623 

693 
693 
278 

393 
693 
891 



1037 

C. B EMPLOYMENT TAXES — Continued 
Employer: 

Acts to be performed by agents, delegation of authority 2 
American, collection procedure in foreign countries 1 
Foreign subsidiary of wholly-owned domestic corporation 2 
Governments of Guam and American Ss. moa, underpayments, 

overpayments, and special refunds '2 
Employer-employee: 

Domestic services, handyman and gardener, institutional-re- 
habilitation program 1 

Illegal activities 1 
Reporters, part-time basis 1 
Teachers, waivers, social security coverage 1 

Employment, definition: 
American and non-American aircraft 2 
Certain non-profit organizations 2 
Feeder organizations 2 
Governments of Guam and American Samoa 2 
Instrumentalities of United States 2 
Parent in employ of son or daughter 2 
Service in Guam by residents of Philippines 2 

Exempt organizations: 
Feeder organizations 
Fraternal beneficiary societies, etc 2 
Remuneration erroneously reported as earnings from self-em- 

ployment 2 
Waivers: 

Elimination of two-thirds requirement 2 
Retroactive validation 

Extension of time (See: ADMINisTRATivE: Extension of time) 
Family employment, parent in employ of son or daughter 2 
Federal services, special refunds, $ 31. 6413(c) — 1 2 
Foreign employees, domestic, parent corporation, special refund, 

f 31. 6413(c)-1 
Forms (See: ADMINIsTRATIvE: Returns) 
Government employees (See: Federal service; Instrumentalities) 
Included-excluded services, agricultural labor, cutting, field loading, 

and vining peas 1 
Instrumentalities: 

Governments of Guam and American Samoa 2 
"State" and "United States" defined: 

FICA taxes 2 
FUTA taxes 2 

State employees, special refunds, $ 31. 6413(c) — 1 2 
United States, contributions to unemployment funds 2 

Interest (See: ADMiNIsTRATxvE: Interest) 
Jeopardy assessments (Sec: ADMxNxsTRATxvE: Assessments) 
Legislation, table of contents 1, 2 
Penalties (Sec: ADMINisTRATivE: Penalties) 
Public laws, table of contents 1, 2 
Railroad retirement: 

Refunds or credits (See: ADMINIsTRATIvE: Credits and re- 
funds) 

Tax, employee: 
Overcollection, ) 31. 6413(a) — 1 2 
Undercollection and underpayment, adjustments, 

$ 31. 6205-1 2 
Receipts: 

Failure to furnish or fraudulent, penalties, $ 31. 6674 — 1 2 
Withholding, employee wage statements, general requirements 

of employers, $ 81. 6051 — 1 
Records (See: ADAIINIsTRATIvE: Records) 
Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Regulations, 26 CFR 31. 6001 — 6, 31. 7805 — 1, and intermediate sec- 

tions, administrative provisions of special application to the em- 
ployment taxes 2 
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EMPLOYMENT TAXES — Continued 
Returns (See: ADMINISYRATIvE: Returns) 
State laws: 

Instrumentalities of United States 2 
New York, subsidiary contributions to unemployment fund 2 

States (See: Instrumentalities) 
Tax (See: ADMINISTRATIVE: Tax) 
Unemployment funds, contributions: 

Instrumentalities of United States 2 
Subsidiary, credit against tax 2 

United States (See: Instrumentalities) 
Vessels: 

Aircraft, American and non-American 2 
Disabled seamen, salary, maintenance and cure payments 1 

Wages: 
Awards made by employee sales manager 1 
Cancer research grants for post-doctural study 1 
Fellowship grant 2 
Maintenance and cure payments to disabled seamen 1 
Payment by tlie actors guild to movie actors 1 
Supplemental unemployment benefits 2 
Withholding of income tax, amounts less than that, required 1 

Waivers: 
Exempt organizations: 

Elimination of two-thirds requirement 2 
Retroactive validation 2 

Teachers, social security coverage 1 
Withholding, exemptions, awards made by employee sales manager 1 
ESTATE TAX: 
Alternate valuation (See: Valuation) 
Annuities, benefits under the Railroad Retirement Act of 1987, as 

amen ed d' 1 
Assessments (See: ADMINisiII~TivE: Assessments) 
Charitable, etc. , transfers: 

Charitable, etc. , uses: 
Bequest in trust of a remainder 1 
Universities, fraternity houses 2 

Death taxes, remainder interest, capital gains added to corpus 
or trust income 2 

Citizens or residents United States possessions 2 
Claims against estate (See: Property: Subject to claims) 
Committee reports, table of contents 1 2 
Credits against tax: 

Inheritance tax taxes imposed by several states 1 
Prior transfers: 

Adjustment of expense and loss deductions 1 

Death taxes (See: Credits against tax) 
Debts of decedent (See: Property: Subject to claims) 
Deductions: 

Charitable transfers (See: Charitable, etc. , transfers) 
Claims against estate (See: Property) 
Expenses, adjustments, credit limitation for tax on prior trans- 

fers 
Indebtedness (See: Property: Subject to claims) 
Losses (See: Losses) 
Marital (See: Marital deduction) 
Transfers (See: Transfers) 

Dividends, payable after death, alternate valuation 1 
Domicile, claimed by several states 1 
Elections (See: ADMINisTIIATivE: Elections) 
Exemption, citizens or residents (See: Citizens or residents) 
Extension of time (See: ADMINisTxxzTivE: Extension of time) 
Gross estate: 

Annuities and other payments under the Railroad Retirement 
Act of 1937, as amended 
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271 
474 

737, 263 
271 

474 

367 

867 

272 
374 

737, 263 

271 

368 

372 

374 

271 
376 

737, 623 

471 
737, 623 
737, 623 

471 

471 

512 
513 

647 

ESTATE TAX — Continued 
Gross estate — Continued 

Inclusion, transfer with retained right to govern enjoyment, 
Ij 20. 2036 — 1 '2 

Insurance proceeds 2 
Indebtedness (See: Property) 
Inheritance taxes (See: Credits against tax) 
Insurance (See: Life insurance) 
Interest (See: ADMINIsTRATIvE: Interest) 
Jeopardy assessments (See: ADMINIsTBATIvE: Assessments) 
Legislation, table of contents 1, 2 
Life estates retained right to govern enjoyment rj 20. 2036 — 1 2 
Life insurance, receivable by estate, proceeds includible in gross 

estate 2 
Losses, deduction adjustments, credit limitation for tax on prior 

transfers 1 
h1arital deduction, adjusted gross estate, reduced, credit limitation 

for tax on prior transfers 1 
Prior transfers (See: Credits against tax) 
Property: 

Previously taxed (See: Credits against tax) 
Subject to claims: 

Deduction for claims against the estate 2 
Settlement powers vested in divorce court 1 

Valuation (See: Valuation) 
Public laws, table of contents 1, 2 
Regulations, 26 CFR 20. 2036 — 1, amended, transfer with retained 

right to govern enjoyment 2 
Retained interests (See: Transfers) 
Returns (See: ADMINIsTRATIvE: Returns) 
Rulings (See: ADMrvrsrnATrvE: Rulings) 
Stocks, bonds, etc. , dividends payable after death, alternate valua- 

tion 1 
Survivorship annuities (See: Annuities) 
Taxes (See: Credits against tax) 
Transfers: 

Annuities (See: Annuities) 
Effective at death, annuities and other payments under the 

Railroad Retirement Act of 1937, as amended 1 
Insufficient consideration, property settlement powers vested 

in divorce court 1 
Insurance (See: Life insurance) 
Retained interests, right to govern enjoyment, $20. 2036 — 1 2 
Trusts, bequest of remainder interests to charity 1 

Valuation: 
Alternate, dividends payable after death — 1 
Property, charitable remainder interests, capital gains added to 

corpus or trust income 2 

EXCESS PROFITS TAX: 
Committee reports, table of contents 1, 2 
Excess profits credits, invested capital, adjusted, current profits or 

losses, $ 40. 448 — 2 2 
Legislation, table of contents 1, 2 
Public laws, table of contents 
Regulated public utilities, adjusted invested capital, currrent profits 

or losses, $40. 448 — 2 2 
Regulations, 26 CFR (1939) 40. 448 — 2, amended, computation of 

excess profits credit for regulated public utilities 2 

EXCISE TAXES: 
Admissions: 

"Bingo" charge by cabaret 1 
Lump sum payment to producer of show 1 

Assessments (See: An err NrsTRATrvE: Assessments) 
Bowling alleys, pool tables, etc. , special tax, registration require- 

ments for operators, )301. 7011 — 1 1 
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1 

1 
1 
1 
1 

1 

1 
1 
1 
1 
1 
1 

1 
1 

Communications: 
Burglar alarm service 
Exemptions, American Municipal Association 
General telephone service, repeal of tax postponed 
Returns, breakdown of tax by category 
Wire and equipment service, background music and spot 

announcements 
Credits (See: ADMINIsTRATIvE: Credits and refunds) 
Dues, initiation fees, etc. : 

Assessments to repay loan for capital improvements 
Privileges and facilities, hunt club charges 
Swimming club providing dancing facilities 

Extension of time (See: ADMINIsTRATIvE: Extension of time) 
Interest (See: ADMINISTRATIvE: Interest) 
Jeopardy assessments (See: ADMINIsTRATIvE: Assessments) 
Legislation, table of contents 
Limitation period (See: ADMINIsTRArIvE: Limitation period) 
Manufacturers: 

Appliances: 
Can openers 
Humidifiers coutaining blower fan, household type 
Outdoor rotisserie cart 
Rotisserie 

Automobiles, etc. : 
Airfield crash trucks 
Airport service 
Burden carrier 
Certain tax rates extended 
Charges for painting of automobile truck bodies 
Chassis and bodies: 

Substitution of engine prior to exportation 
Three-wheel vehicle: 

Mail delivery 
"Pickup" models 

Trucks, without engines 
Conditional sales to school district 
Damage-in-transit repaired by manufacturer 
Electrically powered motor vehicle 
Pair market price, intercompany sales 
Hearses, limousines, etc. , converted from automobiles and 

subsequently exported 
House trailers and one piece tops mounted on trucks 
Houseboat equipped with retractable wheels 

1 
1 
2 
1 

2 

2 
1 
1 

2 
1 
2 
1 

2 
2 
1 
2 
1 

2 

2 
2 
2 
1 
1 
1 
2 

1 
1 
1 

1, 2 

EXCISE TAXES — Coniinued 
Butter, special tax, registration requirements for manufacturers and 

dealers, $ 301. 7011 — 1 
Cabaret: 

"Bingo" charge 
Club room in veterans' post 
Collections, separate accounting, gl301. 7512 — 1 
Rate reduction 

Cheese, special tax, registration requirements for manufacturers and 
dealers, $301. 7011 — 1 

Claims (See: ADMINIsTRATIvE: Credits and refunds) 
Coconut and palm oil: 

Exemptions: 
Acids and salts previously taxed, $46. 4518 — 1 
Additional tax on coconut oil, $46. 4513 — 2 
Processed for exportation, $ 46. 4513 — 3 

First domestic processing, defined, $46. 4512 — 1 
Imposition and rate of tax, $46. 4511 — 1 
Suspension of tax, continuation 

Coin-operated devices: 
Pin ball machine used as a gaming device 
Special tax, registration requirements, f 301. 7011 — 1 

Collections (See: ADMINISTRATIvE: Collections) 
Committee reports, table of contents 1, 

Page 

647 

512 
514 
673 
788 

647 

557 
557 
557 
557 
557 
792 

555 
647 

737, 623 

519 
404 
681 
614 

337 
516 
518 

737, 623 

311 
470 
311 
471 

296 
298 
408 
681 
497 

334 

300 
299 
296 
508 
415 
413 
329 

506 
406 
411 
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C. B EXCISE TAXES — Continued 
Manufacturers — Continued 

Automobiles, etc. — Continued 
Importer, bonding requirements, general rules, 

~s 48. 4061(a) — 2 2 
Labels prepared and affixed to automobiles 1 
Lease of truck "units" by manufacturer of truck bodies 1 
Office trailers 1 
Parts and accessories: 

1 
Generator commutators 1 
Rebuilt cylinder heads 2 
Spare parts kits for automobile radio 1 
Waste container lifting unit 1 

Semitrailer body shell, sold for further manufacture 2 
Trailer-type pallet wagon, fertilizer tank-trailer 1 
Truck bodies, tank piping and fittings installed 1 
Truck chassis, converted to tractor 1 

Business machines: 
Demonstrators 2 
Exempt sales, ($ 48. 4192 — 1, 48. 4192 — 2 1 
Imposition and rate of tax, definitions, $ 48. 4191 — 1 1 
Inserting machines 1 
Paper fastening 2 
Paper jogging machine 1 
Parts or accessories, $ 48. 4191 — 2 1 
Postage meters, lease 1 
"Power-arm" attachments for paper fasteners 2 
Shade markers 2 

Cigarette, etc. , lighters: 
Definition of terms, $ 48. 4201 — 2 1 
Exempt sales, $ 48. 4201 — 3 1 
Imposition and rate of tax, $ 48. 4101 — 1 1 
Limitation on amount of tax, ) 48. 4201 — 1 2 
Rate imposed 2 

Electric light bulbs, etc. , resistors for neon glow lamps 1 
Exemptions: 

American Municipal Association 1 
Articles installed by contractor for nonprofit educational 

organization 1 
Business machines, $( 48. 4192 — 1, 48. 4192 — 2 1 
Exports, dock receipts as proof of exportation 1 
Firearms, $) 48. 4182 — 1, 48. 4182 — 2 1 
Gasoline, bus operated by contract carrier for private 

school 2 
Matches, $ 48. 4211 — 3 1 
Pencils, pens, cigarette lighters, $ 48. 4201 — 3 1 
Photographic equipment, jj) 48. 4173 — 1, 48, 4173 — 2 1 
Radio and TV receivers, etc. , communication equipment, 

$ 48. 4143 — 1 '2 
Sales to school district 1 
Tires and tubes for new bicycles 1 
TV components; destruction before export 1 

Firearms, shells, etc. : 
Definition of terms, f 48. 4181-2 1 
Exempt sales, f$ 48. 4182-1, 48. 4182-2 1 
Imposition and rates of tax, $ 48. 4181-1 1 
Starter pistols, used for signaling purposes, converted to 

discharge a bullet 2 
Gasoline: 

Bus operated by contract carrier for private school 2 
Certain nonhighway purposes or local transit systems, 

$ 48. 6421(a)-1 through. 48. 6421(i) 1 
Definitions, ) 48. 4082-1 1 
Engine fuel, 80-octane gasoline blended with outboard 

motor oil 2 
Excessive claims, ff 48. 6206 — 1, 48. 6675-1 1 

Pape 

802 
501 
503 
405 

412 
417 
301 
416 
417 
332 
409 
499 
410 

331 
476 
476 
492 
322 
493 
476 
499 
325 
327 

476 
476 
476 
283 
709 
472 

404 

509 
476 
507 
476 

335 
476 
476 
476 

313 
508 
786 
504 

476 
476 
476 

321 

835 

426 
426 

310 
426 
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EXCISE TAXES — Continued 
Manufacturers — Continued 

Gasoline — Continued 
Exemptions, sales to producers, jj 48. 4083-1 
Farming purposes, f) 48. 6420 (a) — 1 through 48. 6420 (h)-1 
Imposition and rates of tax, $48. 4081-1 
Records, inspection by state officers, $48. 4102 — 1 
Registration and bond, $ 48. 4101 — 1 
Testing newly produced highway vehicles 

General: 
Form 637, registration, tax-free sales, $ 148. 1 — 3 
Sale price, storage changes 
Sales price exclusion and readjustment, local advertising 

charges 
Selling price freight expenses, consignments 

Lubicating oil: 
Cutting oil, in general, $$ 48. 4091-3, 48. 4092-1 
Definition, f 48. 4091 — 2 
Exemptions: 

Nonlubricating use, $ 48. 4091-4 
Sales for resale, f 48. 4093-1 

Imposition and rate of tax, ) 48. 4091 — 1 
Records: 

Certificate of nonlubricating use, ) 48. 4091 — 4 
Cutting oil certificate, $ 48. 4091 — 3 
Inspection by state officers, $ 48. 4102-1 

Registration and bond, $ 48. 4101 — 1 
Matches; 

Charges for special packing and advertising imprints on 
covers 

Definition of terms, jj 48. 4211 — 2 
Exempt sales, $ 48. 4211 — 3 
Imposition and rates of tax, $ 48. 4211 — 1 

Musical instruments: 
Electrouic organs, percussion units 
Pianos sold for personnel use on "Texas To;vers" 
Rates and imposition of tax, $ 48. 4151 — 1 

Pencils, pens, etc. : 
Definition of terms, fl 48. 4201 — 2 
Exempt sales, $ 48. 4201 — 3 
Imposition aud rate of tax, $ 48. 4201 — 1 
Magnetic 

Phonographs (See: Radio and TV receivers, etc. ) 
Photographic apparatus: 

Commissions received from foreign sales of photographic 
equipment to domestic customers 

Definition of terms, f 48. 4171 — 2 
Exempt sales, $) 48. 4173 — 1, 48. 4173 — 2 
Imposition and rates of tax, $ 48, 4171 — 1 
Light seal set 
Parts or accessories, $ 48. 4171 — 3 
Slide projectors converted to microfilm projectors 
Vendees considered manufacturers, $ 48. 4172 — 1 

Pistols and revolvers, starter pistols, used for signaling pur- 
poses, converted to discharge a bullet 

Radio and TV receivers, etc. : 
Automobile radio spare parts kits 
Components: 

Definitions, f 48. 4142 — 1 
Destruction before export 

Exemptions, communication equipment, ) 48. 4143 — 1 
Magnetic tape recordings 
Parts or accessories, $ 48. 4141 — 2 
Rate and imposition of tax, ) 48. 4141 — 1 

Sporting goods: 
Artificial lures 
Billiard balls and cues 

I 
1 
1 
1 
1 
2 

1 
1 

2 
1 

1 
1 

1 
1 
1 

1 
1 
1 
1 

1 
1 
1 
1 

1 
1 
2 

1 
I 
1 
2 

1 
1 
1 
1 
2 
1 
1 
1 

2 

1 

2 
1 
2 
1 
2 
2 
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426 
426 
457 
457 
397 

872 
495 

726 
500 

457 
457 

457 
457 
457 

457 
457 
457 
457 

494 
476 
476 
476 

473 
508 
313 

476 
476 
476 
328 

490 
476 
476 
476 
320 
476 
491 
476 

321 

416 

313 
504 
313 
472 
313 
313 

489 
475 
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CB EXCISE TAXES — Continued 
Manufacturers — Continued 

Sporting goods — Continued 
Croquet balls, mallets and sets 2 
Exempt sales f 48. 4161 — 3 1 
Fishing lures determination of "manufacturer" 1 
Imposition and rate of tax, definitions f 48. 4161 — 1 1 
Lawn bowling balls and equipment 2 
Parts or accessories $ 48. 4161 — 2 1 

Tires and tubes, etc. , : 
Credit or refund: 

Articles destroyed in transit 1 
Tires for exported vehicles 2 

Exchan e sales g 1 
Imported tires, seconds and rejects 1 
Laminated tires 1 

Rate reducti n 0 1 
New bicycles: 

Credits or refunds, exemptions 1 
Tax-free sale, registration, f 148. 1 — 3 1 

Tax-paid tread rubber reprocessed 1 
Narcotics: 

Addiction-forming drugs 2 
Definitions: 

Narcotic drugs 1 
Opiate 1 

Drugs and marihuana, addiction as commercial crime 2 
Pharmaceutical preparations, minor or no addictive liability 1 

Penalties (See: ADMINIsTIIATIvz: Penalties) 
Playing cards: 

Miniature 2 
One or two cards, purchase by collectors 2 

Public laws: table of contents 1, 2 
Records (See: ADMIivISTRATIvz: Records) 
Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Regulations: 

26 CFR 46. 0 — 1 through 46. 0 — 4; 46. 4501 through 46. 4514; 
46. 4881 through 46. 4886; 46. 6001, 46. 7805 — 1, and interme- 
diate sections; sugar, coconut and palm oil, circulation other 
than of national banks, and related administrative provisions 1 

26 CFR 48. 4041 through 48. 4041 — 11, 48, 4201, 48. 4201 — 1, re- 
tailers tax on sale or use of diesel and special motor fueis, 
limitation on amount of Inanufacturers tax on cigarette, etc. , 
lighters '2 

26 CFR 48. 4061(a), 48. 4061(a) — 2, bonding requirements in 
respect of importers of automobiles, trucks, buses, etc 2 

CFR 48. 4081 through 48. 4084-1, 48. 6206 through 48. 6206 — 1, 
48. 6420(a) through 48. 6421(i), 48. 6675 through 48. 6675 — 1, 
sale of gasoline and payments in respect of gasoline for certain 
purposes 1 

26 CFR 48. 4091 through 48. 4102 — 1, manufacturers tax on lu- 
bricating oil, registration and bonding of persons subject to 
tax on gasoline and lubricating oil, inspection by State ofiicials 
of records with respect to tax on gasoline and lubricating oi! 1 

26 CFR 48. 4141 through 48. 4148 — 2, 48. 4151 through 48, 4151 — 2, 
manufacturers tax on radio and television receiving sets, 
phonographs, combinations of the foregoing, radio and teie- 
vision components, phonograph records, and musical instru- 
ments 2 

26 CFR 48. 4161 through 48. 4211 — 8, sporting goods, photo- 
graphic equipment, firearms, business machines, pens, me- 
chanical'pencils and lighters, and matches 1 

26 CFR 49. 0 — 1 through 49. 0 — 4, 49. 4261 through 49. 4264(f) — 1, 
49. 4286 through 49. 4287 — 1: facilities and services tax on the 
transportation of persons and safe deposit boxes, amounts 
paid on and after January 1, 1959 1 

Page 

818 
476 
474 
476 
319 
476 

425 
895 
428 
423 
419 
795 

786 
872 
421 

921, 922 

789 
789 
408 
789 

346 
845 

787, 628 

567 

283 

802 

426 

313 

476 

520 
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1 
1 
1 
1 

1 
2 

1 

1 
1 

2 

1 
1 

1 

1 
1 
1 
1 
1 

1 

1 
2 

1 

1 
1 
1 
1 

1 
1 

1, 2 
1, 2 
1, 2 

EXCISE TAXES — Continued 
Transportation-Persons — Continued 

Exemptions — Continued 
Commutation travel f 49. 4263(a) — 1 
Fishing trips $ 49. 4263(c) — 1 
International organizations ( 49. 4263(d) — 1 
Small aircraft on nonestablished lines, $ 49. 4263(b) — 1 
Small motor vehicles on nonestablished lines, $ 49. 4263(b)— 

1 
State-operated school, reimbursement for travel expenses 

Foreign travel: 
Exclusion of certain travel $ 49. 4262(b) — 1 
Transportation outside northern portioii of Western Hem- 

isphere, $ 49. 4264(f) — 1 
Transportation to point of embarkation 

General: 
Certain tax rates extended 
Chartered service, combined loads of property and pas- 

sengers 
Imposition and rates of tax, $$ 49. 4261 — 1, 49. 4261 — 2 
Payments made within the United States, $$ 49. 4261 — 3, 

49. 4261 — 4 
Payments made without the United States, $fj 49. 4261 — 5, 

49. 4261 — 6 
Payments not subject to tax, $ 49. 4261 — 8 
Payments subject to tax, $ 49. 4261 — 7 
Round trips, special rules, $ 49. 4264(e)-1 
Seats and berths, f 49. 4261 — 9 
Special rules, $$ 49. 4264(a) — 1, 49. 4264(b) — 1, 49. 4264(c) — 1, 

49. 4264(e) — 1, 49. 4264(f) — 1 
Taxable transportation, definitions, $ 49. 4262(a) — 1, 

49, 4262(c)-1 
Use tax (Highway), dump trucks with coupling devices 
Wagering, occupational tax, penalties, fraud snd failure to pay 

stamp tax 
FIREARMS TAX: 
Classification: 

Short-barreled rifle or shotgun 
32 — 20, 6 shot revolver 

Committee Reports, table of contents 
Legislation, table of contents 
Public laws, table of contents 
Special tax: 

Occupational: 
Exemptions, rifles, barrels between 16 and 18 inches 
Proration, dealers in certain firearms 
Rate increase, certain combination shotguns and rifles 
Rate reduction 

Page 

520 
520 
520 
520 

520 
343 

520 

520 
547 

548 
520 

520 

520 
520 
520 
520 
520 

520 

520 
347 

640 

801 
604 

737, 623 
737, 623 
737, 623 

801 
801 
801 
801 

Taxes: 
Transfer: 

Liability, transferor and transferee 
Rates and persons liable 
Rates, manual reloading defined 
32 — 20, 6 shot revolver 

Transfers: 
I. iability of transferor and transferee 
Rate of tax, manual reloading defined 
32 — 20, 6 shot revolver, rate of tax 

GIFT TAX: 
Annual exclusions (See: Exclusions) 
Assessments (See: ADMINIBTRATIvE: Assessments) 
Charitable, etc. transfers: 

Remainder interest, capital gains added to corpus 
income 

Universities, fraternity, houses 

or trust 
2 
2 

801 
801 
604 
604 

801 
604 
604 

77 
73 
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INCOME TAX — Continued C 
Allocation of income and deductions: 

Depletion allowance, allocation between beneficiaries and trust 1 
Depletion percentage, cement producers 2 
Pakistan convention, related enterprises, Art. IV 2 

Allowances, cost-of-living and foreign area, overseas civilian em- 
ployees 2 

Amortization: 
Bond premiums: 

Bond not called on call date 1 
"Special" redemption price 1 

Emergency facilities: 
Definition, $ 1. 168 — 4 1 
Elections, $ 1. 168 — 2 1 
General rules, ($1. 168 — 1, 1. 168 — 5 1 

Trademark and trade name expenditures, f 1. 177 — 1 1 
Annuities: 

Cost basis: 
Determination of refund factor 2 
Employees', plan also providing accident or health benefits, 

$ 1. 72-15 2 
Taxability: 

Belgian Congo 3e Ruanda-Urundi, withholding, $ 504. 306 1 
Disability pension under Foreign Service Act Amendments 

of 1960 2 
Distributions under employee plans, $1. 72 — 2 2 
Employees: 

Amounts received as accident or health benefits, 
$ 1. 72 — 15 '2 

Civil Service death benefits 2 
Nonresident aliens, $$ L871 — 7, 1. 1441 — 2 1 
Profit-sharing plan, life insurance contract 1 

Nonresidents, Pakistan convention, Art. X 2 
Norwegian convention, withholding, f 510. 7 2 
Pakistan, withholdirg, $517. 4 1 
United Kingdom Colonies, withholding, $507. 508 1 
United States civil service nonresident aliens 1 

Armed Forces: 
Pay, longevity, creditable service before age 18 1 
Subsistence: 

National Guard, allowances while on active duty 1 
Surgeon employed under Army contract 1 

Army contracts (See: Contracts) 
Assessments for local benefits (See: Taxes: Deductions) 
Assessments of tax (See: AnMrNxsTEATrvE: Assessments) 
Associations, definition, classification as corporation, $ ) 301. 7701 — 1, 

301. 7701-2 '2 
Automobiles: 

Casualty loss, $ 1. 165 — 7 1 
Depreciation: 

"Company cars" 
Rental vehicles 2 

Employee expenses, reimbursement voluntarily relinquished 1 
Rural mail carriers 2 

Awards, prizes, etc. , incentive awards from employee sales manager 1 
Back pay: 

Armed Forces, additional longevity pay 1 
Compensation for period of improper dismissal 1 
Lump sum payment of pension installments by the Alien Prop- 

erty Custodian 1 
Bad debts, guarantor of corporate obligation 
Bankruptcy and receiverships, railroads, discharge of corporate 

indebtedness 2 

Page 
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C. B INCOME TAX — Continued 
Banks: 

Collection of foreign items, license, $ 301. 7001 — 1 1 
Insolvency, termination of exemption from tax 1 
Sale of Government insured mortgages 2 

Basis: 
Adjusted: 

Change from retirement method of depreciation 2 
Emergency f acilities, $ 1. 168 — 5 1 
Indebtedness to shareholders, electing small business 

corporation, f$ 1. 1376 — 1, 1. 1376 — 2 1 
Trademark and trade name expenditures, $1. 1016 — 5 1 

Assets: 
Purchase-liquidation of "going" corporation 2 
Purchase-liquidation of unrelated corporation 2 

Bonds not called on call date, amortization of premiums 1 
Common trust fund, inter-trust transfer 2 
Federal National Mortgage Association mortgages received in 

exchange for Treasury Bonds 1 
Gain or loss, Menominee tribal assets 2 
Partner's distributive share of partnership liabilities 2 
Property: 

Constructed during affiliation 2 
Mineral or timber, cost depletion, $1. 612 — 1 1 
Partially tax-free exchange, jj 1. 1031(d) — 1 1 
Transfer by estate to marital deduction trust fund 1 

Real estate, subdivided, water lines and meter installation 1 
Residence, mortgage debt of housing cooperative 1 
Stock and property, section 1361 corporation, )1. 1361 — 13 2 

Beneficiaries: 
Employees' death benefits, Civil Service payments 2 
Employees' profit-sharing plan, life insurance contract 1 
Employees' trusts: 

Incidental death benefits 1 
Separation from service 2 

Estates and trusts: 
Belgian Congo k Ruanda-Urundi, withholding, $ 504. 307 1 
Louisiana, allocation of deductions 1 
Norwegian convention, withholding, $ 510. 8 2 
Pakistan, Withholding, $ 517. 6 1 
United Kingdom Colonies, withholding, $ 507. 509 1 

Trusts, exempt interest income 2 
Benefits under plans: 

Accident or health benefits and annuities, f 1. 72 — 15. 2 
Bonus prorated over period of illness 1 
Employee's pensions, incidental death benefits 1 
Employer's payments to deceased employees' wife 2 
Sickness or disability payments under company plan 1 
Strike benefits 2 
Supplemental unemployment payments 2 
United States civil service annuities, nonresident aliens 1 

Bequests and devises (See: Gifts) 
Bonds (See also: Obligations) 

Discounts: 
Definitions, $ 1. 1232 — 1 
Intention to call before maturity, $ 1. 1232 — 3 1 
Issue or market, municipal obligations 1, 2 
Market, treatment by insurance companies other than life 

or mutual 2 
Redemption at or before maturity, treatment 1 

Interest: 
Bonds purchased "fiat" with defaulted interest 2 
Governmental obligations, New York State Housing Fi- 

nance Agency 2 
Municipal obligations, purchased at issue or market dis- 

count 1, 2 

Page 
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C. B INCOME TAX — Continued 
Bonds — Continued 

Interest — Continued 
Redemption of bonds prior to or at maturity 1 
Series E, F, and J savings bonds exchanged for Series H, 

tax deferral 1 
Premiums: 

Amortization: 
Bond not called on call date 1 
"Special" redemption price 1 

Retirement before ms, turity, treatment 1 
Retirement, capital gains treatment, ordinary income, ) 1. 1232— 

3 1 
Bonuses: 

Paid, mineral or timber interest, $ 1. 612 — 3 1 
Received: 

Mineral or timber interest, f 1. 612 — 3 1 
Prorated over period of illness 1 

Business expenses, deductible (See: Deductions) 
Campaign expenses, North Carolina, filing fee of candidate for 

election 2 
Capital assets: 

Copyrights (See: Copyrights) 
Definition: 

Goodwill, sale of business or profession 2 
Government insured mortgages sold by banks 2 
Transportation facilities, owner's right to use, government 

seizure during World War II 2 
Partnership interest, unrealized receivables, transfer to charity 2 
Patents (See: Patents) 
Stocks and bonds: 

Bonds purchased "flat" with defaulted interest 2 
Retirement of bonds, $$ 1. 1232 — 1, 1. 1232 — 3, 1. 1232 — 4 1 

Capital expenditures: 
Improvements, depletible property, $$ 1. 611 — 5, 1. 612 — 2 1 
Mine exploration costs, $$ 1. 615 — 1, 1. 615 — 2 1 
Stock dividend distribution expenses 2 
Stock of liquidating dividend payments on borrowed stock; 

short sales '2 
Subsidence prevention 2 
Trademark and trade name costs, amortization, $1. 177 — 1 1 

Capital gains and losses: 
Alternative tax, personal holding company 2 
Banks, sale of Government insured mortgages 2 
Business property: 

Leasehold, person other than dealer 1 
Transfer to controlled corporation 2 

Carryovers, regulated investment companies 1 
Corporations: 

Electing small business corporation, special rules, $ 1. 1375- 
1 

Worthless securities, $ 1. 165 — 5 1 
Individuals: 

Employees' profit-sharing plan, life insurance contract 1 
Employees' trust, separation from service 2 
Goodwill, sale by professional man 
Stock redemption, termination of shareholder's interest 1 
Transfer in trust with obligation to sell or exchange 2 
Worthless securities, $ 1. 165 — 5 1 

Timber and coal: 
Percentage depletion, personal holding company 2 
Timber, LIFO inventory valuation reserve 2 

Carrybacks s, nd carryovers: 
Foreign tax credits, overall limitation 2 
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INCOME TAX — Continued C. 
Carrybacks and carryovers — Continued 

Net operating loss: 
Acquiring corporation, general rules, $/1. 381(a) through 

1. 381(c) (1) — 2 2 
Husband and wife, joint return, )/1. 172 — 1, 1. 172 — 7 2 
Special transitional rules, $)1. 172 — 1, 1. 172 — 5 2 
Years to which loss may be carried, ($1. 172 — 4, 1. 172 — 6 2 

Net operating loss after divorce, community property state 1 
Regulated investment companies 1 
Section 1361 corporation $1, 1361 — 9 2 
Tentative carryback adjustment induced by fraud 1 

Casualty (See: Losses: Casualty or theft) 
Charitable contributions (See: Contributions (Deductibility)) 
Citizens, inhabitant of Virgin Islands, place for filing and payment of 

tax 2 
Claims (See: AnMINIsTRxTIVE: Credits and refunds) 
Closing agreements (See: ADMINIBTRATIvE: Closing agreements) 
Collapsible corporations, installment sales of stock 1 
Collections (See: AnMINIsTRRTIvE: Collections) 
Commissions, foreign corporation, procuring foreign sales 1 
Committee reports, table of contents 1, 2 
Community property and income: 

Income earned within the Panama Canal Zone 1 
Net operating loss carryback after divorce 1 

Compensation paid: 
Employer payments under deferred compensation plan 1 
Section 1361 corporation, proprietors or partners, (L1361 — 9 2 

Compensation received: 
Convenience of employer: 

Meals and lodging, faculty members and families 2 
Moving expenses, Atomic Energy Commission employees 2 

Miscellaneous: 
Award for period of improper dismissal 1 
Deferred compensation for services rendered, taxable year 

of inclusion 1 
Incentive awards from employee sales manager 1 

Salaries, fees, etc. : 
French convention, nonresident public entertainers 2 
Japan convention, visiting professors 1 
Pakistan convention: 

Governmental services, Art. IX 2 
Students and apprentices, Art. XIII 2 
Temporary professorial services, Art. XII 2 
Temporary residents, Art. XI 2 

Sources without the United States, American National 
Red Cross 1 

Teachers using expermimental study group tests 2 
Sickness or injuries: 

Amounts received under plans also providing for annuities, 
) 1. 72 — 15 '2 

Bonus prorated over period of illness 1 
Disabled seamen 1 
Payments under company plan 1 

Condemnation awards, restoration of damaged property 1 
Consolidated returns: 

Computation. of tax, intercompany transactions 2 
Foreign tax credit, Western Hemisphere corporation 2 
Unrealized profit, subsequent sale of affiliate's stock 2 

Constructive ownership of stock (See: Stock: Constructive owner- 
ship) 

Constructive receipt of income: 
Deferred compensation for services rendered, taxable year of 

inclusion 1 
Deficiency dividend, stock transferred prior to distribution 2 
Interest on nonnegotiable savings certificates -- 1 
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CB INCOME TAX — Continued 
Contracts: 

Army and naval aircraft, profit limitation, set otf of losses and 
profit deficiencies, $)16. 5, 16. 6, 16, 9, 17. 7, 17. 10 2 

Classification, health and accident insurance combined with a 
life insurance contract 1 

Deferred compensation for services rendered, taxable year of 
inclusion 1 

Leases, equipment used in trade or business 
Renegotiation: 

Excessive credits against excess profits 
Interest charged on repayment of excessive profits 1 
Net operating loss carryback, claim for refund, $3 39. 322— 

11& 301. 6511(d)-2 2 
Contributions (deductibility): 

Corporations, profit-sharing plan, limitation 
Individuals: 

Charitable remainder interest, capital gains added to 
corpus or trust income 2 

Costs of maintaining certain students as members of tax- 
payer's household 2 

Partnership interest, unrealized receivables 2 
Universities, fraternity houses 2 
University endowment association 1 

Limitation: 
Association of educational institutions, deferred distri- 

butions to members 1 
University endowment association 1 

Cooperatives, housing, tenant-shareholder's basis of residence 1 
Copyrights: 

Exclusive license for copyright period 1 
Royalties: 

Belgian Congo )L Ruandi-Urundi, withholding, f 504. 305 l 
Norway, withholding, $ 510. 6 
Pakistan convention, Art VIII 2 
Pakistan, withholding, $ 517. 3 1 
Personal holding company income 1 
United Kingdom Colonies, withholding, ) $ 507. 506, 

507. 508 1 
Corporations: 

Foreign (See: Foreign corporations) 
General: 

Acquiring corporation: 
Dealer reserve income, $ 1. 9002 — 6 2 
Net operating loss carryovers, $$ 1. 381(a) through 

1. 381(c) (1) — 2 2 
Changes in accounting period, reactivated corporation 1 
Distinguishing characteristics and general guides, $$ 301. - 

7701-1) 301. 7701-2 2 
Dividends-received deduction, restrictions, $1. 246 — 3 1 
Domestic and foreign, resident and nonresident, defined, 

$ 301. 7701-5 2 
Foreign tax credit, dividends received from foreign cor- 

poration, $ 1. 902 — 1 1 
Normal tax rates extended 2 
Tax-free transfers, allocation of earnings and profits, 

$ 1. 312 — 11 '2 
Unincorporated enterprise electing to be taxed as corpo- 

ration, ($ 1. 1361 — 1 through 1. 1361 — 15 
I. iquidation (See: Liquidations) 
Sale of corporate assets, liquidation, deductibility of state in- 

come taxes 2 
Small business (See: Small business corporations) 

Courts decisions (See: CorrRT DEcrsroNs) 
Credits (See: ADMINIsTRATIvE: Credits and refunds) 

585726' — 61 68 
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C. B INCOME TAX — Continued 
Credits against tax: 

Brazilian income tax 1 
Dividends from electing small business corporation, $L1375 — 2 1 
Dividends received, stock lender in short sale 1 
Foreign taxes, domestic in foreign corporation, $ 1. 902 — 1 1 
Nonresident aliens, partially tax-exempt interest, )jj 1. 85 — 2, 

1. 781-7 1 
Dealers in securities: 

Short sales in arbitrage operations, f 1. 1233 — 1 2 
"Specialist" inventory valuation 2 
Stock or liquidating dividend payments on borrowed stock; 

short sales '2 
Decedents, royalties on patents 1 
Declarations (See: AEMrNrsTRxTrvE: Estimated tax) 
Deductions: 

Business expenses: 
Accrued vacation pay 
Advance royalties paid, )L612 — 3 
Amortization of emergency facilities: 

Adjusted basis, f 1. 168 — 5 1 
Definitions, $ 1. 168 — 4 1 
Election to amortize, )L168 — 2 1 
General rules, fit 1. 168 — 1, 1. 168 — 5 1 

Certain stock of the Federal National Mortgage As- 
sociation 2 

Contributions to employees' trust in year of termination 1 
Education: 

General guides 1 
Where reported on return 1 

Employees: 
Accounting to employer 1 
Automobile expenses, reimbursement voluntarily re- 

linquished 1 
Farmers: 

Expenditures for fertilizer, soil treatment 2 
Poultry purchased 1 

Government per diem allowances, outside United States 1, 2 
Improper payments to ofiicials or employees of foreign 

countries, $ 1. 162 — 18 1 
Lease v. sale, business equipment 1 
Legal expenses: 

Defense of criminal tax evasion charge 2 
Incurred to protect continued use of certain property 

within municipal limits 2 
Lobbying expenditures $ 1. 162 — 15 1 
Maintenance of resort property by corporation 2 
Meals and lodging, test period of employment 2 
Mines and mining, exploration expenditures, limitation 2 
Mining equipment, )L612 — 2 1 
North Carolina filing fee of candidate for election 2 
Reciprocal insurance premium 2 
Retailers' excise tax, installment sales 1 
Section 1361 corporation, $ 1. 1361 — 9 2 
Stock dividend distribution expenses 2 
Stock or liquidating dividend payments on borrowed stock; 

short sales '2 
Subsidence prevention 2 
Supplemental unemployment benefits 2 
Trademark and trade name expenditures, $ 1. 177 — 1 1 
Travel expenses: 

Accounting to employer 2 
Construction workers, general rules 
Education, general guides 1 
Nonreimbursable, one-day round trips 1 

Contributions (See: Contributions (deductibility)) 
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C. B INCOME TAX — Continued 
Deductions — Continued 

Employees: 
Automobile expenses, reimbursement voluntarily relin- 

quished 1 
Expenses incurred in attending convention 1 
Physician's malpractice insurance premiums 2 
Rural mail carriers 2 

Medical expenses (See: Medical expenses) 
Nonbusiness expenses: 

Agency fees and other expenses in seeking employment 1 
Legal fees, settlement payment for period of improper dis- 

missal 1 
North Carolina filing fee of candidate for election 2 
Stock, or liquidating dividend payments on borrowed stock; 

short sales '2 
Personal expenses (See: Personal expenses) 
Standard: 

Change of election, consent to deficiency assessment, 
$ 1. 144-2 1 

Election and use, Form 1040W, I1$ 1. 142 — 1, 1. 144 — 1 1 
Taxes (See: Taxes) 
When taken: 

Contested expense 2 
Contributions to employees' trust in year of termination 1 
Employer payments under deferred compensation plan 1 
Losses, pl 1. 165 — 1 1 

Property taxes, two assessment dates within calendar year 1 
Taxes, acceleration of accrual, limitation 2 

Deficiencies (See: ADMINIsTRATIvE: Deficiencies) 
Dependents (See: Exemptions) 
Depletion: 

Allocation of deduction between beneficiaries and trust 1 
Bonus, transfer of mineral interests 2 
Cost: 

Mineral or timber property, basis, $ 1. 612 — 1 1 
Mineral property, computation, f 1. 611-2 1 
Timber, computation, $ 1. 611-3 1 

Deduction, general rule, $ 1. 611-1 1 
Information required with return, )fl 1. 611 — 2, 1. 611 — 3, 1, 613 — 5 1 
Mineral or timber interest, advanced royalties and bonuses, 

f 1. 612 — 3 1 
Net income from mining property, charitable contributions 1 
Oil and gas properties, equalization payments 1 
Percentage: 

Computation, net operating loss deduction 1 
Definitions of certain minerals, )$ 29. 23(m)-5, 39. 23(m) — 5 2 
Erroneous refunds to cement producers 
Fire clay and shale, integrated miner-manufacturer of 

vitrified clay products 2 
Gross income from property, prepayment discount 2 
Mineral property, del credere sales 1 
Minerals used in cement: 

Allocation of costs and profits 2 
Election, $$ 1. 9003 — 1 through 1. 9003 — 5 2 

Mining defined 2 
Personal holding company, coal disposal 2 
Rates and application, $$ 1. 613-1, 1. 613-2 1 
Tailings piles, culm banks and other dumps reworked 1 
Taxable income defined, $ 1. 613 — 4 1 
Treatment processes considered as mining 2 

Quartzite deposits defined 
Valuation and accounting, $jl 1. 611 — 2, 1. 611-3 1 

Depreciation: 
Additional first-year allowance, $) 1. 179-1 through 1. 179 — 4 2 
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INCOME TAX — Continued C. 
Depreciation — Continued 

Automobiles: 
"Company cars" 1 
Rental vehicles 2 

Change from retirement method, adjustments to basis 2 
Declining balance method, salvage value 1 
Depletible property, improvements, $$ 1. 611 — 5, 1. 612-2 1 
Dikes, bulkheads, sea walls, pumps and drainage systems 2 
Leased equipment, used in trade or business 
Leased property, improvements by lessee s, nd sub-lessee, sub- 

sequent purchase by lessee 1 
Pipeline easements 2 
Residence, accelerated deductions, "new in use" test 1 
Resort property held by corporation 2 
Television films, "income forecast" method 2 

Development expenses (See: Research expenses) 
Disability benefits (See: Compensation received: Sickness or in- 

juries) 
Distributions: 

Electing small business corporation, previously taxed income, 
$ 1. 1375-4 1 

Elective dividends, valuation, ) 1. 305 — 2 2 
Employees' annuity plan, $ 1. 72 — 2 2 
Liquidation: 

Partial, working capital attributable to terminated busi- 
ness 2 

Return of excess assessments 1 

Merger of common trust funds, elimination of fractional units 2 
Personal holding company income, section 1361 corporation, 

$ 1. 1361 — 8 2 
Proceeds from sale of investments and excess inventory, con- 

traction of business 2 
Real estate investment trusts 2 
Redemption: 

Termination of stockholder's interest 1 
Trusts' shares attributable to estate 1 

Section 1361 corporation, $f 1. 1361 — 10, 1. 1361 — 11 2 
Statutory merger, preferred stock 1 

Dividends: 
Definition: 

Proceeds from sale of investments and excess inventory, 
contraction of business 2 

Redemption of stock held by estate 1 
Short sales 1 

Liquidation (See: Liquidations) 
Paid: 

Foreign personal holding company 1 
Real estate investment trusts 2 

Received: 
Belgian Congo 4 Ruanda-Urundi: 

Reduced rate, Art. II 2 
Withholding, 

fan) 

504. 302, 504. 303 1 
Corporations, exclusion of certain dividends, $ 1. 246 — 3 1 
Credit and partial exclusion, stock lender in short sale 1 
Credit, shareholders of electing small business corporation, 

$ 1. 1375-2 1 
Deficiency dividend, constructive receipt 2 
Foreign corporations, predecessor domestic corporation 2 
Foreign tax credit, domestic shareholders in foreign corpo- 

ration, $ 1. 902-1 1 
Nonresident aliens credits against tax $ 1. 871-1 I 
Pakistan convention, Arts. VI, VII 2 
Pakistan, withholding, $ 517. 2 1 
Norwegian convention, withholding, $ $ 510. 3, 510. 4, 

510. 5 '2 
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C. B INCOME TAX — Continued 
Dividends — Continued 

Received — Continued 
Real estate investment trusts 2 
Reallocation among family groups, electing small business 

corporation, fl 1. 1375 — 3 1 
Small business investment company $ 1. 243 — 1 1 
United Kingdom Colonies, withholding, f $ 507. 502, 

507. 503 1 
Stock: 

Distribution expenses 2 
Elective, valuation, f 1. 305 — 2 2 

Divorce (See: Alimony) 
Earned income: 

Foreign employment pension accrued prior to citizenship 1 
Retirement income credit: 

Compensation for improper dismissal 1 
Distinguished from net earnings from self-employment 1 

Earnings and profits: 
Allocation, tax-free transfers, $ 1. 312 — 11 2 
Computation, FPC Uniform System of Accounts 1 
Electing small business corporation, adjustments, $$ 1. 1377 — 1, 

1. 1377 — 2, 1. 1377 — 3 1 
Real estate investment trusts 2 
Section 1361 corporation, computation, II 1. 1361 — 10 2 

Education (See: Training) 
Elections (See: AnMrNrsTRaTrvE: Elections) 
Employees' trusts (See: Trusts: Employees' ) 
Estates and trusts (See: Trusts: Estates and trusts) 
Estimated tax ((See: AnMrNrsTmTrvE: Estimated tax) 
Exchanges of property: 

Basis, partially tax-free exchange, $ 1. 1031(d) — 1 1 
Sale and lease-back of business property 1 
Transfer in trust with obligation to sell or exchange 2 
Transfer to controlled corporation 2 

Exempt income: 
Cherokee Indians, allottee's homestead tract 1 
Cost-of-living and foreign area allowances, overseas civilian 

employees 2 
Distribution of Menominee tribal assets 2 
Indians, sale of livestock raised on allotted lands 2 
Japan convention, remuneration of visiting professors 1 
Pakistan convention, operation of aircraft, Art V 2 

Exempt orgs, nizations: 
Agricultural: 

Horse breedcrs association, operating restaurant, bar, and 
cocktail lounge 1 

Unrelated business income 1 
Alumni associations of universities 1 
Mutual deposit guarantee funds organized after August 31, 

1951 and before September 1, 1957 1 
Mutual deposit guarantee funds organized up to September 1, 

1957, $ 1. 501(c) (14) — 1 '2 
Political education organization 1 
Publisher, foreign language magazine 2 
Returns, later held to be taxable, limitation period 1 
Social club, use by outside organizations 2 
State instrumentality, qualification as charitable organization 2 
Supplemental unemployment benefit trusts 2 

Exemptions: 
Dependents: 

Adopted child, nonresident alien, $ 1. 152 — 2 1 
Handicapped children attending special schools 1 
Temporary absences, f$ 1. 152 — 1, 1. 152 — 2 1 
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INCOME TAX — Continued C. 
Exemptions — Continued 

Nonresidents: 
Aliens, withholding, $ 1. 874 — 1 ----- 1 
Dependents, adopted alien child, $ 1. 152 — 2 

Personal, nonresident aliens, withholding, f 1. 874 — 1 1 
Expenses (Nontrade or nonbusiness) (See: Deductions: Non- 

business expenses) 
Extension of time (See: ADMINIsTRATIVE: Extension of time) 
Farmers and farming: 

Expenditures for fertilizer, soil treatment 2 
Inventories, unit-livestock-price 1 
Losses, ) 1. 165 — 6 1 
Payments under acreage and conservation reserve programs 1 
Poultry purchased 1 
Retirement income credit, net earnings from self-employment 1 

Fellowships (See: Scholarships) 
Fiduciaries: 

Belgian Congo k Ruanda-Urundi, dividends received, with- 
holding, f1504. 803 1 

Definition, distinguished from agents, ) $ 301. 7701 — 6, 301. 7701— 
7 2 

Foreign trust, resident citizen trustee 1 
Norwegian convention, dividends received, withholding, $510. 5 2 

Fiscal year basis, Pakistan convention, $ 517. 9 1 
Foreign corporations: 

Belgian Congo 5I Ruanda-Urundi: 
Dividends received, withholding, $ 504. 802 1 
Interest received, withholding, fI 504. 304 1 
Royalties, withholding, $504. 805 1 

Belgian convention, enterprise defined, Art. I 2 
Commissions paid for foreign sales 1 
Dividends paid to domestic corporation 2 
Information- return by domestic parent, $L6088 — 1 2 
Liquidation or reorganization, net operating loss carryovers, 

f1. 881(a) — 1 '2 
Netherlands personal holding company 1 
Norwegian convention, dividends received, withholding, 

($510. 8, 510. 4, 510. 5 2 
Pakistan convention: 

Enterprise defined, Art II 2 
Permanent establishment rule, Art. III 2 

Resident and nonresident, defined, $801. 7701 — 5 2 
Withholding tax rates under tax conventions 2 

Foreign governments and employees, improper payments to officials 
or employees, $1. 162 — 18 1 

Foreign insurance companies (See: Insurance companies: Foreign) 
Foreign tax credit: 

Brazilian income tax 1 
Domestic shareholder in foreign corporation, $1. 902 — 1 1 
Jamaican corporation tax, rate limited by contract 1 
Overall and per-county limitation 2 
Pakistan convention, Art. XV 2 
Reduction for failure to file information return, domestic parent 

of foreign corporation, tl 1. 6088 — 1 2 
United Kingdom taxes paid on royalties, )I|1. 905 — 5, 29. 181 — 8, 

39. 181 (e) — 2 1 
Fraud (See: ADMINISTRATIVE: Fraud) 
Gain or loss: 

Basis (See: Basis) 
General, banks, Government insured mortgages 2 
Liquidation (See: Liquidations) 
Recognition: 

Acquisition and sale of treasury stock 2 
Domestic sale of Commodity Credit Corporation cotton 1 
Estate's transfer of property to marital deduction trust 1 
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INCOME TAX — Continued 
Gain or loss — Continued 

Recognition — Continued 
Exchange of property, transfer to controlled corporation 
Inter-trust transfer common trust fund 
Involuntary conversions, business property, ) L1033(g) — 1 
Leasehold, sale by person other than dealer 
Radio broadcasting facilities, sale or exchange, F. C. C. 

certification $ 1. 1071 — 1 
Residence, sale proceeds invested in accomodation in re- 

tirement home 
Sale and leaseback of business property 
Section 1361 corporation, reorganizations, $1. 1361 — 12 
Transfer of partnership interest to charity, unrealized re- 

ceivables 
Treasury bonds exchanged for Federal National Mortgage 

Association mortgages 
United States obligations exchanged: 

2' percent Bonds of 1961 
2' percent Treasury Bonds of 1962 — 67 
2/2 percent Treasury Bonds of 1963 — 68 
2)( percent Treasury Bonds of 1964 — 69 

Gambling gains and losses, general rules, $ 1. 165-10 
Gifts: 

Determination whether compensation or gift 
Employer's payments to deceased employee's wife 
Legal expenses of organization officisl paid by organization 
Strike benefits 

Gross income: 
Exclusions: 

Allowance for transporting children to school 
Awards by Russell Sage Foundation 
Cancer research grants 
Cost-of-living and foreign area allowances, overseas civilian 

employees 
Encouragement payments, mining for defense purposes, 

jl 1. 621-1 
Moving expenses, Atomic Energy Commission employees 
Pakista, n convention: 

Gain from operation of aircraft, Art. V 
Industrial and commercial profits, Art. III 

Relocation payments, urban renewal project 
Salary, maintenance and cure payments to disabled 

seamen 
Scholarship or fellowship grant, payments to cover ex- 

penses, $ 1. 117 — 1 
Sickness or disability payments under company plan 
Strike benefits 
Subsistence allowances to National Guard personnel while 

on active duty 
Inclusions: 

Awards received from employee sales manager 
"Company cars", sale in ordinary course of business 
Earnings of reciprocal insurance investment fund 
Employees' death benefits, Civil Service payments 
Exclusive license for copyright period 
Farmers, payments under acreage and conservation re- 

serve programs 
Fellowship in excess of limitation 
Legal expenses of organization official paid by organization 
Motor Carrier Claims Commission award, government 

seizure of transportation facilities during World War II 
Partnership interest transferred to charity, unrealized re- 

ceivables 
Payments by the actors guild to movie actors 
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C. B INCOME TAX — Continued 
Gross income — Continued 

Inclusions — Continued 
Payments under Domestic Manganese Purchase Program 2 
Pension earned within and without the United States prior 

to citizenship 1 
Settlement payment for period of improper dismissal — 1 
Subsistence and rental allowances, surgeon employed under 

Army contract 1 
To whom: 

Deficiency dividend, constructive receipt 2 
Royalties on patents, death of patent holder 1 

When included: 
Affiliated group, unrealized profit, subsequent sale of 

affiliate's stock 2 
Commodity Credit Corporation loans 1 
Contested income 2 
Dealers' reserves, transition to proper accrual basis 1 
Deferred compensation for services rendered 1 
Domestic sale of Commodity Credit Corporation cotton 1 
Interest on nonnegotiable savings certificates 1 
Prepaid income, service contracts 1 

Holding period: 
Dividends-received deduction, corporations, f 1. 246 — 3 1 
Stock and securities, arbitrage operations, $ 1. 1233-1 2 

Husband and wife: 
Depreciation, additional first-year allowance, $ 1. 179 — 2 2 
Form 1040W, use, f$ 1. 4 — 2, 1. 142 — 1, 1. 144 — 1, 1. 6012 1 
Net operating loss, ff 1. 172, 1. 172 — 7 2 
Standard deduction, change of election, consent to deficiency 

assessment, $ 1. 144 — 2 1 
Improvements, depletible property, depreciation, $)1. 611 — 5, . 6] 2 — 2 ]. 6 1 
Income, source: 

Foreign corporations, commissions paid for foreign sales 1 
French convention, nonresident public entertainers 2 
Panama Canal Zone, income splitting 1 
Virgin Islands, limits, tion on reduction of tax liability 2 
Western Hemisphere trade corporation, situs of property lost 

in transit 2 
Within and without Virgin Islands, determination of inhabit- 

ancy 2 
Within Virgin Islands, self-employment income, $1. 932 — 1 1 
Without United States, American National Red Cross 1 

Indians: 
Cherokee allottee's homestead tract nontaxability period 1 
Cheyenne and Arapaho, title to land conveyed to tribes 2 
Income from sale of livestock raised on allotted lands 2 
Menominee, transfer of tribal assets 2 
Potawatomi Band, conveyance of land 2 

Individuals — losses (See: Losses: Individuals) 
Information (See: ADMINlsTRATIvE: Information at source) 
Installment sales: 

Personal property dealers, excise taxes and sales taxes as 
part of total contract price 1 

Real property, liabilities of seller paid by purchaser 1 
Retailers' excise tax, deductibility 1 
Revolving credit plan 2 
Stock of collapsible corporation 1 

Insurance: 
Premiums: 

Malpractice, employee physician 2 
Reciprocal insurance 2 

Proceeds, Western Hemisphere trade corporation, situs of prop- 
erty lost in transit 2 
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C. B INCOME TAX — Continued 
Insurance companies: 

Foreign: 
Percentage for computing declaration of estimated 1960 

income tax 2 
Percentage for computing 1959 income tax 1 

Life: 
Accident and health insurance combined with a life insur- 

ance contract 1 
Accident and health policies, life reserve revaluation 1 
Accrual of discount on bonds )L1232 — 8 1 
"Assets" defined 1 
Estimated tax for 1959 1 
Municipal bonds, purchased at issue or market dis- 

count 
Mutual, other than life; 

Accrual of discount on bonds, (L1232 — 3 1 
Municipal bonds, purchased at issue or market dis- 

count 1, 2 
Normal tax rates extended 2 

Other than life or mutual, bonds purchased at market discount 2 
Interest: 

Exempt: 
Beneficiary of trust 2 
Municipal bonds, purchased at issue or market dis- 

count 1, 2 
New York State Housing Finance Agency 2 
Nonresident aliens, credits against tax, )$ L35 — 2, 1. 871 — 7 1 
State obligations 1 

On deficiencies (See: AnMxzrsTnzTivz: Interest) 
On overpayments (See: AnMrNrsTRxnvz: Interest) 
Paid: 

Illinois real property tax 1 
Repayment of excessive profits, renegotiation of govern- 

ment contracts 1 
Wisconsin income tax 1 

Received: 
Belgian Congo k Ruanda-Urundi, withholding, )504. 304 1 
Federal National Mortgage Association mortgages, re- 

ceived in exchange for Treasury Bonds 1 
Nonnegotiable savings certificates 1 
Norway, withholding, $ 510. 2 2 
Pakistan convention, national bank exemptions, Art. XIV 2 
Pakistan, withholding, ) 517. 5 1 
Small loan company, precomputation, Illinois 1 
United Kingdom Colonies, withholding, $ $ 507. 504, 

507. 505 1 
U. S. savings bonds, Series E, F, and J cxchangcd for Series 

H, tax deferral 1 
Inventories: 

Bottles, change from deposit required method to sale and re- 
purchase 2 

Livestock, held for draft, breeding, or dairy purposes 1 
Inventories (LIFO): 

Department store, BLS price indexes 1, 2 
"Specialist" in securities '2 
Timber, inventory valuation reserve 2 

Involuntary conversions: 
Condemnation award used to restore damaged property 1 
Replacement property, $ 1. 1033(g) — 1 1 
Residence, treatment as sale, )f 1. 1033(b) — 1, 1. 1034 — 1 1 
Transportation facilities, government seizure during World 

War II 
Jeopardy assessments (See: AnsuzrsTn~nvz: Assessments) 
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INCOME TAX — Continued C. R. 
Leases: 

Depletion deduction apportionment, Ia 1. 611 — 1 1 
Depletion of bonus, transfer of mineral interests 2 
Depreciation, improvements by lessee and sub-lessee, subse- 

quent purchase by lessee 1 
Equipment used in trade or business 1 
Sale by person other than dealer 1 

Legislation, table of contents 1, 2 
Life tenant and remainderman, depletion deduction, Ia 1. 611 — 1 1 
Limitation period (See: AnMzNrsTExTrvE: Limitation period) 
Liquidations: 

Immediate reactivation of business, retention of charter 1 
Net operating loss carryovers, acquiring corporation, $ If 1. 381(a) 

through 1. 381(c) (1) — 2 2 
Partis, l: 

Distribution from sale of investments and excess inventory, 
contraction of business '2 

Working capital attributable to terminated business 2 
Purchase-liquidation of "going" corporation, basis of distributed 

property 2 
Purchase-liquidation of unrelated corporation, basis of dis- 

tributed property 2 
Return cf excess assessments 1 
Section 1361 corporation, distributions, 4f 1. 1361 — 11 2 
State income taxes, deductibility 2 

Loans: 
Commodity Credit Corporation, taxable year of inclusion 1 
Employees' trust: 

Adequate security, IIff 1. 503(h) — 1, 1. 503(h) — 2, 1. 508(h) — 3 2 
Employer prohibited from pledging assets, II 1. 503(i) — 1 2 

Losses: 
Abandonment (See: Abandonment) 
Casualty or theft: 

General rules, IIII 1. 165 — 7, 1. 165 — 8 1 
Sonic boom damage 2 

Corporations: 
Small business investment company, Ia 1. 1243 — 1 1 
Worthless securities, 4a 1. 165 — 5 1 

Farm (See: Farmers and farming) 
Individuals: 

Guarantor of corpore, te obligation 1 
Limitation on deduction, I5 1. 165 — 1 1 
Sale of residence, Fl 1. 165 — 9 1 
Stock, small business, II 1. 1244(a) — 1 2 
Wash sales, additional issue bonds with difFerent interest 

rates 1 
Limitation: 

Annual, small business stock, 4a 1. 1244(b) — 1 2 
Demolition of buildings, ff 1. 165 — 8 1 
General rules, I'f 1. 165 — 1 1 
Wagering transactions, II 1. 165 — 10 1 

Miscellaneous, refund of interest previously realized 1 
Net operating loss (See: Net operating loss) 
Stock: 

Decline in value, Iaaf 1. 165 — 4, 1. 165 — 5 1 
Section 1244 stock, gross receipts requirement, )1. 1244(c)- 

1(g) (2)- 2 
Small business, )eI 1. 1244(a) — 1 through 1. 1244(e) — 1 2 
Small business investment company, Ia 1. 1242 — 1 1 

Medical expenses: 
Child care, adopting parents 2 
Dependent parents, aged 65 or over 1 
Increased limitation on deduction, taxpayer or spouse aged 65 

and disabled, IIII 1. 213 — 1, 1. 213 — 2 1 
Salary, maintenance and cure payments to disabled seamen 1 
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INCOME TAX — Continued C. 
Military personnel (See: Armed Forces) 
Mines and mining: 

Depletion: 
Coal, personal holding company 2 
Cost: 

Basis, $ 1. 612 — 1 1 
Computation, jl 1. 611 — 1 1 

Deduction, general rules, $ 1. 611 — 1 1 
Percentage: 

Computation net operating-loss deduction 1 
Definitions of certain minerals, $ $ 39. 23(m) — 5, 

29. 23(m)-5 '2 
Erroneous refunds to cement producers 2 
Gross income defined, $ 1. 613. 3 1 
Gross income from property, prepayment of discount 2 
Integrated miner-manufacturer of vitrified clay prod- 

u cts 2 
Minerals used in making cement: 

Allocation of costs and profits 2 
Elections f$ 1. 9003 — 1 through 1. 9003 — 5 2 

Mining defined 2 
Net income from property, charitable contributions 1 
Rates and application, f$ 1. 613 — 1, 1. 613 — 2 1 
Taxable income defined, $ 1. 613 — 4 . 1 

Reworking of tailings piles, culm banks and other dumps 1 
Treatment processes considered as mining 2 
Valuation and accounting, $ 1. 611 — 1 1 

Depletion of bonus, transfer of mineral interests 2 
Development costs, general rules, $$ 1. 616 — 1, 1. 616 — 2 1 
Encouragement payments, mining for defense purposes, 

$ 1. 621 — 1 1 
Explorotion and development costs, election to defer or ex- 

pense 1 
Exploration expenditures: 

General rules, $$ 1. 615 — 1 through 1. 615 — 4 1 
Limitation 2 

Improvements, depreciation, $$ 1. 611 — 5, 1. 612 — 2 1 
Manganese ore, domestic minerals program 2 

Natural resources: 
Delay rentals, $ 1. 612 — 3 1 
Depletion: 

Advanced royalties and bonuses, $ 1. 612 — 3 1 
Cost: 

Basis, $ 1. 612 — 1 1 
Computation, )$ 1. 611 — 2, 1. 611 — 3 1 

Deduction, general rules, jl 1. 611 — 1 1 
Percentage: 

Definitions of certain minerals, f $ 29. 23(m) — 5, 
39. 23(m) — 5 -2 

Rates and application, ff 1. 613 — 1, 1. 613 — 2 1 
Reworking of tailings piles, culm banks and other 

dumps 1 
Taxable income defined, f 1. 613 — 4 1 

Valuation and accounting, $f 1. 611 — 2, 1. 611 — 3 1 
Development costs, general rule, $ jl 1. 616 — 1, 1. 616 — 2 1 
Encouragement payments, mining for defense purposes, 

$ 1. 621-1 1 
Exploration and development costs, election to defer or ex- 

pense 1 
Exploration costs, general rule, f$ 1. 615 — 1 through 1. 615 — 4 1 
Improvements, depreciation, $ 1. 611-5 1 
Ore and mineral deposits, exploration expenditures, limitation 2 
Timber, Form T — Timber, information required, $ 1. 611-3 1 

Navy contracts (See: Contracts) 
Net income (See: Taxable income) 
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INCOME TAX — Continued 
Net operating loss: 

Carryback: 
Community property state, divorce and marriage 
Renegotiation of contracts, limitation period for filing 

claim, IIII 39. 322-11, 301. 65l 1(d)-2 
Carrybacks and carryovers: 

Husband and wife, joint return, 

)I'D 

1. 172-1, 1. 172-7 
Special transitional rules, mftf 1. 172 — 1, 1. 172 — 5 
Years to which loss may be carried, (If 1. 172 — 4, 1. 172-6 

Carryovers, acquiring corporation, IIII 1. 381(a) through 1. 381 
(c) (1) — 2 

Deduction: 
Electing small business corporations, mf 1. 172 — 1 
Husband and wife, joint return, IIII 1. 172 — 1, 1. 172 — 7 
Small business investment company stock, If 1. 1242 — 1 
Special transitional rules, III' 1. 172-1, 1. 172 — 5 

Electing small business corporation, general rules, ($1. 1374 — 1, 
1. 1374-2, 1. 1374-3, 1. 1374-4 

Percentage depletion computation 
Regulated investment companies 

Nonbusiness expenses (See: Deductions) 
Nonresidents: 

Alien adopted child, exemption, 4f 1. 152 — 2 
Aliens: 

Credits against tax, IVIII 1. 35 — 2, 1. 871 — 7 
Definition, If 301. 7701 — 5 
Departure from United States, certificate of compliance 
Employee annuities, lump-sum payments, If II 1. 871 — 7, 

1. 1441-2 
Filing requirements 
Refund by employer of taxes withheld 1, 
United States civil service annuities 
Withholding, personal exemption, II 1. 874 — 1 

Belgian Congo & Ruanda-Urundi, withholding, mf Cf 504. 302, 
504. 304, 504. 308 

Citizens of Virgin Islands, self-employment, income, If 1. 932 — 1 
French, public entertainers 
Inhabitant of Virgin Islands, place for filing and payment of 

tax 
Norwegian, withholding, fj Cf 510. 1 through 510. 11 
Proprietor or partner of section 1361 corporation, Cf 1. 1361 — 2 
Withholding: 

Horse races, winner's purse 
Tax rates under tax conventions 

Obligations, States and subdivisions: 
Interest, written agreements 
New York State Housing Finance Agency 

Oil and gas properties: 
Depletion: 

Cost: 
Basis, fj 1. 612 — 1 
Computation, If 1. 611 — 2 

Deduction, general rules, If 1. 611-1 
Percentage: 

Gross income defined, If 1. 613-3 
Limitation, taxable income defined, Ia 1. 613 — 4 
Rates and application, fjfj1. 613 — 1, 1. 613 — 2 

Valuation and accounting, I'f 1. 611 — 2 
Equalization payments 
Improvements, depreciation, II 1. 611 — 5 
Lifting costs 
Pipeline easements, depreciation 

Options, employee stock: 
Fair market value 
Modification, corporate "spin — off" 
Nonrestricted, definitions 
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O. B INCOME TAX — Continued 
Overpayments (See: AnMrNrsTzxvrvz: Credits and refunds) 
Psrtnerships: 

Associations, treatment for tax purpose f 301. 7701-3 2 
Foreign: 

Belgian Congo 4 Ruanda-Urundi, dividends received, 
withholding, $ 504. 303 1 

Election to be taxed as domestic corporation, eI 1. 1361 — 2 2 
Norwegian dividends received, withholding, ) 510. 5 2 

General: 
Accounting periods 1 
Definition and general guides, )I'l 301. 7701-1, 301. 7701-3, 301. 7701-5 2 
Depreciation, additional first-year allowance, $ 1, 179 — 2 2 
Elections, treatment of dealer reserve income, fl 1. 9002 — 8, 

$ 17. 1-1 '2 
Liabilities, distributive share of partnership loss 2 
Losses, small business stock $ 1. 1244(a) — 1 2 
Transfer of interest to charity, unrealized receivables 2 

Limited, treatment for tax purposes fj 301. 7701 — 3 2 
Returns (See: ADMLNISTRATIvz: Returns) 
Taxability, election to be taxed as domestic corporation, 

$$ 1. 1361-1 through 1. 1361-15 2 
Patents: 

License arrangement, death of patent holder 1 
Royalties: 

Belgian Congo and Ruanda-Urundi, withholding, 
504. 305 

Norway, withholding, $ 510. 6 2 
Pakistan convention, Art. VIII 2 
Pakistan withholding $ 517-3 --- 1 
United Kingdom Colonies, withholding f 507. 506 1 

Penalties (See: AnMrNrsTmTrvz: Penalties) 
Pension trusts (See: Trusts: Employees' ) 
Pensions: 

Belgian Congo k Ruanda Urundi, withholding, $ 504. 306 1 
Disability annuity, Foreign Service Act Amendments of 1960 2 
Famed within and without the United States, lump-sum pay- 

ment by the Alien Property Custodian 1 
Nonresidents, Pakistan convention, Art, X 2 
Norway, withholding, $ 510. 7 2 
Pakistan, withholding, $ 517-4 — 1 
United Kingdom Colonies, withholding, $ 507. 508 1 

Period of limitation (See: AnMrNrsTzxTrvE: Limitation period) 
Personal exemption (See: Exemptions) 
Personal expenses: 

Adoption, child's medical expenses 2 
Agency fees and other expense in seeking employment 1 
Transporting children to school 2 

Personal holding companies: 
Alternative tax 2 
Copyright royalties 1 
Deficiency dividends: 

Informal closing agreements 2 
Stock trs, nsferred prior to distribution 2 

Failure to file returns 1 
Netherlands corporation, imposition of tax 1 
Oil and gas producing lands, "lifting costs" 2 
Percentage depletion deduction, coal disposal 2 
Small loan company, Illinois, precomputation of interest 1 

Possessions of United States (See: Income: Source) 
Public laws, table of contents 1, 2 
Railroads, bankruptcy, discharge of corporate indebtedness 2 
Real estate: 

Business property, involuntary conversion, ft1. 1033(g) — 1 1 
Demolition losses, $1. 165 — 3 1 
Installment sales, liabilities of seller paid by purchaser 1 
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INCOME TAX — Continued C. B. 
Real estate — Continued 

Leasehold, sale by person other than dealer 1 
Residence: 

Accelerated depreciation, "new in use" test 1 
Involuntary conversion, treatment as sale, $1. 1033(b) — 1, 

1. 1034-1 1 
Loss from sale, (1. 165 — 9 1 
Proceeds from sale invested in a retirement home 1 
Replacement in stock of housing cooperative 1 

Subdivided, water lines and meter installation 1 
Real estate investment trusts, definition 2 
Records (See: ADMINIsTRATIvE: Records) 
Redemption of stock and bonds: 

Bond premium and discount, treatment 1 
Bonds purchased "flat" with defaulted interest 2 
Call before maturity, $1. 1232 — 8 1 
Capital gains treatment, ordinary income, $1. 1232 — 3 1 
Contraction of business, sa, le of investments and excess inven- 

tory 2 
Distribution of working capital attributable to terminated 

business 2 
General rules, $1. 1232 — 1 1 
Insurance companies, $ 1. 1282 — 8 1 
Obligations with excess coupons detached, $1. 1232 — 4 1 
Termination of interest 1 
Trust's shares attributable to estate 1 

Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Regulated investment companies, capital loss carryover 1 
Regula, tions: 

111, 118; sections 29. 23(m) — 5, 89. 23(m) — 5, amended, definitions 
of certain minerals for percentage depletion purposes 2 

111, 118, sections 29. 115, 29. 131, 29. 131 — 8, 39. 22(p), 39. 115(n), 
39. 131(b) — 1, 39. 131(e), 39. 131(e) — 2, 39. 311 amended, income 
taxes paid under contracts, distributions in kind, foreign tax 
credit for United Kingdom taxes paid on royalties, period of 
limitation for filing claims by certain transferees and fiducia- 
aries 1 

26 CFR (1989) 16. 5, 16. 6, 16. 9, 17. 7, 17. 10, amended, setoifs of 
deficiencies in profits and net losses against excess profits on 
aircraft contracts under Vinson Act 2 

26 CFR 1. 4-2, 1. 142 — 1, 1. 144 — 
1& 1. 6012, 1. 6014 — 1& 1. 6036, 

1. 6036 — 1, 1. 6062 — 1, 1. 6165, 1. 6165 — 1, amended, filing income 
tax returns on 0orm 1040 W; notice of qualification as executor 
or receiver; signing of returns, statements, and other documents 
made by corporations; bond where time to pay tax or defi- 
ciency has been extended 1 

26 CFR 1. 85, 1. 85 — 2, 1. 871, 1. 871 — 7, 1. 1441, 1. 1441 — 2, amended, 
credits for partially tax-exempt interest and dividends re- 
ceived, treatment of distributions under employees' annuity 
plans in case of nonresident aliens 1 

26 CFR 1. 72 — 2, 1. 72 — 13, 1. 402(a) — 1, amended, distributions or 
payments under certain employee plans 2 

26 CFR 1. 72 — 15, 1. 105 — 1, 1. 105 — 4, 1. 402(a) — 1, amended, em- 
ployer-established plans providing for accident or health bene- 
fits and distributions taxable as annuities 2 

26 CFR 1. 117 — 1, amended, amounts received to cover expenses 
incident to scholarship or fellowship grant 1 

26 CFR 1. 144 — 2, 1. 318 — 3, 1. 641(b) — 3, 1. 874 — 1, 1. 902 — 1, 1. 932 — 1, 
amended, change of election of standard deduction by hus- 
band and wife, constructive ownership of stock by benefici- 
aries of trust, termination of estates and trusts, allowance of 
deduction for personal exemptions to nonresident aL&ens for 
withholding purposes, foreign tax credit. allowed corporate 
shareholder in foreign corporation, status of citizens of Virgin 
Islands for self-employment tax purposes 1 
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C. B. Page 
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INCOME TAX — Continued 
Regulations — Continued 

26 CFR 1. 152 through 1. 152 — 2, amended, defiuition of a de- 
pendent 1 

26 CFR 1. 162 amended, 1. 162 — 18 added, improper payments to 
officials or employees of foreign countries 1 

26 CFR 1. 162 — 15 amended lobbying expenditures 1 
26 CFR 1. 165 through 1. 165 — 10; 1. 167(a) — 9, amended, deduc- 

tions for losses 1 
26 CFR 1. 167(a) — 3, 1. 177, 1. 177 — 1, 1. 1016, 1. 1016 — 5, election 

to treat trademark and trade name expenditures as deferred 
expenses 1 

26 CFR 1. 172 through 1. 172 — 2, 1. 172 — 4 through 1. 172 — 7, amend- 
ed, net operating loss deduction 2 

26 CFR 1. 179 through 1. 179 — 4, 1. 167(a) — 1, additional first-year 
depreciation allowance 2 

26 CFR 1. 213 through 1. 218 — 2, medical expenses, increased 
limitation on deduction, taxpayer aged 65 and disabled 1 

26 CFR 1. 248, 1. 243 — 1, 1. 248 — 2, 1. 246, 1. 246 — 2, 1. 533 — 1, 1. 542, 
1. 1242, 1. 1242 — 1, 1. 1243, 1. 1243 — 1, losses on small busi- 
ness investment company stock, losses of small business 
investment companies on securities of small business con- 
cerns, amendments relating to small business investment 
companies 1 

26 CFR 1. 246 — 3, amended, restrictions on intercorporate divi- 
dends-received deductions 1 

26 CFR 1. 805 — 2, 1. 812 — 11 amended, valuation of elective divi- 
dends, etfect on earnings and profits of certain tax-free trans- 
fers between corporations 2 

26 CFR 1. 881(a) through 1. 881(c)(1) — 2, carryovers in certain 
corporate acquisitions 2 

26 CFR 1. 401 — 8 amended, pension, profit-sharing, stock bonus 
plans, integration with social security benefits 1 

26 CFR 1. 421 — 6, amended, nonrestricted employee stock 
options, definitions 2 

26 CFR 1. 442 — 1, 1. 1502 — 2, 1. 1504, amended, 1. 1871 through 
1. 1377 — 8, 1. 6037, 1. 6087 — 1, change of annual accounting 
period, election of certain small business corporations as to 
taxable status, returns of such electing corporations 1 

26 CFR 1. 481 — 2 amended, 1. 9002 through 1. 9002 — 8, change in 
method of accounting by electing small business corporation, 
elections under the Dealer Reserve Income Adjustment Act 
of 1960 2 

26 CFR 1. 503(c) — 1, 1. 503(g) — 1, 1. 503(h) through 1. 508(i) — 1, 
1. 501(c) (14) — 1, certain loans by employees' trusts, exemption 
for certain mutual guarantee funds 2 

26 CFR 1. 611 through 1. 616 — 3, 1. 621, 1. 621 — 1, depletion ex- 
ploration and development expenditures, and payments to 
encourage exploration, development and mining for defense 
purposes 1 

26 CFR 1. 901 — 1, 1. 902 — 1, 1. 905, amended, 1. 905 — 5 added, 
foreign tax credit for United Kingdom taxes paid on royalties 1 

26 CFR 1. 1031(d), 1. 1031(d) — 1, 1. 1088(a), 1. 1033(a) — 1, 1. 1033 
(b) — 1& 1. 1083(g) & 

1. 1038(g) — 1, 1. 1034, 1, 1084 — 1, 1. 1058, 
1. 1071, 1. 1071 — 1, postponement or nonrecognition of gain 
or loss from certain sales and exchanges and involuntary 
conversions 1 

26 CFR 1. 1282, 1. 1282 — 1, 1. 1232 — 8, 1. 1232 — 4 amended, bonds 
and other evidences of indebtedness 1 

26 CFR 1. 1233, 1. 1233 — 1 amended, short sales in arbitrage 
operations, hedging transactions in commodity futures 2 

26 CFR 1. 1244(a) through 1. 1244(e) — 1, losses on small business 
stock 2 

26 CFR 1. 1244(c) — 1, section 1244 stock (small business stock) 
defined 2 
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INCOME TAX — Continued 
Regulations — Continued 

26 CFR 1. 1361-1 through 1. 1361 — 15, unincorporated business 
enterprises electing to be taxes as domestic corporations 

26 CFR 1. 9003 through 1. 9003 — 5, election regarding treatment 
processes for minerals used in making cement 

26 CFR 504. 301, amended, Belgian convention, extension to 
Belgian Congo dI Ruanda-Urundi, withholding 

26 CFR 504. 301 through 504. 810, Belgian convention, extension 
to Belgian Congo k Ruanda-Urundi, withholding 

26 CFR 507. 501 through 507. 511, United Kingdom Colonies, 
withholding 

26 CFR 510. 1 through 510. 11, Norwegian convention, with- 
holding 

Renegotiation (See: Contracts) 
Rent paid: 

Mineral or timber interest, delay rental, $1. 612 — 3 
United Kingdom Colonies, withholding, $ 507. 506 

Rent received: 
Exempt employees' trust, leased of railroad tank cars 
Minerals or timber interests, delay rental, $1. 612 — 3 

Reorganizations: 
Net operating loss carryovers, acquiring corporation, ) ( 1. 381(a) 

through 1. 881(c) (1) — 2 
Section 1361 corporation, $ L1861 — 12 
Statutory merger, distribution of preferred stock 

Research expenses: 
Development of strategic minerals, encouragement payments, 

f 1. 621 — 1 
Exploration and development costs, election to defer or 

expense 
Mine development costs, general rules, $$ L616 — 1, 1. 616 — 2 
Mine exploration costs, general rules, $ ) 1. 615 — 1 through 1. 615 — 4 

Residence (See also: Real estate) 
Accelerated depreciation, "new in use" test 
Involuntary conversion, treatment as sale, )/L1033(b) — 1, 

1. 1034-1 
Replacement in stock of housing cooperative 

Residents: 
Aliens: 

Departure from United States, procedure 
Loss of residence, expiration of re-entry permit 

Pakistan convention, Art. XVII 
Retirement income: 

Compensation for improper dismissal 
Credit, earned income distinguished from net earnings from 

self-employment 
Dividends from electing small business corporation, $ 1. 1375 — 2 

Returns (See: Consolidated returns; ADMINIsTRATIvE: Returns) 
Royalties: 

Advanced, mineral or timber interest, depletion, ) 1. 612 — 8 
Belgian Congo and Ruanda-Urundi, withholding, $ 504. 805 
Copyright, personal holding company income 
License arrangement, death of patent holder 
Norway, withholding, $ 510. 6 
Pakistan, withholding, $ 517. 8 
Pakistan convention, patents and copyrights, Art. VIII 
United Kingdom Colonies, withholding, $$ 507. 506, 507. 507 
United Kingdom taxes, foreign tax credit, f$ 1. 905-5, 29. 181 — 3, 

89. 181 (e) — 2 
Rulings (See: ADMINISTRATIVE: Rulings) 
Sales or exchanges: 

Business property, sale and leaseback 
Corporate liquidation, state income taxes, deductibility 
Goodwill, professional practice or business 
Leasehold, person other than dealer 
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1 

2 
2 
1 

1 

1 
1 
1 

1 

1 
1 

2 
1 
2 

1 
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1 
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INCOME TAX — Continued 
Sales or exchanges — Continued 

Livestock raised on allotted land of Indian 
Merger of common trust funds, distributions to eliminate frac- 

tional units 
Radio broadcasting facilities, F. C. C. certification, I 1. 1071 — 1 
Real property, installment sales, liabilities of seller paid by 

purchase 
Residence: 

Involuntary conversion, treatment as sale, $ I 1. 1033(b)-1, 
1. 1034-1 

Replacement property: 
Accommodation in retirement home 
Stock of housing cooperative 

Securities, small business investment company, $ 1. 1243-1 
Small business investment company stock, $ 1. 1242-1 
Small business stock, losses, $ jj 1. 1244(a) — 1 through 1. 1244(e) — 1 
Timber, inventory valuation reserve 
Transfer in trust with obligation to sell or exchange 
Transfer to controlled corporation 
Treasury Bonds for Federal National Mortgage Association 

mortgages 
United States obligations: 

2)4 percent Treasury Bonds of 1961 
2Ya percent Treasury Bonds of 1962 — 67 
2' percent Treasury Bonds of 1963 — 68 
2' percent Treasury Bonds of 1964 — 69 

Scholarships: 
Awards by Russell Sage Foundation 
Cancer research grants 
Expenses incident to grant, fj 1. 117 — 1 
National Science Foundation, teachers using experimental study 

group tests 
Research grant, recipient not candidate for degree 

Securities transactions: 
Short sales: 

Arbitrage operations, $ 1. 1233 — 1 
Stock or liquidating dividend payments on borrowed stock 

Wash sales, additional issue bonds with different interest rates 
Short sales: 

Arbitrage operations, holding period, $ 1. 1233 — 1 
Hedging transactions in commodity futures I 1. 1233 — 1 
"Short dividend", dividends received credit and partial ex- 

excl sion us'on 
Stock or liquidating dividend payments on borrowed stock 

Sick pay (See: Compensation received: Sickness or injuries) 
Small business corporations: 

Basis adjustments, stock and indebtedness to shareholders, 
I I 1. 1376-1, 1. 1376 — 2 

Capital gains, special rules, fj 1. 1375 — 1 
Credits against tax, shareholders, ) 1. 1375 — 2 
Dealer reserve income: 

Change in accounting method, adjustments, $ 1. 481 — 2 
Elections, $) 1. 9002 — 8, 17. 1 — 1 

Definitions, $I 1. 1371 — 1, 1. 1371 — 2 
Distributions, previously taxed income, $ 1. 1375-4 
Dividends received by family groups, reallocation, $ 1. 1375 — 3 
Earnings and profits, adjustments, $$ 1. 1377 — 1, 1. 1377 — 2, 

1. 1377-3 
Election: 

Extension of time 
Manner and time, $ 1. 1372-2 
Requirements and effects f 1. 1372 — 1 
Shareholders' consents, $ 1. 1372 — 3 
Terinination, fj 1. 1372 — 4 

Election after termination, ( 1. 1372 — 5 
585726' — 61 69 
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C. B 

Refund by employer to nonresident alien employee 1, 2 
Subsistence and rental allowances, surgeon employed under 

army contract 1 

INCOME TAX — Continued 
Trusts — Continued 

Estates and trusts — Continued 
Definition and general requirements, $ $ 301. 7701 — 1, 

301. 7701-4 '2 
Depletion allowance, allocation 1 
Depletion deduction, apportionment, f 1. 611 — 1 1 
Depreciation, additional first-year allowance, CI 1. 179 — 2 2 
Foreign trust resident citizen trustee 1 
Louisiana, allocation of deductions to beneficiaries 1 
Norway, withholding, $ 510. 8 2 
Pakistan withholding, ) 517. 6 1 
Patent royalties, death of patent holder 1 
Transfer in trust with obligation to sell or exchange 2 
Transfer of property to marital deduction trust 1 
United Kingdom colonies, withholding, $ 50?. 509 1 

Income for benefit of grantor, exempt interest 2 
Miscellaneous: 

Investment trusts, treatment for tax purposes, $ 301. 7701— 
4 2 

Liquidating trusts, definition and treatment for tax pur- 
poses, $ 301. 7701 — 4 2 

Merger of common trust funds, distributions to eliminate 
fractional units. 2 

Retroactive exemption, Pension Fund, Plumbers' Local 
Union No. 775 2 

Unrelated income: 
Agricultural organization, insurance company services 1 
Employees' trust, lease of railroad tank cars 1 
Horse breeders association, operating restaurant, bar, and cock- 

tail lounge 1 
Vacation pay, accrual and deduction 2 
Vinson Act (See: Contracts) 
Wage continuation plans: 

Bonus, prorated over period of illiness 1 
Salary, maintenance and cure payments to disabled seamen 1 
Sickness or disability payment under company plan 1 
Supplemental unemployment benefit trusts 2 

Wages (See: Compenss, tion received) 
Wash sales, additional issue bonds with different interest rates 1 
Western Hemisphere corporations: 

Foreign tax credit: 
Overall limitation 2 
Public utilities 2 

Greenland 2 
Situs of property lost in transit 2 
Transactions between affiliated corporations 2 

Withholding: 
Credits (See: ADMINISTRATIVE: Credits and refunds) 
Exemptions, personal, nonresident aliens, Fl 1. 874-1 1 
Income tax at source: 

American employer in foreign countries, collection pro- 
cedure 1 

Awards made by employee sales manager 1 
Belgian Congo eFI Ruanda-Urundi, f 504. 301 1 
Belgian Congo and Ruanda-Urundi, $$ 504. 892 through 

504. 808 1 
Fellowship grant 2 
Handyman and gardner, institutional-rehabilitation pro- 

gram 1 
Meals and lodging, faculty members and families 2 
Norway, $$ 510. 1 through 510. 11 2 
Pakistan, $$ 517. 2 through 517. 6 1 
Rates under tax conventions 2 
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INCOME TAX — Continued 
Witholding — Continued 

Income tax at source — Continued 
Supplemental unemployment benefits 
United Kingdom Colonies, fit 507. 501 through 507. 511--- 1 

Nonresidents: 
Aliens: 

Lump-sum payment from employee annuity, f 1. 1441— 
2 

Personal exemption, $ 1. 874-1 1 
Refund by employer of withheld taxes 

Horse races, winner's purse '2 
Rates under tax conventions 2 

Payments, underpayment by employer, adjustments, $ 31. 6205— 
1 2 

Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Wages (See: EMpLopMENT TAxEs: Wages) 

SELF-EMPLOYMENT TAX: 
Assessments (See: ADMINxsTRATxvE: Assessments) 
Committee reports, table of contents 1, 2 
Earnings: 

Earned income, retirement income credit 1 
Farmers, payments under acreage reserve program 1 
Fellowship grant 2 
Remuneration from exempt organization, erroneously reported 2 

Elections (See: ADMxNxsTRATxvE: Elections) 
Employees (See: Trade or business) 
Included and excluded earnings, physician-dentist 1 
Interest (See: ADMINxsTRATxvE: Interest) 
Jeopardy assessments (See: ADMxNxsTRATxvE: Assessments) 
Legislation, table of contents 1, 2 
Ministers, election of coverage '2 
Possessions of United States: 

Guam and America Samoa 2 
Virgin Islands, $ 1. 932 — 1 1 

Public laws, table of contents 1, 2 
Rents and royalities: 

Farmers, "lease" agreements with steel company because of 
fume damage 1 

Filling station operator; lease arrangement; gallonage pay- 
ments 1 

Returns (See: ADMINIsTRATIvE: Returns) 
Tax (See: ADMINISTRATIVE: Tax) 
Trade or business: 

Custodian, Federal armory contract 1 
Farming: 

"Lease" agreements with steel company because of fume 
damage 1 

Retirement income credit, earned income ] 
General, American citizen employees of foreign governments, 

etc 
Illegal activities 1 
Physicians, oral surgeon 1 

Waivers, ministers, coverage 2 

TAX CONVENTIONS: 
Announcement, withholding tax rates 2 
Belgian Congo & Ruanda-Urundi: 

Income tax: 
Annuities, taxability, withholding, $504. 306 1 
Beneficiaries, estates and trusts, withholding, $504. 307 1 

Copyrights, royalties, withholding, $ 504. 305 1 
Received, addressee not actual owner, additional with- 

holding, lj 504. 303 
Dividends: 

Received withholding, $ 504, 302 —. -. — 1 
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TAX CONVENTIONS — Continued 
Belgian Congo k Ruanda — Urundi — Continued 

Income tax — Continued 
Fiduciaries, dividends received, withholding, $ 504. 303 
Interest: 

Received, withholding, $ 504. 804 
Partnerships, dividends received, withholding, $ 504. 303 
Patents, royalties, withholding, $ 504. 305 
Pensions, withholding, $ 504. 306 
Royalties, withholding, $ 504. 805 
Trusts, estates and trusts, beneficiaries, withholding, 

$ 504. 807 
Withholding, exemption or reduction in rate, )jl504. 302— 

504. 308 
Withholding at, source, $ 504. 801 

Belgium, income tax, extension to Belgian Congo and Ruanda- 
Urundi 

Committee reports, table of contents 
France: 

Income tax: 
Compensation received, salaries, fees, etc. , nonresident 

public entertainers 
Income, source, nonresident public entertainers 
Nonresidents, public entertainers 

C. B. 

1 

1 
1 
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2 
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Japan: 
Income tax: 

Compensation received, salaries, fees, etc. , 
sors, art. XI 

Exempt income, remuneration of visiting 
XI 

visiting profes- 

professors, art. 
1 

754 

754 
Norway: 

Income tax: 
Annuities, withholding, eI 510. 7 
Beneficiaries of estates and trusts, withholding, $ 510. 8 
Dividends received, withholding, $$ 510. 3, 510. 4, 510. 5 
Estates and trusts, withholding, $ 510. 8 
Fiduciaries, dividends received, withholding, f 510. 5 
Foreign corporations, withholding, f eI 510. 1 through 510. 11 
Interest received, withholding, fl 510. 2 
Nonresidents, withholding, f$ 510. 1 through 510. 11 
Partuerships, dividends received, withholding, $ 510. 5 
Pensions, withholding, f 510. 7 
Royalties, withholding, $ 510. 6 
Withholding, exemption or reduction in rate, el)510. 1 

through 510. 11 
Pakistan: 

Income tax: 
Allocation of income and deductions, related enterprises, 

Art. IV 
Annuities: 

Taxability: 
Nonresidents, Art. X 
Withholding, ) 517. 4 

Beneficiaries, estates and trusts, withholding, f 517. 6 
Compensation received, salaries, fees, etc: 

Governmental services, Art. IX 
Students and apprentices, Art. XIII 
Temporary professoral services, Art. XII 
Temporary residents, Art. XI 

Copyrights: 
Royalties, art. VIII 
Royalties, withholding, f 517. 8 

Dividends: 
Received, arts. VI, VII 
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TAX CONVENTIONS — Continued 0 
Pakistan — Continued 

Income tax — Continued 
Dividends — Continued 

Received: 
Withholding, ) 517. 2 1 

Exempt income, operation of aircraft Art. V 
Foreign corporations: 

Enterprise defined, Art. II 2 
Permanent establishment rule, Art. III 

Foreign tax credit, Art. XV 
Interest received: 

National bank exemption, Art. XIV 
State Bank of Pakistan, withholding, $ 517. 5 — — 1 

Patents: 
Royalties: 

Art. VIII 2 
Withholding, $ 517. 3 1 

Pensions: 
Nonresidents, Art. X 2 
Withholding, $ 517. 4 1 

Residents, tax requirements, Art. XVII 2 
Royalties: 

Patents and copyrights, Art. VIII 2 
Withholding, f 517. 3 1 

Refunds (See: AnMzNrsTnaTrvE: Credits and refunds) 
United Kingdom: 

Income tax: 
Extension to territories 2 

United Kingdom Colonies: 
Income tax: 

Annuities, taxability, withholding, $ $ 507. 508 1 
Beneficiaries, estates and trusts, withholding, $ 507. 509 1 
Copyrights, royalties, withholding, $ 507. 506 1 
Dividends, received: 

Addressee not actual owner, additional withholding, 
$ 507. 503 1 

Withholding, $ 507. 502 1 
Interest, received: 

Sources within United States, withholding, $ 507. 505 1 
Territory corporation, withholding, $ 507. 504 1 

Pensions, withholding, ) 507. 508 1 
Rent paid, motion picture films and real property, with- 

holding, f) 50?. 506, 507. 507 1 
Royalties, withholding, $$ 507. 506, 507. 507 1 
Trusts, estates and trusts, beneficiaries, withholding, 

507. 509 1 
Withholding, exemption or reduction in rate, $$ 507. 501 

through 507. 511 1 
TOBACCO TAX: 
Bonds, dealer in tobacco materials, establishments and warehouses 1 
Cigarette papers and tubes, exportation by truck, Armed Forces in 

contiguous country 2 
Committee reports, table of contents 1, 2 
Dealers, tobacco materials: 

Efiective date of Treasury Decision 6457 1 
Establishments and warehouses 1 

Exportation, tobacco products, Armed Forces in contiguous country 2 
Forms: 

2101, establishments of dealer in tobacco materials 1 
2136, reporting of overage or shortage of large cigars 1 
2149 and 2150, exportation by truck, Armed Forces in con- 

tiguous country 2 
Interest, computation of restricted interest 2 
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TOBACCO TAK — Continued C. B 
Labels, packages, large cigars of difFerent tax classes 1 

Legislation, tables of contents -12 
Packages, single container, large cigars of different tax classes 1 
Public laws, table of contents 1) 2 
Records: 

Daily, fractional pound removals of manufactured tobacco 1 
Large cigars, overage or shortage 1 
Tobacco materials, storage receipt and disposition 1 

Refunds, certain floor stock taxes, postponed 2 
Regulations: 

26 CFR 270. 61 amended, determination of retail price of large 
cigars, state or local taxes 2 

26 CFR 280; effective date of Treasury Decision 6457 — 1 
26 CFR 280. 1 through 280. 141; dealer's receipt, handling, sale, 

shipment, delivery of tobacco materials 1 
Returns, semimonthly, fractional pound removals of manufactured 

tobacco 1 
Taxes: 

Cigarettes, rate extended 2 
Large cigars of different tax classes in single package 1 
New York State, cigars, determination of retail price 1 
State or local, large cigars, determination of retail price, 

) 270. 61 '2 
Tobacco materials: 

Dealers, effective date of Treasury Decision 6457 1 
Forfeited, condemned and abandoned, sales 1 

Tobacco products: 
Cigarettes, tax rate extended 2 
Cigars, New York State tax, determination of retail price 1 
Exportation by truck, Armed Forces in contiguous foreign 

country 2 
Large cigars: 

Different tax classes in single package 1 
Records, overage or shortage 1 
State or local taxes, determination of retail price, $ 270. 61 2 

Manufactured tobacco, fractional pound removals 1 
Receipt under bond, manufacturer's exemption 1 

Warehouses, storage of tobacco materials, location 1 
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